Econ 340

Lecture 3
Comparative Advantage and the
(zains from Trade

Outline: Comparative Advantage
and the Gains from Trade
Why Countries Trade

— Price Differences
— Supply and Demand
— Determmants of Prices

Ricardian Model of Trade

— Examples

— Wages and Prices i the Ricardian Model
— Lessons from the Ricardian Model
Generality of the Gains from Trade
|dentifying Comparative Advantage
Critigues of Comparative Advantage
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Why Countnes Trade

» Price differences

— If prices differ by more than tranzport costs
= Buyers in high-price country will import
= Selers in low-price country will export
= Anybeody in any country can profit by doing both
— Buying In low-prics country
and
— Sedling In high-peice country
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Why Countrnies Trade

— Thus, in all cases:
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Why Countries Trade:
supply and Demand
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Why Countries Trade:
supply and Demand
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P. is defined by thess two distances being egual
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se areas to messure gains and lossss.

Couniry A

Sountry B
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