International Protection of Intellectual Property: Corrigendum

By GENE M. GrossMAN AND EDwIN L.-C. LAr*

In our recent paper (Grossman and Lai,
2004), we studied the incentives that govern-
ments have to protect intellectual property in a
trading world economy. We considered a world
economy with ongoing innovation in two (or
more) countries that differ in market size and in
their capacity for innovation.

In Section IV, we compared the strength of
patent protection in an efficient world agree-
ment with harmonized rates of protection to the
strength of patent protection in a Nash equilib-
rium with policies chosen by two welfare-
maximizing governments. We claimed in
Proposition 5 that, as long as the elasticity of
substitution between human capital and labor in
the research activity is no greater than one, then
efficient harmonization requires a strengthening
of patent protection in both the North and the
South, and that the North must gain while the
South may gain or lose. Unfortunately, there
was an error in our proof. It is correct that, for
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all elasticities of substitution no greater than one
(B = 0), efficient harmonization requires a
strengthening of patent protection in the South
and in the world as a whole. Moreover, patent
protection in the North must be stronger in an
efficient agreement with harmonization than in
the Nash equilibrium if the elasticity of substi-
tution between human capital and labor in R&D
is equal to one (B8 = 0). However, if the elas-
ticity of substitution between labor and human
capital is less than one, efficient harmonization
may require a weakening of patent protection in
the North.!

When My, = My, Hy = Hg, and B = 0, a
sufficient condition for the North to gain from
efficient harmonization is Hy/Hg = M/ Mj.
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