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0ur Camm~~l is addressed to ti) noting very briefly certain errors in the 
formally-stated Theorems and analytical assertions in Chichiinisky’s ( d, 5b80, 
1981) two papers in this Jotcrrnal on Transfers and on Growth respectively. 
and (id) correcfing a few of her interpretations of the literature on these 
problems. 

We caneentri;te on the two paradoxical phenomena which she focuses on, 
Ity of immiserizing a transfer-recipient (as also of enriching 
tar) and the possibility of immiserizing growth. Th/tse 

phenomena are well known in the field of international trade. They are also 
akers since prescriptions concerning redistribution 
national) and the effects of growth are based on 
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2. Immiserization of the recipienfi The invalid Theorem 1 

In Chichilnisky (1980), a simple 3-agent exchange model with fixed 
consumption coefficients is usled, This model, characterized by fixed 
coefficients everywhere in production and consumption, is identical to that 
underlying &he analysis of Gale (1974), whose wurk is cited in Chic 
(1980, fn. ’ 10). 

Chichilnisky calls hers a North-South model, with the North 
differentiated into Rich and Poor groups, and the South kept horn 
She endowed each group with fixed @&ntities of 2 goods, A and B, 
fixed consumption coefficients. Besides, the South spends a larger proportion 
of income than the Poor on B goods whereas the latter, in turn, s 
greater proportion on B goods than their Rich compatriots. With the Rich 
transferring A goods to the South, the following theorem is stated (1980, p. 
150): 

Theorem 1. Assume that the endowments of the South are small, consisting 
mostly of basic goods B and that conditions (CS) and (CL!) are sutisfied. 

Then a transfer of the luxury or investment good A from the resources of the 
high income group in the North to the Sourh will necessarily &crease the 
welfare of the South and increase the we!fare qf the North, in a (Walt~~~an~ 
stable market. l .2 

Unfortunately, this cannot be correct: and the error is immediately e\ ident. 
Thus take fig. 1, where the South is represented. Let El be the endowment. 
Then, p1 is the initial price ratio, C1 the consumption point so that South 
exports I!4 goods and Us the social welfare for (homogeneous) Southb Fixed 
coeficients in consumption are assumed. Let South now receive A got& of 
amount El E2. Now, as in standard Samuels.onian &state argumentaticn, we 
can deduce a rise in excess demand for B goods in the world mark&s as 
result crf the transfer, at constant terms of trade, if the Ri spend a lower 
proportion of income on B goods than South dm, as sumed by the 
author (1980, p. 509). Given Walrusian market stability, therefore~ 
relative price of R goods njust rise: p1 yields to p2. JJnder these assumpti 
whicfi arc totally consistent with the stated assumptions of ~hichilnis~y prior 
to, and including in Theorem 1 (paragraph 2), we have welfare ~~~~~~~~~~~ 
for the South; and hence the assertion that the transfer will n~~~r~ly 
decrease the welfare of the South under tha: stated a:ssumptions is 
invalid. It is equally evident that we could show immiserizatioo by 
in fig. 1 that the South was exporting A goods rather than B 
that C1 was replaced in fig. 1 by Cl (and a suitable shift in p2). 

‘Conditions (C.i) and (C.2) ensure that an equilibrium exists 
gxds and that equilibrium prices vary continuously with the 
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Fig. 1 

It is not dificult to trace the source of Chichifnisky’s error. In ‘proving’ the 
theorem she assun~s (even though the statement of Theorem 1 does not 
include this assumption) that R, the difference in the endowments t,., of ,4 
and LB of B goods of the Northern Pour, is negative. To the reader who may 
wonder whether it is meaningful to talk of the difference in endowments of 
two goods, the unit of measurement of each of which is arbitrary, it should 
be pointed out that the two goods (measured in some specified units) are 
consumed by the, Northern Poor in the fixed ratio 1: 1. It is this feature that 
makes rn~~nin~u~ the difference in endowments of the two goods (in the 

). She also notes (1980, p. 513, fn. 9) thar with i. <O the 
existence of the relevant equilibrtum requires that 6, the difference between 
L‘& and S&, is ~~si~~~q~~ whcrc (S ,,, Ss) are res~~t~v~ly the endowments of the 
South of $4 and B goods, and the South consurncs A and 13 in :he ratio 1 :c 

Thus, measured in the only way (i.e., by makrng the units of A 
ar;d 3 ~~~~~rn~~surable for the ~o~~b using itv r;rb~o o!’ the two goods in 
consumption) South’s endowment has to favour .4 goods [i.e.. US, > S,) 
rsther thinn B goods for the existence of the re~~~~~t eQ~~i~~b~~rn under the 
assumptisn i; < 0. Thus ~~~~~~‘s n~~d~~~~le~ t 

goods’ in a meaningful senP;c”. ~~~ortl~~ 
the ~~~~~~~~~~~~~ ~~ss~~~~t~~~~ ii. : 3 ~~~~~~~~ P a valid T‘imtmw.~ 1 
SIP& assumption, that the South’s endowment consist*, mostly of basic 



goods, from holding! It is also the case that 0 > O$ i.e., cS, =, SD, implies that 
the South will be exporting luxwy goods in equilibrium! 

3. Why these paradoxes? 

The reader may have jumped to the conclusion from Theorem 1, and it 
conditicrn that the South’s endowment consists ‘mainly of basic 
has an air of empirical relevance:) that the South is likely, if not 
immiserized by receipt of aid as specified. Now that we have shown that this 
condition must be replaced by a condition which implies that the South 
txports Iuxury goods (which are typically imported instead) in equilibrium 
the reader may well be forgiven for jumping to the opposite conclusion that 
the South’s immiserization is impossible or improbable in reality! Beth 
inferences would be hasty. In short, we need more intuition to undP-stand 
the transfer paradoxes. The reader will find such intuition iu Brecher and 
Bhagwati (1981): Bhagwati, Brecher and Hatta [1982a), and Yano (1981). 
We simply note the following here. 

Why is it possible to show the transfer problem paradoxes in a 3-agent 
mode! even though, in the 2-agent Leontief (1936~Samuelson (1947, 1952) 
analysis, we know that Walrasian instability is required for them? While 
there are alternative ways to ‘explain’ and provide intuition for this, we will 
utilise the following, somewhat heuristic argument [which, conducted 
rigorously, leads to the formulae in Brecher and Bhagwati (1981)]. Thus, 
recall the 2-country Samuelson-Mundell (1960) criterion for the welfare 
impact on the transferee. This is (assuming that the mar 
income is unity at the pretransfer equilibrium by choice of units): 

dU” 

dT 

where the transferor is country I, the transferee is country II; MI and rn”’ are 
the marginal propensities to spend on importables (in a 29good settir*g); 8” 
and E’II are the compensated offer curve elasticities; and 8’ and 8” are the 
offer curve elasticities. Since E’I and B’II are definitely signed under usual 
assumptions, dU”/dT> 0 if 8’ + 8,’ > 1, i.e., if market stability is assumed. The 
transferase cannot be immiserized. Nor, symmetrically, can the donor 
emiched. When, however, an ‘outside’ country or agent is assumed, say 
country III, which neither makes nor receives the transfer, then the formula 
must clearly be modified to accommodate. The income terms in the 
numerator will now belong only to the transferor I and the tran 
whereas the offer curve elasticity &I1 must now be a weighted sum o 
curve elasticities of country II md III. Therefore Ir/dT will no lo 
now simply the compensated elasticity terms 1 
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