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Introduction

Jacob Viner was one of the greats of international economists’, although it is fair to say that his

work in this field is less appreciated today than in Viner's lifetime?.

Our keynote speaker Donald Winch, a PhD student of Viner at Princeton described him as “the
leading economist-scholar of his generation, combining a comprehensive and meticulous
knowledge of scholarly sources with the analytical acuteness of someone who was
simultaneously making significant contributions to economic theory’ (Winch 1983 p2).
Gottfried Haberler, an opponent in one of the disputes we will consider, placed him in the line of
great international economists that ran from “Hume, Ricardo Mill, via Marshall and Edgeworth to
Viner, Ohlin, Meade and Paul Samuelson”. Paul Samuelson himself stated “there has never been
a greater neoclassical economist than Jacob Viner” (Samuelson 1972 p9). In correspondence he
described Viner as the “the most celebrated scholar in international economics in our times”
(Samuelson to Viner 1969) and “those who attended Viner's lectures know the originality for
which he has not pressed claims” (from a scrapbook of news clippings in the Viner papers). Itis
worth noting that Samuelson sent many of his pathbreaking works in international trade theory to
Viner for comment, and the papers in the Mudd manuscript library Princeton include letters of

appreciation for astute remarks through to Viner's retirement in 1960.

The paper today considers three topics in Viner’s international economics:

1) His advocacy of a real cost theory of value through the 1930s against Ohlin and Haberler.

2) His early work on the burden of a tariff, especially embodied in a 1938 report written by Viner

as part of Manitoba's submission to Canadian Royal Commission.

3) His classic but much misread 1950 work on the theory of customs unions.

! General introductions to Viner in his work include Baumol and Viner-Seiler (1979), Winch (1981;1983), Spiegel
(1987), Irwin (1991), Bloomfield (1992) and Groenewegen (1994). | have a paper in progress on Viner's work on
religion in economics (Oslington 2008) that includes further biographical material. A brief chronology is appended to
this article.

% The reasons for Viner being less appreciated today are complex, but perhaps Viner’s style of work. He distrusted
abstract theoretical systems that were remote from real world policy questions, his mathematical training was slight
and had no interest in theorems for which he would be remembered. Samuelson tried valiantly to s name the specific
factors variant of the neoclassical trade model the Ricardo-Viner model. Leamer (2001) discusses the disjunction

between current citation rates of international economists and their standing in times past.
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There is no implication that these are the only, or most important contributions Viner made to the

theory of international trade.

For each topic | will examine what Viner wrote and why, how he has been interpreted by
subsequent international economists working on the topic, and what was Viner’s influence. | will
also consider whether any general conclusions can be drawn about Viner’s approach to

international economics.

Money Cost, Real Cost and Opportunity Cost

The 1930s was a key period in the development of the modern theory international trade; a period
when a new style of analysis pioneered by Bertil Ohlin and Gottfried Haberler was taken up by
trade theorists, including Paul Samuelson whose application of mathematics within this
framework produced a series of papers in the late 1930s and 1940s on protection and real wages,
factor price equalisation and the gains from trade that revolutionized the field. Viner has been
seen as a dissenting voice through these developments, who tenaciously and seemingly foolishly
defended a real cost analysis (or real cost ‘doctrine’) against the new opportunity cost theorising®.
For instance Chipman (1965 p699) wrote “We need not go at any length into the rather sterile
controversy over ‘real cost’ versus ‘opportunity cost’. It was never very clear what Viner meant
by ‘real costs’, and the theory seems to be largely a hold-over from the labor theory of value”.
Bloomfield (1992 p2060) described the controversy as “somewhat a barren one”. On the other
hand Vanek (1959 p198) took it as “a textbook example of a scientific controversy, well known
to most students in international economics” in his purported resolution of the controversy, and
the editors of the Review of Economic Studi#®ught it of sufficient interest to publish a lengthy
article”. Donald Winch (1983 p6-8) believes it “deserves closer attention and I shall give it here”

in his overview of Viner’s work.

% The exact definitions of money cost, real cost and opportunity cost were part of the dispute but the participants
were broadly agreed on the following. Money prices and costs immediately governed international trade. Real costs
were an abstraction which may or may not approximate money costs, and included labour costs and plus some other
costs. Opportunity cost was a rival abstraction to real costs, representing money costs as other things, perhaps
commodities, perhaps labour given up.

* Today it would be hard to say whether the probability of finding a PhD student of international trade theory at a top

US University who had heard of the controversy, or of the Review Economic Studipsblishing an article on it would

be smaller. Whether the smallness of this probability is a good thing is outside the scope of this paper.
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The main published part of the exchange comprises Ohlin (1933), Haberler (1936) and Viner
(1932; 1937) with another round Viner (1951; 1955) and Haberler (1954)°.

Controversy probably began during Bertil Ohlin’s 1923 visit to Harvard supported by an
American foundation. Ohlin had just completed his licentiate thesis in Stockholm (now
translated as Ohlin 1922), which combined the factor proportions explanation of trade patterns of
his teacher Heckscher with the general equilibrium system of Gustav Cassel, and contained
reasonably clear statements of some of the core theorems of modern competitive trade theory
(Flam and Flanders 2002 p177). At Harvard Ohlin was taking courses towards an MA, including
courses on international trade from Frank Taussig, and developing his PhD thesis (Ohlin 1924
now translated from Swedish and discussed in Flam and Flanders 1991). Taussig (1927)
probably corresponds fairly closely to the lectures Ohlin heard. Taussig worked with a labour
theory of value (although reluctantly and with qualifications according to Viner 1937 p490) and
emphasised the continuing relevance of the classical theory — for instance his response to the
“disposition to question the merits of the classic school” that the “principles of international
trade... needed less remodelling than any other part of the classic structure” Taussig (1889).
Jacob Viner was also working under Taussig on his own PhD thesis Viner (1924a) on the
classical adjustment mechanism in Canadian trade. It is fairly clear from the Ohlin-Viner
correspondence that commenced soon after Ohlin’s return to Sweden that the two men discussed
their theses and were helped by each other's work. Viner is acknowledged in preface to Ohlin
(1933), and Ohlin in preface to Viner (1937) for his “persistent refusal to agree with me”. Ohlin
sent Viner a copy of his thesis, albeit in Swedish, soon after its completion.

When Ohlin arrived at Harvard he was in his early 20s and had made the theoretical
breakthroughs for which he would later be awarded the Nobel Prize. With revolutions in
economics in the air, he emphasised the departure of the new style of analysis from that of the
classical economists. His PhD thesis was the basis of Ohlin (1933) and there he noted the views
of Taussig and Heckscher that the factor endowments theory of trade is a “modification and
addendum” to the classical theory, and their view that the modifications which are necessary to

the classical theory “are not very important” (p33). Ohlin’s position was “ I cannot share this

> In the background is a long-running discussion over the Austrian theory of value, to which two of Viner’s closest
friends Lionel Robbins and Frank Knight contributed (for instance Knight 1921; 1928 and Robbins 1934). There
were passionate disputes in correspondence through the 1930s between Viner and his friend Knight over the theory

of value; with Viner defending “real cost analysis” against Knight’s “alternative cost theory”.  Viner and Robbins
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view. As a matter of fact I do not think that it can be fitted into the classical labour cost theory at
all” (p34). Appendix III to Ohlin (1933), which is a revised version of an article Ohlin (1927)
gives detailed criticisms of the ‘orthodox’ theory. Note the resemblance of the language to that
of the Keynesian revolution - the labor theory of value seems to functions rhetorically for Ohlin

as Say’s Law did for Keynes.

This attack disturbed Viner, for he saw classical theory of comparative costs as the only
substantial bulwark against rising protectionist sentiment®. In my view it was Viner's
commitment to free trade, more than any sentimental attachment to the classical economists or
loyalty to his teacher Taussig that drove his criticism of the new approach. Following authority
was not a Vinerian characteristic, he seemed to relish taking unfashionable positions, and arguing
strongly on many occasions against positions taken by warm friends.  Viner readily
acknowledged Ohlin’s breakthrough in the factor endowment explanation of trade patterns. For
instance “Ohlin’s own explanation of the forces which determine the nature of international
specialisation is in its general lines admirable and, 1 am convinced, will help to set the pattern of
future discussion of this question” (Viner 1937 p501).  In correspondence Viner encouraged
Ohlin’s explorations “The theory on international trade seems as good a field as any in which to

hazard new adventures in to value theory” (Viner to Ohlin April 1 1927).

Gottfried Haberler was at this time developing his own more Austrian flavoured version of the
new approach. Haberler and Viner corresponded in the late 1920s about the work which was
published as Haberler (1936), and he discussed this correspondence with Viner in the articles
Haberler (1929; 1930) that preceded the book. In the book Haberler explicitly discarded the
labour theory of value (p175) and set out a theory of international trade and an argument for free
trade independent of the labor theory of value. His starting point was “the modern doctrine of
economic equilibrium associated with Menger, Bohm-Bawerk, Wicksteed Marshall, Walras,
Pareto, Schumpeter, Knight etc” (p175). Costs were measured by alternatives forgone — he
borrowed the opportunity cost terminology from recent American writers including Frank Knight
and armed with this theory of cost he has “no further need of the labour theory of value” (p128).
A “substitution curve” — that contemporary theorists would recognize as a production possibility

frontier - is constructed and marginal conditions for production equilibrium stated. Then price

also discussed the issue in correspondence.
® This rising protectionist sentiment is discussed by Irwin (1995; 2009). It is frequently mentioned in Viner and
Haberler's works on international trade questions through the 1930s, and both men saw their advocacy of free trade

as a minority position that was losing ground.



ratios, adjustment to a free-trade equilibrium and a discussion of the gain from the international
division of labour (p186). Finally a discussion of the impact of trade on the distribution of
income, with references to the classical economists and Taussig on this issue. On the whole
Haberler was less zealous than Ohlin in pointing out the differences between the new analysis
and that of the classical economists, although he was quite firm on the point that the labour theory
of value has no place in a modern theory of international trade.

Viner's (1932) response which appeared in revised form in Viner (1937). He began by arguing
historically that the classical economists did not rely on the labour theory of value, concluding
(1937 p490) after discussion of the texts: “except for Ricardo, none of the classical expounders
of the doctrine of comparative costs, with the relatively unimportant and partial exception of
James Mill, was an exponent of the labor cost theory of value. Ricardo, himself, made important
qualifications... Malthus and Torrens expressly rejected the labor cost theory... JS Mill his
earliest writings disassociated himself from the strict labor cost theory, and in his Principles
expressly rejected it”. Instead Viner argued these writers, as well as Bastable Edgeworth,
Marshall, and Taussig worked with a more general real cost theory of value. In Viner's view
“the association of the comparative-cost doctrine with the labor-cost theory of value is a historical
accident” (p490).

Viner (1937 p491) then presented his version of the real cost theory: “I understand by a ‘real cost
theory of value’ a theory which holds that there is a least a strong presumption of rough
proportionality between market prices and real costs” and following the classical economists,
includes in real costs “all subjective costs directly associated with production” including “the
irksomeness of labour”, “abstinence associated with voluntary postponement of consumption”
(p492). On p514 he clarifies that real costs include capital costs. The only shortcoming Viner
will admit is the classical economists “unsatisfactory method of handling land services (or, in

general, services supposed not to involve real costs)” (p492-3).

Now Viner is in a position to mount his attack on Ohlin and Haberler’s analysis from the high
ground of this broadly defined real cost theory. He argued that the new analysis was deficient in
ignoring the irksomeness of labour and the variability of proportions of factors, by which Viner
means proportions of factors of production employed in total in the nation not different

techniques of production.



Viner acknowledged that real cost analysis has some conceptual difficulties. But he quickly
moved to an analysis of the income side of the new theory” which supported an argument that but
the new theory just either shifted difficulties from the cost side to the demand side, or ignored
them. He says: “the opportunity-cost analysis faces difficulties on the ‘real income’ side of the
problem analogous to those involved in real-cost analysis, and it avoids the difficulties involved
in real-cost analysis for the most part only by ignoring the existence of some of the considerations
which real-cost analysis takes into account.” (p521). | find this part of Viner's argument opaque -
but seems to be that the index number problem in dealing with the pain cost of labour for
different individuals on the production side is analogous to the index number problem in
aggregating utilities on the consumption side. Of course as Viner points out, the index number
problem on the production side disappears if labour is in fixed supply and disutilities of labour

are ignored.

The most important point for Viner was that a real cost theory of value was needed to make the
argument for free trade. This rather than the explaining pattern of trade was the main concern of
the classical economists: “the classical theory of international trade was formulated primarily
with a view to its providing guidance on questions of national policy, and although it included
considerable descriptive analysis of economic process, the selection of phenomena to be
scrutinised and problems to be examined is almost always made with reference to current issues
of public interest” and “recognition of its ‘welfare analysis’ orientation is essential to the
understanding and the appraisal of the classical doctrine” (p437). Viner's point is quite powerful
against Ohlin’s (Myrdal influenced) squeamishness about the welfare implications of his analysis,
and against Haberler’s model which was very sketchy on the consumption side and thus
incomplete as a gains from trade argument. However, a complete analyses was later supplied by

Samuelson (1939; 1962) and others, admittedly under special assumptions that Viner rejected.

In view of the acknowledged messiness of real cost argument to the gains from trade Viner added

a methodological second line of defence that logical demonstration is a false ideal for economists.

" In the process of developing the income side of the new theory he draws what contemporary theorists would
recognize as the production possibility frontier and indifference curves diagram (see Viner 1937 p521) that is the
basis of textbook demonstrations of the gains from trade. Viner notes that he first presented this diagram in a lecture
given at the London School of economics in January 1931, before Lerner and Leontief who are usually credited with
developing this diagram. It is one of several cases where Viner had claims to priority that he never pressed. Paul
Samuelson in various articles has mentioned the theory of imperfect competition, and compensation criteria of the
gains from trade, the burden of the tariff. In relation to the diagram it is worth remembering that Viner developed it

to criticise the theory.



As he says in relation to the alignment of money and real costs “presumptions are all that
economic theory can be expected to yield in this field” (p491). The gains from trade analysis is
“in that state of persuasiveness associated with incomplete demonstration which seems to be a
universal characteristic of propositions economic theory relating to questions involving human
welfare” (p526). This defence flowed from Viner’s long-standing insistence on the limits of
economic theory (see articles on utility theory Viner (1925a; 1925b), and an even earlier student
essay Viner (1915)). He more or less held to this view of the role and limits of economic theory

throughout his career (compare for instance Viner 1955)%.

The immediate theoretical issues which provoked the controversy were resolved fairly quickly, in
the eyes of the participants at the least®. Correspondence with Viner and reading Viner’s 1932
article seems to have led Ohlin to add some conciliatory paragraphs to the 1933 English version
of his 1927 article attacking the classical theory. These conciliatory comments appeared even
before Viner’s 1937 book was published, meaning that the immediate theoretical issues were
resolved to the satisfaction of the participants before the publications which some accounts of the
controversy cite as initiating it. In these added paragraphs'® Ohlin praised other aspects of the
classical theory of international trade and conceding that “the contents of this volume are only
restatement indifferent form, of the orthodox analysis” (p590) and that “even a defective tool may
yield great results when employed by a master hand” (p590). Presumably this refers to Viner, for
he then reviews Viner's argument about the need for a real cost analysis to be able to deal with
welfare questions “it is sometimes objected by the defendants of the classical theory that when
we come to decide about economic policy is necessary to consider such things as ‘real cost” and
the circumstances which lie behind it. Hence, only analysis in terms of real cost, not in terms of
money costs can be used as a basis for action”. Ohlin’s response was that such things as effort
and sacrifice can be considered in policy discussion, but he prefers to consider “the desirability of

free trade or protection under a special heading and not in the objective theory”, although he

8 Viner did not write a lot on methodology. He once commented “the comparative absence of methodothological
discussion in the literature of the theory of international trade is a condition whose persistence need not, in my
opinion, be deplored” (Viner 1937 p594). These early works and a few invited lectures are the only extended
discussions — but his position is clear and consistent.

° We only see part of the dispute in the published works of Ohlin, Haberler and Viner. A warm correspondence was
carried on between them before and during the publication of their books in the 1930s, and for many decades after.
Viner was in fact trying to arrange a position in the US for Haberler in the middle of the controversy.

19| have not yet been able to check these paragraphs of Ohlin’s 1933 English version against the 1927 article in
Swedish; my supposition is based on the abrupt change of tone, and the reference to “this volume” in the English

version.



insists that “if a formal income concept is used as in this book, such a theory can, however,
describe certain changes in the size and distribution of income which are of interest from the
point of view of many different political standards” (p590). So for Ohlin the issue was the
normative basis of any gains from trade argument, about which he and Viner agreed to disagree.
Viner wanted the normative aspects in the analysis, and saw real costs as way of doing this, while
Ohlin wanted the normative aspects outside the economic analysis.

For Haberler, the correspondence indicates that theoretical points at issue were clarified to his
and Viner’s satisfaction in early 1930s. For instance Viner wrote to Haberler on Jan 3 1933 “The
only issue | took with you in my article was that you were exaggerating the adequacy of the
opportunity cost doctrine as a means of escape from that difficulty [variability in proportions of
the factors]”. Haberler wrote to Viner on 24 Feb 1933 to concede that ““if there are differences in
attractiveness of different occupations the theory does not hold” but nevertheless the theory “is a
very close approximation”. The discussion ended with “I agree with you that we seem to be
agreed now on the theoretical place for an opportunity cost doctrine in the theory of international
trade”(Viner to Haberler March 10 1933).

None of the participants carried on dispute after the mid 1930s. If there was a winner of the
published version of the argument it would generally at the time acknowledged to have been
Viner. He was seldom bettered in argument. Samuelson (1972 p10) awarded victory to Viner
“Viner in the end was victorious, explicitly or implicitly”. This is very much against the low

opinion of his arguments and position that formed subsequently.

The reason we “vainly search literature from full reconciliation of the two views” (Vanek 1959
p198) is that such a reconciliation was redundant. Continuing discussion by the participants was
only sustained by different views of larger issues such as the status of theory, and the relation
between positive and welfare analysis. Much of it was carried out without reference to the

immediate questions surrounding real cost and opportunity cost that provoked the controversy.

In the 1950s there was a brief and friendly exchange between Viner and Haberler that referred to
the original controversy. Haberler was invited by the President of the American Economic
Association to discuss Jacob Viner's views on the continuing relevance of the classical theory of
international trade — published as Haberler (1954). In line with the conciliatory tone on which
the 1930 exchange ended, Haberler argued strongly for the continuing relevance of the classical
theory, in fact chastising Viner for some “mournful and apologetic” remarks (in a lecture given

in Brazil on the relevance of the theory of international trade to developing countries published as
8



Viner 1953) about the world having changed classical theory and the classical theory not being
directly relevant to such a world (Haberler 1954 p543). He adds that “It seems to me quite clear,
that despite the author's protestations, B.Ohlin’s important contribution does not fall outside the
main current of classical thought. This could be demonstrated in detail, but will hardly the
question today, not even, | ventured to believe, by the imminent author of Interregional and
Internaional Trade himself” (p544). And “ it would be a great mistake in my opinion, to
emphasize the distinction between classical and neoclassical theory” (p544). Haberler is
reaffirming Viner’s 1930 arguments, this time in gentle criticism of a “momentary lapse” (p551)
of Viner himself.  In correspondence Haberler reiterated his view formed at the end of the
1930s that were no outstanding theoretical issues, and that the difference between real cost and
opportunity cost analysis was “a difference in using words and not a material difference”

(Haberler to Viner March 10 1955).

Soon after this Viner was invited to give a lecture at the Brookings Institution (published as Viner
1955), and the organiser proposed Viner take the passage in the Brazil lecture that Haberler had
commented on as his starting point. He clarifies “the seemingly negativistic note struck” (p100)
in his Brazil lecture as a comment on the lack of an adequate general theory then quickly moves
on to his “central theme” of the “relevance of economic theorizing” (p106). The characteristics
of the classical theory of international trade are summarized by Viner (p110-112) and its great
merit was a generality and elasticity of analytical structure, which Viner did not find in some
other bodies of economic theory. There is no claim that the classical theory is exhaustive, but its
leaving room for extension and modification according to the circumstances is a virtue according
to Viner.  He then discusses the other live issue from the 1930s debate - that of the status of
classical theory’s “normative or welfare phases which were the its major raison d'etre” (p118).
Real cost theorizing is mentioned as highlighting an issue, not unique to the theory of

international trade, which economics on its own cannot definitively solve (p122).

What are we to make of the controversy today? s it significant?

The international economist Jaroslav Vanek set out to resolve what he saw as the outstanding
issues soon after this exchange. He was perhaps part of the American Economic Association
audience in 1954. Vanek’s (1959) demonstration of the compatibility of marginal real cost and
opportunity cost theories though misses the most important points at issue in the dispute. The
continuing discussion was not about the definition of real and opportunity costs and the logic of
the reconciliation. It is worth noting that the reconciliation Vanek offers through assuming a

single ordinal utility function, moreover a utility function that is homogenous of degree one, is
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rather curious as Viner (1937 p523) identified this as an assumption that would make the theories
compatible, but which Viner rejects. Vanek’s reconciliation is doubly curious because his
comment about the need to say something about factors supplies to make the theory rigorous is
also a point made at length by Viner (1937 p500ff). Viner's discussion makes clear that he rejects
the assumption that Vanek makes in his reconciliation - that the supply of factors is perfectly

inelastic.

The main theoretical issue identified in the controversy was the variability of the proportions of
factors in international trade modeling. It was resolved at one level in a paper Kemp and Jones
(1962) which generalised the Heckscher-Ohlin model to situations where the supply of labour
was variable. Instead of a fixed endowment of labour they posited a fixed endowment of time,
and preferences over work and leisure. The current state of play for the competitive trade model
is described in Woodland (1982 p239-50). Most of the new trade theory models of the last
twenty years with imperfect competition assume fixed resources. However the deeper issue
behind the discussion of variable proportions of the factors for the participants in the original
dispute was the appropriateness of between a style of theorizing involving optimization with
fixed resources, against the older style of analysis in which the quantity of labour was variable,
influenced by social and economic processes. Positing a fixed endowment of labour was the key
move which led to the modern theory of trade, and important for marginalist analysis more
generally. To speak of a factor endowments explanation of trade patterns, you need to have
fixed endowments - Heckscher and Ohlin. To speak of scarcity need to have fixed endowments -
Robbins.

Chipman's (1965) comment cited in introduction about the sterility of the debate also misses the
point. The issues which mattered to the participants, and which still matter today about styles of
trade theorizing, and what if any moral philosophy should be part of gains from trade arguments.
In relation to styles of theorizing Viner in some ways has been vindicated by a renewed emphasis
in the last couple of decades of the economics international trade on models which illuminate
particular issues and on empirical work, moving away from the grand system building which
dominated the field from the 1930s to the 1970s. The Heckscher-Ohlin model is now seen
merely as a starting point for the study of real-world situations, and for further modeling to take
account of real-world complications, than a set of demonstrated propositions about how
international trade works. Viner's focus on welfare through real cost analysis has perhaps also
been vindicated by the intense but still unsatisfactory efforts to develop satisfactory criteria for

demonstrating gains from trade.
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The Burden of a Tariff and Effective Protection

In the midst of the controversy considered in the previous section Viner was engaged in detailed

policy work for the Manitoba government on the burden of Canadian tariffs on the Province.

This was part of the Royal Commission on Dominion-Provincial Relations established in 1937 by
the Canadian Government to examine "the economic and financial basis of Confederation and the
distribution of legislative powers in the light of the economic and social developments of the last
70 years". Its 3-volume report in 1940 recommended a transfer of functions and a shifting of
taxation power to the federal government and grants to the provinces out of federal tax

revenues'’.

Viner was engaged as a consultant to assist with Manitoba's submissions to the Commission:
Ma ni t @dsal AsSubmission fesented to the Royal Commission on DomiRoovincial
Relations Winnipedlov 1937 Viner had most inputinto Par t & Effectd8 df Rederal Tariff
Policy on Western Canadian Ecang although he noted in correspondence that because of
severe limitation on his time and some logistical problems (he was in Chicago and the relevant
Commission hearings in Winnipeg and Ottawa) his contribution was less than he would have
liked. Professor Kenneth Taylor on behalf of Ontario presented a critique of the Manitoba
submission, to which Viner responded in Ma n i t orpuménswithARespect to the Burden on
the Prairie Provinces as adRult of Dominion Tariff Policy a Supplementary Statement 1938

The outcome was the Commission recommending substantial grants to Manitoba and the other
Prairie Provinces in the light of the demonstrated burden the Federal tariff imposed on the
finances of Manitoba. The Manitoba Treasurer Hon Stuart Garson wrote to Viner Feb 20 1939
“may I express the appreciation and gratitude of my colleagues and myself for the splendid way

in which you handled your end of our case” enclosing a cheque for $2935.

Viner's (1938) supplementary statement is an extraordinary document given the state of
development of tariff theory and the available data. It has received little attention from
historians of international economics, or writers on tariff policy, even Canadian writers (for
instance it is not cited in Barber 1955) . Max Corden though was aware of the significance of

Viner's work, as Viner mentioned it when Corden sent him offprints of his work on the

1 Further details of the Commission may be found in the Archives Canada record, available at

www.archivescanada.ca/.  Viner's supplementary statement is part of the Jacob Viner Papers at Princeton.
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calculation of the cost of protection (Corden to Viner 22 Oct 1957). Corden was able to track
down Manitoba's 1937 Submissionin his university library, and made detailed notes on it,
comparing it with the method used in the Australian Brigden Report. Corden could not locate

Viner’s Supplementary StatemesotViner sent him a copy (Viner to Cordon 9 May 1958).

Manitoba’s situation was that the Canadian tariff priced lower cost US producers out of the
market, so that goods were instead imported from Canadian producers, mostly located in Ontario.
This was true both for consumer goods and inputs for Manitoba's agricultural export industries, as
well as government purchases. There was little possibility of expansion of the Manitoban
industry, but a large benefit to Ontario. A terms of trade benefit might be expected, as the tariff
would reduce demand for US dollars to buy imports, but as foreign demand for Manitoba's
exports was almost perfectly elastic the terms of trade benefit to Manitoba would be minimal.
Any terms of trade benefit would accrue to Ontario and the industrial Provinces. Here was a
classic case of losses due to trade diversion that Viner was to famously discuss two decades

later'?.

Viner’s begins his Supplementary Statemenyt broadening the discussion beyond higher prices
the government pays for imported goods to consider the incomes of Manitobans, for he argues
this influences both Provincial tax revenue and government expenditure — “pauvre pays, pauvre
roi” Viner (1938 p2). The terms of the Royal Commission mean that it is was only an impact on

Manitoban government finances that would justify a grant.

He observed that the measurement of the tariff burden is “not a simple question... economists
and others have wrestled with it for over a century” (p3) but defines the burden as “the reduction
of real income resulting from the tariff (p3)*>. In the Commission's deliberations the average
duty on commodities imported had often been used as a measure of the burden of the tariff.
Viner observed that this was unsatisfactory because many commodities cease to be imported after
imposition of the tariff (p6). A better procedure would be to compare prices either side of the
border between the USA and Manitoba, on the assumption that differences are due to the tariff
(P7). This meant sampling prices, and constructing indices. The impact on a representative farm

family was calculated, then transformed to give an impact on the Prairie Provinces population as

12 For this conference audience it is worth noting that Viner drew parallels between Manitoba's situation in Canada,
and that of Western Australia after Federation. Viner (1950 p161) listed the Australian Federation among smaller
customs unions, and comments elsewhere on the diversion of trade that resulted from the extension of Eastern States

protectionism to the West.
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a whole. Viner and his team were working with extremely limited data and many less than
satisfactory approximations had to be made. Viner then provides an extended discussion of
conceptual problems with the procedure including capital and population mobility, changes in
consumption patterns and changes in technology induced by the tariff (p9-15). He discusses the
loss due to reallocation of expenditures induced by the change in prices associated with the tariff,
but “a money figure cannot possibly be put on it” (p40). In the end Viner's estimate of the annual
burden to the people of the Prairie provinces is approximately $47 million dollars (p41) and
considering average provincial tax rates impact on provincial tax revenue is approximately $5
million.  In addition there are higher prices of equipment and supplies purchased by the
government and greater need for social service expenditures. (p42). The underlying model Viner
is working with was highly sophisticated, and the exercise impressive within the constraints he

faced.

It is one thing to admire Viner's performance, but what was its influence on tariff theory, and its

significance?

An aspect of this which interested me when 1 first read the supplementary statement was the
relationship to later work on effective protection. Max Corden was the key figure in this, and
gives a helpful account of the development of the theory in an appendix to Corden (1971 and a
more personal account in Corden (2005). Viner recognized that the tariff raised prices of inputs
purchased by Manitoban farmers, and that the greater the weight of protected imports in an
activity the greater the impact on activity. One senses that Viner had enough understanding of
the issues to go further, but there was no practical way of measuring it. Unfortunately it wasn't a
set of input-output tables for Manitoba in his bottom drawer. So the conclusion would have to
be that the Supplementary Statemedidn't advance the discussion of effective protection -
Viner's teacher Taussig and others had similarly discussed the impact of tariffs on imported

inputs. And so Viner's work is rightly omitted from Corden’s surveys.

The impact on subsequent tariff theory seesm to have been nil, apert from shaping Viner’s own

thinking.

3 Viner had previously discussed the burden of the tariff in an article Viner (1936).
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Customs Unions and the Theory of Second-Best

Far better known, though perhaps not unconnected with Viner's work on Manitoba, is his book on
customs unions (Viner 1950). Before examining what Viner said in that book, it is worth looking
at possible influences on the development Viner’s thought on customs unions, and the immediate

background of the book.

The picture painted in international trade textbooks that discuss history of the economics of
customs unions is of Viner in 1950 announcing to a stunned world that customs unions are not
always beneficial to the countries involved, let alone the world as a whole. A superb article
O'Brien (1976) points out, this supposed novelty was the almost universally understood among
the classical economists. Adam Smith was strongly opposed to the Methuen treaty with Portugal
signed in 1703 which stipulated that was to be no tax on Portuguese wines or English textiles.
JR McCulloch was particularly incensed by the treaty as it forced him to purchase inferior and
more expensive Portuguese wine, rather than the French wine O’Brien notes was evidently rather
fond of. The evils of trade diversion! Other treaties such as the 1860s Cobden-Chevalier Treaty
which included a most-favoured-nation clause received support from economists, because
according to O'Brien’s carefully documented argument, the benefits of the trade created were
believed to exceed the diversion losses, and also because the treaty was thought likely to provoke
further reductions in tariff levels.  Viner was of course very familiar with these classical

discussions of trade treaties.

Another influence was Frank Taussig, Viner's teacher at Harvard, who had commented
extensively on the trade dimension of US treaties, especially on reciprocity and most-favored-
nation clauses. For instance Taussig (1892; 1910; 1915). After Viner had completed his PhD
course work Taussig arranged for him to work in 1917 and 1918 with the US Tariff Commission
as a special expert. He contributed to the 1919 report of US Tariff Commission Reciprocity and
Commercial Treati® and wrote an article himself Viner (1924b) on issues connected with it.

This was followed by another article in a Swedish journal Viner (1931b).

Many of the ideas, and even the language, of Viner's later customs union book can be found in
the 1924 article.  The concept of trade diversion and the harm done by trade diverting
agreements are clearly explained. He wrote that for the granting county and the world as a whole
“reciprocity treaties, even on free-trade grounds, are ordinarily not an amelioration, but on the
contrary are an intensification of the evils of customs tariffs. They not only do not counteract the

tendency of protective import duties to divert international trade from the channels which it
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would follow under free trade, but they may cause an even wider departure of trade from its
"natural” channels than would result from a regime of uniform protective tariffs at the levels
prevalent prior to the grant of partial reductions of duties through reciprocity arrangements.”

(Viner 1924b p107). There are other passages along similar lines in the 1924 and 1931 articles.

The immediate background of Viner’s customs union book was an invitation in 1944 from
George Finch, Director of the Carnegie Endowment in Washington to write a historical and
analytical essay to serve as an introduction “to a planned collection of customs union
documents”. (Finch to Viner 16 May 1944). Viner accepted the invitation and completed the
manuscript by 1948 (Viner to Finch 24 August 1948). However, the accompanying volume of
documents was abandoned, much to Viner's regret (Viner to Finch 26 October 1948). A
compromise was reached whereby a list of approximately 250 documents held by the Carnegie
Endowment would be included as an appendix to Viner's essay, but Viner's frustration grew with
delays in publishing until he wrote “I am simply disgusted” and “I wish to God that I had never
started on this venture with the Carnegie Endowment” (Viner to Joseph Shotwell 26 April 1950).

Viner believed his essay was doing little more than setting out ideas that were well known among
economists. | turn now to what he actually said, because there has been so much dispute about
this in the subsequent literature. The core of the book is chapter 4 , with approximately 12 pages
are devoted to the economics of customs unions. The introduction chapter 1 prepares the ground
with a discussion of customs unions as “one of a number of arrangements for reducing tariff
barriers between political units while maintaining barriers against imports from outside regions”
(p4) and defined a “perfect customs union” as an arrangement which “meets the following
conditions:

(1) the complete elimination of tariffs as between the member territories;

(2) the establishment of a uniform tariff on imports outside the union;

(3) apportionment of customs revenue between the members in accordance with an agreed

formula” (p5).

Other chapters consider the compatibility of customs unions with the most-favored-nation
principle, political aspects of customs unions and the prospects for the formation of customs

unions in the post WWII world*,

% There are some gems in these chapters. Viner's observation in chapter 5 that customs unions don't normally
precede political unions and suggestion that this is the good reasons (such as the absence of workable redistributive
mechanisms) sheds light on the post World War 1l European experience. His fear expressed at the end of chapter 7

that in the post-war period customs unions will “almost inevitably operate as a psychological barrier to the realisation
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Viner begins his review of the economics of customs unions by noting the “strange phenomenon”
of support for customs unions uniting free traders and protectionists (p41). Their views on trade
are generally opposite, so their unity on the customs unions issue must come from
misunderstanding about whether customs unions represent a move towards free trade or away
from it™. His central question will be the effect of the customs union on each country separately,
on the countries together, and the world as a whole (p42).

Before launching into the analysis Viner points out that “None of these questions can be
answered a priori, and the correct answers will depend on just how the customs union operates in
practice. All that a priori analysis can do is to demonstrate, within limits, how the customs union

must operate if it is to have specific types of consequence” (p43).

He then makes the crucial distinction between commodities “which one of the members of the
customs union will now newly import from the other which it formerly did not import of all
because the price of the protected domestic product was lower than the price at any foreign
source plus duty” i.e which involve “a shift from high cost to a lower cost point, a shift which the
free trader can properly approve, at least a step in the right direction, even if universal free trade
would divert production to a source with still lower costs” (p43)

And:

“other commodities which one of the members of the customs union will now newly import from
the other whereas before the customs union it imported them from a third country, because that
was the cheapest possible source of supply even after payment of duty” i.e. which involve a shift
between “a low-cost third country and the other, high-cost, member country”. (p43)

Noting:

“This is a shift of the type which the protectionist approves, but it is not one which the free trader

who understands the logic of his own doctrine can properly approve” (p43)

of the more desirable but less desired objectives of the Havana Charter -- the balanced multilateral reduction of trade
barriers on a non-discriminatory basis” has sadly proved true.

> A further comment on this “strange phenomenon” of customs unions pleasing both free traders and protectionists
is interesting from the point of view of the origin of Viner's ideas. He suggests that “Businessmen, however, and
governments which have had to try to simultaneously satisfy both special interests seeking increased protection and
voters hostile to protection have long known ways of making increased protection look like movement in a free-trade
direction” (p48) then gives an example of another way protectionism can be made to look like free-trade policy. This
is when reducing a duty on an input (woollen cloth) increases protection overall (on woollen goods). The woollen

goods and woollen cloth example is precisely that given in Taussig (1910).
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Finally commenting:

“simplified as this exposition is, it appears to cover most of the basic economic issues involved”

(p44).

In view of the subsequent disputes it is worth emphasizing that Viner here is claiming to engaged
in a detailed exercise in welfare economics- instead he is making a simple distinction that he
believes is helpful in evaluating customs unions. This way of operating is consistent with his
other writings, where he resists self-contained theoretical systems and demonstrative propositions
flowing from them which purport to settle real-world policy questions (his view of the matter is
expressed particularly clearly in Viner 1955 and was revealed in his advocacy of real cost
analysis three the 1930s). It is also worth bearing in mind that Viner had been commissioned to

write a brief essay introducing a collection of customs union documents aimed at policy makers.

Reading the Viner passage as some sort of demonstrative proposition also ignores the comments
that precede and follow it about the impossibility of answering questions about the impact of
customs unions a priori. The passage that precedes it is already been quoted and the passage
which follows is “From the free trade point of view, whether a particular customs union is a move
in the right or in the wrong direction depends, therefore, so far as the argument has yet been

carried, on which of the two types of consequences ensue from that customs union.” (p44)

If Viner is offering propositions it is noton p43-44, but at the end of his brief discussion of the

economics of customs unions where he writes on p51 (and note the “is more likely”):

“A customs union is more likely to operate in the free trade direction, whether the appraisal is in
terms of its consequences for the customs union area alone the world as a whole:

(1) the larger economic area of the customs union and therefore the greater the potential scope
internal division of labor;

(2) the lower the ‘average’ tariff level on imports from outside the customs union area as
compared to what the level would be in the absence of customs union;

(3) the greater the correspondence in kind of products of the range of high cost industries as
between the different parts of the customs union which were protected in both of the member
countries before the customs union was established i.e. the less the degree of complementarity —
or the greater the degree of rivalry - of the member countries with respect to protected industries,

prior to the customs union;
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(4) the great are the differences in unit costs were protected industries of the same kind as
between the different parts of the customs union, and therefore the greater the economy is to be
derived from free trade with respect to these industries within the customs union area;

(5) the higher the tariff levels in potential export markets outside the customs union area with
respect to commodities in whose production member countries in the customs union would have
a comparative advantage under free-trade, and therefore the less the injury resulting from
reducing the degree of specialisation in production as between the customs union area and the
outside world;

(6) the greater the range of protected industries in which an enlargement of the market would
result in costs are lower than those at which the commodity concerned is imported from outside
the customs union area;

(7) the smaller the range of protected industries for which an enlargement of the market would
not result in unit costs lower than those at which the commaodity is concerned imported from

outside the customs union area but which would nevertheless expand under customs union.”

(pS1)

He concludes “Customs unions are from a free-trade point of view, not necessarily good nor

necessarily bad; the circumstances discussed above are the determining factors” (p51)

As is Viner’s habit he follows a simple and suggestive piece of economic theory with a list of
qualifications and additional matters which need to be considered in policy discussion. Here the
additional matters are the possibility of a customs union being able to exploit market power and
improve its terms of trade (bringing gains at the expense of the outside world) (p55), better
possibilities of bargaining for tariff reductions (p56), administrative economies flowing from
customs unions (p58-64), revenue from duties (p65-68), and the impact of forming a customs

union on the degree of monopoly and cartels within the union (p75-78).

Now | will turn to the reception of Viner’s work.

James Meade was one of the first to respond. He wrote “I thank you for a number of offprints
which you have sent me over the last months which | have read with great pleasure and almost
complete agreement. | have just read your book on customs unions and would like to say how
much I admire it. It needed doing very badly... and the result is most successful” (Meade to
Viner 5 Feb 1951). He reviewed the book for Economicaand praised it highly “A good book
on the subject of the customs union has for long been wanted; and now it is provided by Professor

Viner's study, which it is difficult to praise too highly” (Meade 1951 p186) and “Professor
18



Viner's own comparatively short analysis of the problem marks the book so clearly with the
stamp of excellence” (Meade 1951 p187). There is an exposition of Viner’s argument about trade

diversion and creation, but no comments on Viner's assumptions or their limitations.

These came in a series of lectures lecture Meade was invited to give in Rotterdam (published as
Meade 1955). The admiring comments from the review are still there “But like many basic ideas
which have broken new ground and suggested the lines of work, his analysis is in my opinion in
some respects incomplete; and when an attempt is made complete it, it no longer remains as
simple in its application as may at first sight appear to be the case. It is my purpose in these
lectures to make a contribution to the analysis which Professor Viner has started.” (p34).
Meade’s criticism is that “Professor Viner's analysis does not tell one how to weigh up the
economic gains from some element of trade creation against the economic losses from some other
elements of trade diversion” (p34). In order to do this Meade sets out a model which he views as
“completely in harmony with the basic analysis which Professor Viner employs” (p36) where “all
elasticities of demand are zero, and all elasticities of supply are infinite”. In the chapters that
follow this model is analysed and extended in various ways, and Meade concludes that “it is
impossible to pass judgment upon customs unions in general” (p107). There is no denying the
richness of the discussion and the acute powers of insight demonstrated especially in the “rash
generalizations” he gives at the end of the lectures (p117-124). They are similar in style to

Viner's propositions discussed above, but far more detailed.

The question of most interest for the present paper is the connection of this analysis with what
Viner wrote in 1950. Meade's claim when developing his model is merely that it is harmony
with Viner’s, but later in the book there are less careful unqualified statements that Viner assumes

“constant costs of production” and “zero elasticities of demand” (for instance Meade 1955 p77)

A fellow Canadian Richard Lipsey was at the time undertaking a Ph.D. at the London School of
economics on customs unions (his thesis was subsequently published as Lipsey 1970). Marks of
Meade's reception of Viner are evident in an article Lipsey (1957) published in Economica The
article takes Viner's comment about a free trader properly approving of trade creation, but not
trade diversion (see Viner 1950 p43 — the passage quoted earlier in this paper), as a formal
proposition welfare economics and proceeds to demolish it as such. In a competitive general
equilibrium model consumption effects can work in the opposite direction to those which Lipsey
sees (presumably based on a reading of Meade) as emerging from Viner’s problematic analysis
of the production side. Lipsey suggests his analysis is more general and therefore superior.

Viner’s insight on customs unions is merely a special case of his general theorem of second-best
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(Lipsey and Lancaster 1956)*°. A similar position is taken in his survey Lipsey (1960), although
the statement about Viner’s assumptions is softened slightly to “Viner's analysis implicitly
assumed that commodities are consumed in some fixed proportion which is independent of the

structure of relative prices” (p499).

Max Corden (1965) wrote a very fine survey of recent developments in international trade theory,
but unfortunately seems to have relied on Meade and Lipsey in his discussion of Viner's work on
customs unions. His opening statement “The theory of customs unions is a completely new
branch of the theory of tariffs. It originated with Viner's The Customs Union Issu®50. Since
1955 it has been rapidly elaborated by Meade, Lipsey and others, who have shown that it is one
of the most important applications of the theory of second-best” (p52). This statement is open to
question on a number of grounds. He also claimed that “Viner has ignored the consumption
affects, and assumed that commodities were consumed in fixed proportions, unaffected by
changes in relative prices brought about by the customs union” (p52) though Corden praises his

work overall.

I have chosen to consider Corden’s survey among many published in the 1960s and 1970s which
recycle Lipsey’s view because we have some illuminating correspondence between Corden and

Viner that followed its publication'’.  Viner wrote on 13 March 1965 after reading Corden’s

18} would like to briefly comment on the relationship between customs union theory and the theory of second best.
Conceptually Lipsey and Lancaster (1956) are right that the economics of customs unions is a special case of their
theory of second best, but historically the theory of second-best is an outgrowth of customs union theory, with some
influence from other branches of economics.
Historically Viner’s work, filtered through Meade, was undoubtedly a major influence on Lipsey. (The papers at
Princeton contain no correspondence with Lipsey, and none relevant to the issue with Lancaster. | have not examined
Lipsey’s papers). There are many statements of what looks like a generalised theory of second-best in the literature
before 1956, including in Viner’s work, but he had no interest in pressing claims. Viner (1937) commented on the
vanity of hunting for precursors and avoided it in his own historical work. Instead he gives a rule (1937 p442) which
he uses to adjudicate between Ricardo and Torrens claims on comparative advantage. Viner writes Ricardo "is
entitled to the credit for first giving due emphasis to the doctrine, for first placing it in an appropriate setting, and for
obtaining general acceptance of it by economists" (p442). Under this Viner rule Lipsey and Lancaster are entitled to
credit for the theory of second-best, although the historian would be interested in influences on their work (as
opposed to precusors) including Viner’s.
Applying the rule, Viner ironically should be the focus for historical work on the theory of customs union, with
appropriate attention to influences on him exemplified by Denis O'Brien's paper cited earlier in this section, and on
how his work influenced others.
" This letter was made available by Corden, and published in the Journal of International Economics in 1976 as a
Miscellany 6/1 p107-8. Viner's copy of the letter is in the papers held by the Mudd Manuscript Library at Princeton
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survey “I must say that I found some difficulty in recognizing the relevance to what | published
in 1950 of some of what you attribute to me with respect to customs unions”. Viner especially
objected to the assertion that he assumed “that commodities were consumed in fixed proportions
unaffected by the changes in relative prices brought about by the customs union”. He adds “if
this is nevertheless a necessary implication of something | did say, | would regard it as a
monstrous lapse on my part, but would ask where precisely was guilty of this lapse.”

Viner also objects to Corden's charge that he “assumed constant costs”, believing he “had been
sufficiently explicit on my pages 45 and 47 and states that he worked with “increasing cost as
the one generally prevailing (static) pattern of costs relative to output”. On this he adds “if there
is even the slightest implication in anything | wrote in the customs union issue of an assumption
of constant costs, | would certainly like to have it identified, so that I could engage in what |
would regard as due penance”. The point is reinforced by a reference to his famous 1931 article
on cost and supply curves Viner (1931a). Viner concludes the letter “I have so much respect for
the superior competence in analytical matters of the present generation of economists that | am
ready humbly to accept their verdicts ...provided only that they base their verdicts on what I have

actually written”.

Corden wrote back quickly, although unable to access his notes: “I assume that I was in error,
since you will know best what you wrote and what your intentions were. It seems to me possible
that 1 may have been (over) influenced in my interpretation by Lipsey’s writings” (Corden to
Viner 5 April 1965)™.

The interpretation of Viner's work was left in a state of limbo by those who were aware of the
correspondence. Krauss (1972 p414) quotes from it for instance in his own survey. Michael
Michaely then published an article in 1976 with a title promising a resolution of the tricky
question of Viner's assumptions. Unfortunately the article is not very helpful.

Michaely (1976) begins with the fair comment that “Viner's discussion is expressed in a rather
intuitive manner, lacking a precise specification of the analytical model and its basic
assumptions. Consequently, possible misinterpretations of Viner's position have been accepted as

conventional wisdom” (p75). But then follows a common but dodgy procedure of building a

18 Corden’s letter indicates he will write again when he has had the opportunity to look into the matter more

thoroughly, but no further relevant correspondence is in the Viner papers.
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convenient model and trying to squeeze the writer in question into it'>. The reference model
Michaely builds (p75-82) is a standard small open economy general equilibrium model of a
country considering entering into a customs union. With given factor endowments and
appropriate assumptions about technology there is the usual convex production transformation

frontier.

Next Michaely examines the key passage on page 43 of Viners book with the aid of this
reference model. He observes that in Viner’s passage “Nothing is said here explicitly about the
nature of the cost curve” (p83). In Michaely’s reference model an equilibrium with both trade
creation and trade diversion occurs if the transformation frontier is strictly convex, while an
equilibrium with one or the other occurs if the transformation frontier is a straight line.  Since
Viner suggested in the passage that a customs union will lead to either trade creation or trade
diversion, Michaely concludes that Viner cannot be working with a strictly convex
transformation frontier, and therefore must be assuming constant production coefficients.
Michaely believes he has confirmed the view of Meade and Lipsey that Viner assumed constant

not increasing costs.

The problem with Michaely’s logic is that he foists on Viner all the other assumptions of his
reference model. Equilibria with either trade creation or trade diversion outcomes are possible
with different models, especially the more complex models that Viner seems to be working with
his other publications. We have already seen in the discussion of the real-cost opportunity-cost
controversy that he rejected the assumption of fixed labour endowments that is part of the
Michaely’s reference model. 1 also find Michaely’s reading of the Viner passage as a description
alternative equilibria, one where all trade is diverted trade, and another were all trade is created

trade rather forced.

Michaely (p84) then examines a passage on page 45 of Viners book which includes comment that
a tariff can act as a partial barrier to trade - which Michaely interprets as an assertion that a tariff
will reduce but not completely cut off imports of a good. In the reference model this happens
with a strictly convex transformation frontier, but not if the transformation frontier is a straight
line. So in Michaely’s view the Viner of page 45 is assuming a strictly convex transformation
frontier and thus increasing costs. Comparing with the Viner of page 43 “A basic inconsistency

1s thus revealed.”

9| am not here attempting to bag rational reconstruction, which at its best is a back and forth movement between the

text and a constructed model, aimed at sharpening understanding of the text.
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Now Michaely (p85) examinines Viner's other works to decide whether the Viner of page 43 or
the Viner of page 45 is the true Viner. Either Viner of course would still be guilty of a basic
inconsistency. First stop is Viner’s famous 1931 article on costs and supply, where as he pointed
out to Corden in correspondence, there is no doubt that he is working with increasing costs. Next
stop is the 1937 book. Michaely thinks that since Viner is defending the real cost doctrine of the
classical economists, and since everybody knows that the classical economists assumed constant
costs, then Viner is assuming constant costs. And we have “Thus it appears that Viner's concept

of the nature of costs in international trade is ambiguous and inconsistent.” (Michaely p86).

Next is an examination of consumption affects, and in Michaely’s view Viner here is at least
consistent: “Viner's position with respect to the consumption effect of a customs union, unlike
his treatment of costs, is unambiguous: he consistently overlooks this element in his analysis.”
“Indeed, he shows no trace of awareness of the welfare effect of substitution in consumption” and
“The issue to be examined here is not, therefore, whether the consumption effect was neglected
or not, but rather the possible sources or interpretations of such neglect” (p86). Michaely’s
evidence includes the 1950 customs union book and his 1937 Studies In relation to the customs
union book he makes the extraordinary statement (p92) that “Viner's disregard of the
consumption effect of the establishment of the union was due neither to any specific assumption
about the nature of this effect, nor to a decision to concentrate only on the production effect while
regarding it as only part of the analysis. It was rather due, it seems, to Viner's lack of awareness
of the effect of trade and of tariffs on welfare through substitution in consumption.” My own
view is that in the customs union book Viner was simplifying as much as possible to make the
conceptual point about the distinction between trade diversion and creation. A few minutes spent
with any of Viners works that discuss the role and limits of economic theory would have been
sufficient to save Michaely from this appalling misreading of the customs union book. In relation
to the 1937 Studiesone only needs to open the book at page 521 where Viner draws consumption
indifference curves and describes substitution around the indifference curve in the accompanying
text to realise the inaccuracy of the Michaely’s statement that Viner was unaware of the effect of

trade on welfare through consumption substitution.

We would have to conclude that the Michaely has been unsuccessful in resolving the question of
Viner’s assumptions in the customs union book. Viner obviously had a model or models in mind
when describing the effects of customs unions, but it is unclear to me exactly they are. His lack
of clarity about his assumptions is partly due to the nature of the book and partly his scepticism of

the sort of deductive exercises of which Michaely’s paper is a particularly bad example. This
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would be perfectly consistent with views he expressed on modeling in Viner (1937 p526) where
it is appropriate to leave the analysis “in that state of persuasiveness associated with incomplete
demonstration which seems to be a universal characteristic of propositions economic theory
relating to questions involving human welfare” or Viner (1955 p128) “relevance is of supreme
importance for economic theory” and “leads to certain rules of guidance as to the procedure we
should follow in constructing our theoretical models” including “the practice to start with the
simplest and the most rigorous model, and to leave it to a later stage, or to others, to introduce
into the model additional variables or other complicating elements”. Despite his admiration of

Samuelson's abilities, Adam Smith remained Viner’s favourite economist.

Some recent writers on customs unions such as Pomfret (2001) have been more circumspect on
the question of Viner's assumptions. Pomfret comments on Meade's version of the Viner model
with zero demand elasticities and infinite supply elasticities: “whether Viner made these
assumptions is doubtful” (p183). His assessment of the Viner’s place in the history is about right
— that he “made the greatest single contribution to the theory of discriminatory trading

arrangements” rather than being the originator (p182).

Conclusion

What can we learn about Viner’s approach from these three studies? Some most important
elements of his approach were a commitment to relevance, a consistent (sometimes provocatively
stubborn) practice of using simple loosely specified models together with careful statements of
their incompleteness as policy propositions, and a insistence on the importance of the normative

aspects of international economics.
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Appendix: Brief Chronology

1892 Born in Montreal to Romanian immigrant parents.
1914 McGill BA

1915 Harvard MA

1922 Harvard PhD under Taussig.

Published as Canada's Balance of International Indebtedn&%34.
1923 Ohlin at Harvard.

Ohlin’s Swedish PhD thesis completed 1924, and the basis of his 1935 book.
1916-1946 University of Chicago. JPE editor with Knight 1929-46.
1917-9 Government service with Tariff Board and Shipping Board.

1922 Dumpingbook

1924 “The Most-Favored-Nation Clause” article

1927 Viner in Europe — met Ohlin and Haberler

1929 Haberler’s first article on comparative costs.

1930s Knight correspondence about real costs and alternative/opportunity costs
1930 LSE lectures on “The Theory of International Trade”

1931 “Cost and Supply Curves” article

1932 “Doctrine of Comparative Costs” article

1933 Ohlin’s Interregional and International Tradgublished

1936 Haberler’s Theay of International Tradeublished

1936 “Measuring Height of Tariff Level” article

1937-8 Manitoba work

1937 Studiesn the Theory of International Tradmok.

1946-1960 Princeton University.

1950 Customs Union Issumok

1951 International Economigcollection of articles.

1950s Meade and Lipsey’s interpretations of Viner’s customs union model.
1954-5 Exchange with Haberler

1957-58 Corden correspondence about Manitoba

1965 Corden correspondence about customs unions.

1960-1970. Retirement, working almost exclusively on intellectual history, especially religion.
1970 Died in Princeton.

25



References

Baumol, W. and E. Viner-Seiler (1979). "Jacob Viner" in International Encyclopedia of the
Social Sciences, Vol 18 Biographical Supplenedited by D. Sills.

Barber, C. L. (1955). “Canadian Tariff Policy.” Canadian Journal of Economics and
Political Science21(November): 513-30.

Baumol, W. and E. Viner-Seiler (1979). "Jacob Viner" in International Encyclopedia of the
Social Scienced/18 Biographical Supplemeedited by D. Sills.

Bloomfield, A., 1. (1992). “On the Centenary of Jacob Viner's Birth: A Retrospective View of
the Man and His Work.” Journal of Economic Literatur&0: 2052-85.

Chipman, J. S. (1965). “A Survey of the Theory of International Trade: Part2, the Neo-Classical
Theory.” Econometrica33(4): 685-760.

Corden, W. M. (1965). Recent Developments in the Theory of International TPaoheeton,
International Finance Section.

Corden, W. M. (1971). The Theory of PreictionOxford, Clarendon.

Corden, W. M. (2005). “Effective Protection and 1.” History of Economics Reviev?2: 1-11.
Flam, H. and J. M. Flanders (1991). HeckschetOhlin Trade Theoryass, MIT Press.
Flam, H. and J. M. Flanders (2002). "The Young Ohlin on the Theory of International and
Interregional Trade" in Bertil Ohlin, a Centenial Celebratiogdited by R. Findlay.

Massachussets, MIT Press.

Groenewegen, P. D. (1994). “Jacob Viner and the History of Economic Thought.” Contributions
to Political Econany 13: 69-86.

Haberler, G. (1929). “The Theory of Comparative Costs Once More.” Quarterly Journal of
economicgFebruary).

Haberler, G. (1930). “Die Theorie Der Komparativen Kosten.” Weltwirtschaftliches Archiv
32(349-70).

Haberler, G. (1936). The Thery of International Trade with Its Applications to Commercial
Policy London, William Hodge & Company.

Haberler, G. (1954). “The Relevance of the Classical Theory under Modern Conditions.”
American Economic RevigiMay): 543-51.

Irwin, D. A. (1991). "Introduction™ in JacobViner: Essays on the Intellectual History of
Economicsrinceton, Princeton University Press.

Irwin, D. A. (1995). Against the Tide an Intellectual History of Free Traulmceton, PUP.

Irwin, D. A. (2009). Free Trade under Fir&rd edition Princeton, PUP.

26



Kemp, M. C. and R. W. Jones (1962). “Variable Labor Supply and the Theory of International
Trade.” Journal of Political Economyr0(1): 30-6.

Knight, F. H. (1921). Risk, Uncertainty and ProfBoston, Houghton Mifflin.

Knight, F. H. (1928). “A Suggestion for Simplifying the Statement of the General Theory of
Price.” Journal of Political Economys6 (3): 353-70.

Krauss, M. B. (1972). “Recent Developments in Customs Union Theory: An Interpretive
Survey.” Journal of Economic Literare 10 2: 413-36.

Leamer, E. E. (2001). International EconomicgVorth Series in Outstanding Contributions. New
York, Worth.

Lipsey, R. G. (1957). “The Theory of Customs Unions: Trade Diversion and Welfare.”
EconomicaNew Series 24(93): 40-6.

Lipsey, R. G. (1960). “The Theory of Customs Unions: A General Survey.” Economic Journal
70: 496-513.

Lipsey, R. G. (1970). The Theory of Customs Unions: A General Equilibrium Analysision,
Weidenfeld and Nicolson.

Lipsey, R. G. and K. Lancaster (1956). “The General Theory of Second Best.” Review of
Economic Studieg4: 11-32.

Meade, J. E. (1951). “The Removal of Trade Barriers: The Regional Versus the Universal
Approach.” Economical18(70): 184-98.

Meade, J. E. (1955). The Theory of Customs UnioAsnsterdam, North Holland.

Michaely, M. (1976). “The Assumptions of Jacob Viner's Theory of Customs Unions.” Journal of
International Economic§(1): 75-93.

O'Brien, D. P. (1976). “Customs Unions: Trade Creation and Trade Diversion in Historical
Perspective.” History of Political Economy8 (4): 540-63.

Ohlin, B. (1922). The Theory of Interregional ExchamgTranslated 1999. Institute for
International Economic Studies Stockholm University. Seminar Paper 675.

Ohlin, B. (1924). Handelns Teorbtockholm.

Ohlin, B. (1927). “Ist Eine Modernisierung Der Aussenhandelstheorie Erforderlich?”
Weltwirtschaftliches Archi26:1 97-115.

Ohlin, B. (1933). Interregional and International Trad®xford, OUP.
Oslington, P (2008) “Jacob Viner on Religion and Economics” Manuscript.
Oslington, P. International Trade: An Intelletual History. Book in progress.

Pomfret, R. (2001). The Economics of Regional Trading Arrangeméntord, Oxford
University Press.

27



Robbins, L. C. (1934). “Remarks Upon Certain Aspects of the Theory of Costs.” Economic
Journal 44: 1-18.

Samuelson, P. (1972). “Jacob Viner, 1892-1970.” Journal of Political Economyb-11.

Samuelson, P. A. (1939). “The Gains from International Trade.” Canadian Journal of Economics
and Political Sciences: 195-205.

Samuelson, P. A. (1962). “The Gains from International Trade Once Again.” Economic Journal
72: 820-9.

Spiegel, H. W. (1987). "Jacob Viner" in The New Palgrave: A Dictionary of Economecited by
J. Eatwell, M. Milgate and P. Newman. London, Macmillan.

Taussig, F. W. (1889). “Some Aspects of the Tariff Question.” Quarterly Journal of Economics
3(3): 259-92

Taussig, F. W. (1892). “Reciprocity.” Quarterly Journal of Economic3(26-39).
Taussig, F. W. (1910). The Tariff History of the United Statdgew York, G.P. Putnam Sons.

Taussig, F. W. (1915). Some Aspects of the Tariff Questicambridge, Mass, Harvard University
Press.

Taussig, F. W. (1927). International TradeNew York, Macmillan.
Vanek, J. (1959). “An Afterthought on The "Real Cost-Opportunity Cost" Dispute and Some
Aspects of General Equilibrium under Conditions of Variable Factor Supplies.” Review of

EconomicSudies 26(2): 198-208.

Viner, J. (1915). “The Relation of Economics to General Value Theory.” Unpublished Student
Paper - Harvard.

Viner, J. (1924a). Canada’'s Balance of International Indebtedness: 19@03Massachusetts,
Harvard University Press.

Viner, J. (1924b). “The Most-Favored-Nation Clause in American Commercial Treaties.” Journal
of Political Economy32(1): 101-29. Reprinted in Viner 1951.

Viner, J. (1925a). “The Utility Concept in Value Theory and Its Critics.” Journal of Political
Economy33(August): 369-87.

Viner, J. (1925b). “The Utility Concept in Value Theory and Its Critics - Continued.” Journal of
Political Economy33(December): 638-59.

Viner, J. (1931a). “Cost Curves and Supply Curves.” Zeitchrift fur Nationalokonomie: 23-46.
Viner, J. (1931b). “The Most-Favored-Nation Clause.” Index 61: 2-17. Reprinted in Viner 1951.

Viner, J. (1932). “The Doctrine of Comparative Costs.” Weltwirtschaftliches Archivd6: 356-414.

28



Viner, J. (1936). The Measurement of the Height of Tariff LeWralgs, Joint Committee on the
Improvement of Commercial Relations between Nations, Carnegie Endowment and International
Chamber of Commerce. Reprinted in Viner 1951.

Viner, J. (1937). Studies in the Theory of International Tradendon, Allen and Unwin.

Viner,J.(1938). Mani t obabés Argument with Respect to t
Result of Dominion Tariff 8licy i a Supplementary StatemerRrinted Ottawa Nov 19 1938.

Viner, J. (1950). The Customs Union Issidew York, Carnegie Endowment for International
Peace.

Viner, J. (1951). International Economic&lencoe, Free Press.
Viner, J. (1953). International Trade and Economic Developméntford, Clarendon.

Viner, J. (1955). "International Trade Theory and Its Present Day Relevance” in Economics and
Public Policyedited by A. Smithies. Washington DC, Brookings Institution.

Winch, D. (1981). “Jacob Viner.” American Scholar519-25.

Winch, D. (1983). “Jacob Viner as Intellectual Historian.” Research in the History of Economic
Thought and Methodology: 1-17.

Woodland, A (1982) International Trade and Resource Allocatidmsterdam, North Holland.

29



