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ABSTRACT
As it is known there are already well-established theories of international trade. A legitimate question related to that is how the tools of the new economy have altered the validity of these theories. In this paper and to answer this question, we looked at the impact of the Information Technologies and their applications, such as Internet and E-commerce, on the international trade theories. We have investigated the alternations and changes on these concepts and whether some of theses theories can be deemed invalid in continuation. It worth pointing that, in our analysis of the international trade theories, we had also to discuss aspects related to Information Technology impact on individual firms, and not only on the aggregate level of national economies. Our analysis showed that of the supply-based international trade theories the Theory of Mercantilism is expected to be invalid in the new economy. The Heckscher-Ohlin Theory, on the other hand, is expected to be invalid in the new economy among the demand-based interntional trade theories.
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1. FIRM MANAGEMENT IN THE COMMERCE
1.1. 
Background

Information Technology (IT) and Information & Communication Technology (ICT) have been penetrating strongly the world of business in the last two decades. Many firms are benefiting from the enormous capacities generated by the new tools. As pointed by U.S. Small Business Administration (2000:5-6), the number of small businesses that are Internet service providers is increasing rapidly. Various academic and industry studies estimate that the number of providers will reach 10,000 by 2002/2003. According to the Census Bureau (as in U.S. Small Business Administration, 2000:5-6), there were 4,644 establishments with fewer than 500 employees in 1997 and 3,115 in 1996. The ISP market was expected to see revenues rise by 41 percent between 1998 and 1999, and continued growth was projected at a compound annual rate of 28 percent through 2003. The impact of the IT and ICT application, such as Internet and E-commerce, is multidimensional and touch on different aspects of the human activity. Among such areas are economy, political and social structures of society, environment etc. For example Abukhader (2003) looked at the impact of E-commerce on environment. Abouzeedan and Busler (2002) introduced the concept of the “Firm Impact Sphere” to account for the impact of IT on the business reach of the SMEs. The extension with which firms of today have gained multiplied strength of impact capacity is astonishing. The result of the IT drive within the business world is a shift from the traditional “Localized” Impact Sphere of the SMEs to the more extended form of firm impact known as “Semi-globalized”. The small firms are extending their activities across national boarders and into the international markets with quick base (Abouzeedan & Busler 2002). According to Abouzeedan and Busler (2002), if the current trend continues into the future it is expected that SMEs will have a “Globalized” Firm Impact Spheres. That implies having the whole globe as the market place. We are already witnessing the creation of born global SMEs. Taking that to its extent was unimaginable before, but it is beginning to happen. According to Turban et al (1999:5), IT has become the major facilitator of business activities in the world today. Other researchers have already pointed to that fact in earlier works including Tapscott and Caston (1993) and Gill, (1996). According to Turban et al (1999:5), IT is also catalyst of fundamental changes in the structure, operations, and management operations due to enhanced capacities (Dertouzos, 1997). According to Turban et al (1999:5), such capacities include: performing high-speed, high-volume calculations; providing fast, accurate, and inexpensive communication between organizations; storage of easy accessible amount of information and increasing efficiency of the working force. These capabilities support the following five business objectives: improving productivity, reducing costs, improving decision making, enhancing customer relationships and developing new strategic application (Wreden 1997). Top management usually makes strategic decisions. Managerial decisions are made by middle managers and line managers and operators make operational decisions (Turban et al 1999:56). Areas where innovative IT applications have been introduced do include: production/operation and logistics, marketing and sales, channel systems, accounting and finance systems and human resources systems (Turban et al 1999:337). Dana et al (2002) introduced the new terminology “Internetisation” in the emerging IT based economy as the synonym to the word “Internationalisation” in the traditional economy. According to the previously mentioned researchers, the term”Internetisation” refers to the process of adoption and diffusion of e-business systems and Internet technologies by innovative entrepreneurs. Referring to the same source, “Internetisation” shares some core notions with “internationalisation” in accordance with the Uppsala model. Details of the Uppsala model can be found in the works of Johanson and Wiedersheim-Paul (1975) and Johanson and Vahlne (1977). Research on the subsequent versions of the model includes works of Bilkey and Tesar (1977), Newbould et al (1978), Cavusgil (1980 and 1984) and Bartlett and Ghoshal (1989). These common notions do include learning and risk-controlled expansion. However, and according to Dana et al (2002), Internetisation offers other processes, which the conventional internationalisation does not. The three researchers stated that the stages of “Internetisation” are six ones: non-adoption, trial Internet use, reactive Internet trading, active exploration of Internet, integration of operations with the Internet and finally Internet portal development. 

In this paper we are reviewing some of the important existing knowledge regarding impact of IT on firm management and other functional aspects. In that process, we will be crossing over wider aspect of IT technology. These aspects are important to appreciate the enormous impact IT has on firms of today. We will be using this reviewing to re-examine the established theories of international trade on light of the realities of the new economy. The first part of this article is a general introduction. The second section looks through some of the established definitions of IT. In the third section we will be exposing the reader to the most prominent theories of international trade. In the last section we will be running our analysis to look at the validity of the different international trade and to argument for our projections. Finally, we wish to emphasize that the IT impact starts at firm level, beginning from Small and Medium-sized Enterprises (SMEs) were impact is most noticed, proceeding into large entities until it encompass the whole glob.   

1.2. 
Significance of E-commerce

According to U.S. Small Business Administration (2000:1), small businesses have been a contributing force to the Internet, e-commerce, and information technology, producing more than 70 percent of the new information technology jobs between 1992 and 1996. The Internet, along with affordable telecommunications, has inspired and enabled small businesses to reach wider markets that were only dreamed of a decade ago. Referring to U.S. Small Business Administration (2000:2), measurement of the new economy of information technology and continues to be hampered by difficult definitional issues and the limited availability of government data. The agency has plans to make e-commerce sales available each quarter. Referring to Lewis (2000), countries started to appreciate the potential for the e-commerce. With Asia expected to become an e-commerce powerhouse in the next four or five years, the market is ripe for companies offering cost-effective ways for small and medium enterprises (SMEs) to offer e-commerce to their customers. Asia Online, Pacificnet.com, INTEL and Dao Heng Bank Group have joined forces to put together just such a a package to serve SMEs in Asia. According to IDC, as quoted in (Lewis, 2000), ´´ e-commerce in Asia is predicted to grow at a compound rate of 104% a year for at least the next four years. Gartner Group is predicting even greater growth rates in business-to-business e-commerce: about 155% per year for a total of US$1 trillion in sales a year by 2004 ``. Borderless electronic trade and online trading hubs are laying siege to those SMEs that are unwilling to play the game. If they move quickly, on the other hand, the technology available in today’s marketplace can propel an SME into the realm of big business (Jordon 2000). European SMEs have thus far shunned e-commerce because of a lack of awareness about e-business technologies, the cost of setting up in-house online systems and shortages of properly qualified IT staff. But trade associations are also finding that small companies are holding back because of fears that e-business will expose them to unfair competition. Germany’s chemical industry association (VCI), which has been running a series of workshops on e-commerce for SMEs through that country, predicts that the number of small companies conducting e-business in chemicals will grow quickly (Milmo 2000). The IT is having a clear and profound effect on small firm management. Management activities, which used to be time-consuming as well as labor consuming, are taking far less time and effort to be performed using the new IT tools. The managers of the SMEs are becoming aware of that and SMEs are catching in adapting the new IT technologies. IT is used today in all aspect of business activities such as marketing, sales, purchasing, financial transaction, administration, accounting, communicating etc. The traditional management functions at the operational level are changing. The classical way of managing a firm was concentrated on localized management model practices. This meant that the operational functions of the firm including commercial transactions, sales, purchasing, and marketing, where done at local level. The impact of the business activities conducted by the firm is geographically limited. The “Localized Management” style is giving away to another form of management, which is called “Networking Management “. The change in the process from “Localized” to “Networking” management was caused by the introduction of the personal computers and the networking possibilities (see Abouzeedan & Busler, 2002, Abouzeedan et al 2003). That area started from roughly the middle of the eighties and is continuing as we speak (Abouzeedan et al 2003). Although Abouzeedan et al (2003) included the Internet component in that stage, the three researchers still did not assuming a full usage of the Internet at global scale, or what Dana et al (2002) called “Internetisation “. In “Networking Management” style the area of business impact is expanded through the networking effect. But we still have some geographical definition of markets and markets place (Abouzeedan et al 2003). The terminology “Internetisation” proposed first by Dana et al (2002) to define an anticipate future type of firm management, which Abouzeedan et al (2003) are calling ”Internetisation Management” and in that they meant the full usage of the Internet in running the operational and managerial functions of the firm. In such management style, and according to Abouzeedan et al (2003), the market place is the whole globe. There are no geographical borders or physical barriers for commerce or trade, except for the ability of the firm to absorb the “Internetisation” technologies. Abouzeedan et al (2003) are seeing the beginning of this type of management practice already. The process of using Internet commercially started in the middle of the nineties and is gaining an accelerated momentum. The three researchers theorize that localized management age is almost at it’s down, while the networking management has already gained momentum and is becoming the major type of management for the time being. However, and according to Abouzeedan et al (2003) indications are strong that the Internetisation management is advancing and with overwhelming speed toward being the basic form of SMEs management in the coming years. 

We argued that since the IT started to be a major factor in today’s society internationalization is becoming free from size-restriction. The basic assumptions upon which older theories of international trade resided is the limited competitiveness capabilities of smaller firms and, even smaller nations if size is considered. That restrictive factor is loosing validity as the IT is taking over a lot of the classical operative management functions within firms and institutions at micro level and within societies and nations at the macro level. That is what necessitated the analysis impeded in this work.    

2. DEFINITION OF INFORMATION TECHNOLOGY

2.1. Information Technology, what is it?

According to Hickey (2000:4), IT is the technology we use to manipulate information and it is not the information itself. Referring to him again, this technology comprises both hardware and the software. Hickey (2000:4) pointed out that the hardware is the physical boxes, wires, keyboards and screens. As he stated on the same page again: ‘everything we see when a computer is turned off is hardware and when the computer is turned on, it follows a series of instructions, which are called (programs). The collection of programs, working together to perform a common task like stock control or word-processing is called (software)’. Referring to Hickey (2000:3), the Carriage of Goods By Sea Act 1992 (in s5) provides recent British definition of the IT, from the legal view of point. According to that definition, information technology includes any computer or other technology by means of which information or other matter may be recorded or communicated without being reduced to documentary form. Interest and research in global IT are relatively recent. Nevertheless, the definition of global IT has evolved and expanded (Palvia et al 2002). Palvia (1998) identified three components of global IT, (1) information systems and technology that are global in scope, (2) information systems and technology in different cultures and countries, and (3) IT products and services that are built in one country and used in another. 

2.2. 
Electronic Commerce

A major application area of IT is the electronic commerce or e-trade. According to Norton (1996), Electronic commerce (EC) is financial or commercial transaction that occurs via electronic means. As he pointed out, Automated teller machines (ATMS) are early example of using electronic data processing and communications to do business. Quoting Alan B. Albarran, in (Albarran & Goff 2000:73) ‘The buying and selling of goods and services via the Internet has escalated into a thriving economic force known as electronic commerce (e-commerce). Initially known as Internet commerce, e-commerce is a phenomenon that is revolutionizing business practices and reshaping traditional means of conducting business. Business and customers use electronic commerce to overcome traditional time and space boundaries in ways not offered by other channels’. According to Norton (1996), there are several kinds of electronic commerce are worthy of consideration. They include, beside the Internet:

2.2.1. 
Electronic Data Interchange (EDI)

Electronic Data Interchange (EDI) is a set of standards for transmitting business-oriented documents such as invoices, orders, and payments. These systems have been complex and expensive, connecting intimately with financial and business systems. Communications has been through specialized value-added networks (also expensive). The only place this setup has made sense is between a large buying company and its suppliers with predefined purchasing agreements (Norton 1996).

2.2.2. 
Continuous Acquisition and Lifecycle System (CALS)

Continuous Acquisition and Lifecycle System (CALS) is a long-running U.S. Department of Defense program that has been generalized for full commercial use. Generally, CALS is a set of standards that enable manufacturing companies to deliver product documentation in electronic form to the buyer of a product. CALS’s purpose is to enable integration of enterprises worldwide. The vision for all or part of an enterprise (for example, an original equipment manufacturer and it’s suppliers or a consortium of public and private groups and academia) to be able to work from a common digital database, in real time, on the design, development, manufacture, distribution, and servicing of products (Norton 1996).

2.2.3. 
The World Wide Webb (WWW)

There is no statutory definition of the Internet, and no specific British legislation governing its operation with the UK (as of year 2000). The US has however defined the Internet for the purposes of the Internet Tax Freedom Act. Under s155(6) the Act defined the term ‘Internet’ as meaning: ‘The combination of computer facilities and electromagnetic transmission media, and related equipment and software comprising the interconnected worldwide network of computer networks that employ the Transmission Control Protocol/Internet Protocol, or any predecessor or successor protocol, transmit information’ (Hickey 2000:9).

2.3. 
The Components of Electronic Commerce

According to Keen et al (2000:125), there are two general issues that emerge in defining EC: the business-to-customer relationship and the business-to-business connection. Much of the popular view of EC, and most of the new articles, focuses on the business-to-customer relationship. This refers to selling or promoting goods and services to individuals, taking orders and even payments, usually over the Internet. Whereas this is a new and not yet fully explored area of EC, most organizations are more concerned about the business-to-business implications of EC. One view that aids in describing the effects of business-o-business EC suggests that it can exist in three broad states: Person to Person, Person to Computer, and Computer to Computer.

3. INTERNATIONAL TRADE THEORIES1
International theories have been developed to explain various issues that are encountered in trade among nations. The writings of the mercantilists and classical economists, including Adam Smith and David Ricardo, have been crucial in shaping the foundation of modern trade theories. The theories exposed in this section deals with the trade issuing between nations on the aggregate level (Asheghian 1995:23). Trade theories are useful in assisting an international trade. These theories are also helpful in understanding the hows and whys of different policies that are undertaken by people involved in international trade. It is important to keep in mind that theories are abstractions from reality, and as such they provide us with a framework to help in the analysis of international trade. To be useful, such a framework should be applied for a given problem along with information with information gathered from the real world (Asheghian 1995:87). The international trade theories, discussed in this paper, are classified into two groups: Supply-based and demand-based. In the coming two subsections, we will be looking at each of the two types. 

3.1.
International Trade Theories, Supply-based

The first group of international trade theories deals with trading out of the producer/supplier view of point.

3.1.1.
Theory of Mercantilism

The systematic study of international trade started in the era of mercantilism that prevailed in Europe between the sixteenth and eighteenth centuries. The basic idea of mercantilism was that wealth is a necessary condition for national power. Nation in turn enhanced by the increase in specie, that is, gold and silver coins (Asheghian 1995:23). The problem with mercantilist ideas was that they confused the concept of wealth with precious metal. Because they assumed that wealth was limited, they concluded that one nation’s gain from trade was achieved only by another nation’s loss (Asheghian 1995:23),. Referring to David Hume, the eighteenth-century British economist, essayist, historian, and philosopher, criticized mercantilism and showed that there is a self-correcting mechanism (called the price-specie-flow mechanism) that makes mercantilist policies self-defeating (Asheghian 1995:23),. As pointed by Asheghian (1995:24), although mercantilism continued to be criticized by later economists, such as Adam Smith and David Ricardo, some of its teachings are still practiced today, though to lesser degree. 

3.1.2.
Theory of Absolute Advantage

According to Asheghian (1995:24), Adam Smith was the one who developed the theory of absolute advantage. Smith, a leading advocate of free trade, recognized the significance of specialization and division of labor. His theory of absolute advantages states that two countries can benefit from trade if, due to natural or acquired endowments, they can provide each other with a product made cheaply than they can be produced at home. According to this theory, each country should specialize in the production of goods in which it is most efficient, that is, the goods it can make most cheaply. According to Asheghian (1995:26), opportunity cost is the value of the benefit foregone when choosing one alternative rather than another. This parameter simply means what a nation would have to give up of one good in choosing to produce another good.

3.1.3.
Theory of Comparative Advantage

The theory of absolute advantage, explained above, showed the effects of trade when each trading partner had an absolute advantage in the production of only one community (Asheghian 1995:26-27). As pointed out by Asheghian (1995:26-27), a more complicated situations emerge when a country has an absolute advantage in producing both goods, that is, it can make both goods at a lower cost that the other country. David Ricardo first demonstrated this case in his theory of comparative advantage. He showed that both trading nations could benefit from trade even when one of the nations has an absolute advantage in the production of both commodities. As pointed out by Asheghian (1995:27-28), according to the theory of comparative advantage, if one country produce two goods more effectively than another country and can produce one of these goods more efficiently than the other, it should specialize in and export that commodity in which it is comparatively more efficient. That is the commodity in which it has the greatest absolute advantage. The less efficient nation should specialize in and export the commodity in which it is comparatively less inefficient. That is the commodity in which its absolute disadvantage is least. Referring to Asheghian (1995:28), one of the earliest empirical studies of the theory of the comparative advantage was done by the British economist, G. D. A. McDougall, in 1950 (see McDougall 1951). Similar studies, supporting McDougall early findings, were carried out by Stern (1962) and Balasa (1963). According to Asheghian (1995:30), all of these studies were based on data for Great Britain and the United States from 1937 (as in McDougall, 1951), from 1950 (as in Balassa, 1963), and from 1950 and 1959 as in (Stern, 1962). Referring to Asheghian (1995:30), the law of comparative advantage can be illustrated by the production possibilities frontier (PPF) curve, also known as the transformation curve. This curve shows all possible combinations of two products that a country can produce with available technology and full employment of all resources. The shape of the curve depends on the underlying assumptions regarding the costs of productions. 

3.2. International Trade Theories, Demand-based

A second group of international trade theories are focused on the demand aspect of international trade.

3.2.1. Individual Indifference Curves and Community Indifference Curves

Referring to Asheghian (1995:45), from microeconomic theory it is possible to derive indifference curves (ICs), which portray individual’s taste or demand. An indifference curve is the locus of points representing combinations of two goods that give the same level of satisfaction to the individual consumer. Referring to Asheghian (1995:46), the negative slope of the IC for two goods is based on the assumption of nonsatiation. This means that the individual always prefer more to less. More of one good must be obtained to compensate for the reduction in the availability of another good if the consumer is to remain indifferent or maintain the same level of satisfaction. Referring to Asheghian (1995:46), indifference curve are convex to the origin, reflecting the law of diminishing marginal rates of substitution (MRS). The marginal rate of substitution is the rate at which commodities are substituted for each other by an individual while keeping the level of satisfaction unchanged. Referring to Asheghian (1995:48-49), a community indifference curve (CIC) is analogous to an individual indifference curve. A community indifference curve indicates different combinations of two commodities that give the same level of satisfaction to a community or nation. The major difference between an individual indifference curve and a community indifference curve is that the former portrays an individual’s preferences, whereas the later shows a nation’s preference.

3.2.2.    Heckscher-Ohlin Theory

Lie Heckscher and Bertil Ohlin, two Swedish economists, according to Asheghian (1995:69), argued that international differentials in supply of factors of production explain the direction of international trade. They explained that supply includes not only factor productivities but factor endowments as well. Their ideas gave rise to the development of a theory that considers factor endowment as the primary cause of international trade. According to Heckschner-Ohlin Theory, as explained in Asheghian (1995:69), price differentials among nations are related to two factors, differences in relative endowments of the factors of production that exist among countries, and differences in the intensity of factor usage in the production of different commodities. According to Asheghian (1995:70), given these conditions, the Heckscher-Ohlin (H-O) theory states that each country should export those commodities that use its scarce factor most intensively. This means, for example, that countries with an abundance of labor, such as India or Hong Kong, should export commodities such as cloth, which require labor-intensive technology. On the other hand, a capital-abundant country like as airplanes and electronic computers, which require capital-intensive technology.

3.2.3. Extensions and Alternatives to the Heckscher-Ohlin Theory

According to Asheghian (1995:78), the overall conclusion of the empirical studies described here and numerous other tests of the H-O theory is that the theory cannot be proved or refuted. As a result, although this theory is provisionally maintained, efforts are being made to either extend or provide alternatives to it. However, because the alternative theories are not comprehensive enough and explain only certain facets of international trade, some economists view them as complements to the H-O theory. One such effort is the development of a new theory by Swedish economist Staffan Linder in 1961. According to Asheghian (1995:80), Linder (1961) argued that for trade in primary commodities, factor endowment has significant importance. However, and according to the same researcher the trade in manufactured products, the importance of factors endowments is significant. This is because of the primary force influencing trade in manufactured products is domestic demand conditions. Given that most international trade involves manufactured goods, it follows that domestic demand is the key variable explaining the flow of products among countries. The production and sale of a product starts in a domestic market where the demand and market conditions are familiar to the producer. Domestic demand gives rise to production and allows the producer to grow large enough to be able to compete in foreign markets. According to Asheghian (1995:80-81), because the decision to produce is initially based on local demand conditions, it is reasonable to assume that trade would take place between countries that have similar demand conditions for their manufactured goods. In other words, the entrepreneur tries to minimize the risk of unknowns by operating in countries where demand patterns are similar to the domestic market. Thus according to Linder, trade in manufactured goods is mainly attributed to the existence of overlapping demand conditions among the trading partners. According to Asheghian (1995:81), Linder also regarded income as the main variable that give rise to demand. Linder explained that tastes and preferences for certain commodities only materialize when they are supported by income. It follows that, according to the overlapping demand, international trade in manufactured goods would be undertaken by countries with similar income levels. Thus, the more similar two countries are with respect to income, the greater the potential for trade in manufactured products. According to Asheghian (1995:81), the H-O theory’s inability to explain trade in manufacturing was first noticed by Irving Kravis. His 1956 work, along with that of other authors, underlined the empirical importance of technology in explaining the patterns of trade between countries. As explained earlier that, according to the H-O theory, each country should export the commodity that uses its abundant factor most intensively. Thus, a labor-abundant country, paying relatively low wages, should export labor-intensive commodities. However, Kravis’ empirical investigation of the H-O theory provided contradictory results. He learned that in virtually every country studied, the exporting industries were those that paid the highest wages. To explain this contradiction, Kravis maintained that each country would, in essence, export the commodity that its entrepreneurs could develop. If a country has cheap labor to produce pocket calculators, but lacks the innovators, entrepreneurs, and skilled labor to develop the calculator, production and exportation of the product would not take place. In other words, what counts for a country that wants to export a technically advanced product is its technological superiority over its trading partners? According to Asheghian (1995:81), the pioneering work of Kravis was followed by a number of writers, giving rise to the technological gap theory. In 1961, Posner introduced the concept of imitation lag to elaborate on the possibility of international trade between countries. He divided the lag into two components: the demand lag and the reaction lag. When new products are imported into a country, it takes time for a demand to develop because the new foreign goods may not be a perfect substitute for domestic goods or consumers may not be familiar with the product. The demand lag is the time needed for the demand for newly exported goods to develop. The reaction lag refers to the time it takes for the local entrepreneur to react to competition from abroad by starting local production. The difference between these two lags causes international trade to take place. A manufacturer might export a commodity to a nation when the demand lag is shorter than the reaction lag. According to Asheghian (1995:81-82), Gordon Douglass used the concept of imitation lag in 1963 to explain the exports for the U.S. motion pictures. Douglass argued that once a country was a leader in a given product, it would have a continuing advantage in related products. The United States pioneered innovations in the film industry and was able to continue its exportation with success by incorporating product innovations, such talkies, color, and wide-screen movies, which were not yet available in other countries. After a lag, when the technology became commonplace, the volume and direction of U.S. trade was indeterminate (see Douglass, 1963). According to Asheghian (1995, p.82), in his 1966 study, Gary Haufbauer used the concept of imitation lag to explain the pattern of trade in synthetic materials (see Haufbuer, 1966). He found that a country’s share of synthetic-material exports could be explained by the imitation lag and the market size. According to Asheghian (1995:82), ranking countries according to their imitation lag, Haufbauer learned that new synthetics were introduced rather consistently in countries at the top of the list and exported down to countries with longer lag times. The spread of technology caused the movement of the production down the list, displacing top countries’ exports. Top countries, however, then moved into the development and exportation of new. According to Asheghian (1995:82), this theory initially known as “product cycle” (1966) was pioneered by Raymond Vernon (see Vernon, 1966). The theory was further developed by Louis Wells (see Wells, 1968), who applied it to marketing using the term “product life cycle”. According to this theory, manufactured goods (products) pass through a life cycle. During this cycle, a country like the United States that is initially an exporter eventually loses its export market for a product and becomes an importer of the same product. On the basis of this theory, Asheghian (1995:84) divided the life of a product into fives: introduction, expansion, maturity, sales decline, and demise. According to Asheghian (1995:84), the product life cycle theory provides a convincing explanation of the pattern of world trade in manufactured goods and foreign direct investment for the early post-World War II period. During this period, U. S. research and development activities led to innovation and production of new products, such as the computer and ballpoint pens. Later, as the market expanded, these products were exported to other countries. Eventually, demand for these   products increased to a level sufficient to support local production facilities. At this stage, as competition in foreign markets became tougher, the U.S. share in the exports market was threatened with decline. In response U.S. Multinational Corporation (MNCs) either shifted their production facilities to low-cost countries or allowed local firms to take over production. This resulted in some products being produced by low-wage developing countries and then exported back to advanced countries. According to Asheghian (1995:84), much of the production by MNCs is not initiated by innovation, as the product life cycle theory leads us to believe, but rather due to a cost advantage. The theory does not explain why MNCs invest abroad instead of, for example, engaging in a contractual agreement or licensing. Additionally, much of the foreign investment by MNCs especially in the raw-materials industries does not seem to follow a product life cycle. 

4. 
INTERNATIONAL TRADE THEORIES AND THE NEW ECONOMY

4.1. 
Supply-based Theories

The supply-based theories are taking the view of the producer/supplier. The first of which is the theory of mercantilism. This theory is without doubt becoming invalid in the new economy. The wealth asset, in the new economy, is knowledge and not the gold and silver as stated in that theory. Knowledge, to the difference from gold and silver, is unlimited asset. There is no real geography for knowledge and any nation can attain and multiply such wealth. In the new economy, there is no need to have losers because every nation can win. This is, again, in contrast to the Mercantilisian view, which assumes that the wealth of one nation occurs at the cost of other nations.       

The theory of absolute advantage (proposed by Adam Smith) and the theory comparative advantage (proposed by David Ricardo) are still valid in the new economy. The reason is that although IT can reduce the costs of many of the classical management practices and communicative operations, still the production process is physically binding. The production costs are still a valid constrain which asserts itself even in the new economy.

4.2. 
Supply-based Theories
The second groups of international trade theories are demands-based. The first of these theoretical approaches are the Individual Indifference Curves (IICs) and Community Indifference Curves (CICs). These approaches are still valid because consumers would desire to be compensated for the reduction of availability of a product with a substitute one. However, the control of the local market is getting more difficult and the markets of tomorrow are going to be global. In such situation the drive force to find substitution products will be reduced because of the easiness by which similar products can be obtained.

The Heckscher-Ohlin Theory basic assumption is the locality of the availability of capital and labor. IT is breaking that and there is today more free flow of capital and labor. Advancements in communications make the labor cost irrelevant as online job duties performance deemed unimportant the physical location of the work force (see Abouzeedan 2003, for deeper analysis of this issue.  The extensions of the Heckscher-Ohlin Theory postulate the local demand as the main driving force for international trade. IT is enhancing that view because domestic market is becoming more extended and almost globalized which create larger space for the internal demand. The result of our analysis is shown in Table 1.  

Table 1: Analysis of the Validity of the International Trade Theory in the 

New Economy

	Supply-based
	Validity 
	Justification

	Theory of Mercantilism
	No
	Knowledge is becoming the main asset of wealth. The new asset is unlimited. 

	Theory of Absolute Advantage 
	Yes
	IT cannot loosen the physical production activity. Higher Production costs are still a factor of constrain.

	Theory of Comparative Advantage
	Yes 
	IT cannot loosen the physical production activity. Higher Production costs are still a factor of constrain.

	Demand-based
	Validity 
	Clarification

	Indifference Curves
	Yes, but with restriction
	Desire for alternative products still exists but control of market is not possible anymore.

	Heckscher-Ohlin Theory
	No
	IT is breaking the traditional constrains enabling global flow of technology and labor. 

	Extended Heckscher-Ohlin
	Yes 
	Enhanced because of global mark.


Notes

1. This section relies heavily on Parviz Asheghian book (‘International Economics’, 1995, West Publishing Company, St. Paul, MN, USA).
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