
ABSOLUTE ADVANTAGE AND COMPARATIVE ADVANTAGES

Absolute advantage and comparative advantage are two important concepts in and international trade as they relate to
absolute advantages.

Most important, it has a diverse population with a common language and national laws. Trade is mutually
beneficial 2. Unless both countries face exactly the same opportunity costs, it will always be the case in this
sort of two-good economy that one country has a comparative advantage in one good and the other country
has a comparative advantage in the other. So let's figure this out. Provided by: business-tes Wikispace. The
traders decide on whether they should export or import goods depending on comparative advantages. The
countries will then trade, and each will gain. Clearly, to gain from trade it needs to be able to gain more than a
half barrel of oil for its bushel of cornâ€”or why trade at all? Chiplandia uses less time to produce both
products, while Entertainia uses more time to produce both products. In the previous example, China had an
absolute advantage in both goods -- 2 pounds of rice versus 1 pound of rice per hour and 3 bananas versus 2
bananas per hour -- but only had a comparative advantage in producing rice. Can a production possibility
frontier be straight? However, the greatest advantage - and the widest gap - lies with truck production, hence
Country B should specialise in producing trucks, leaving Country A to produce cars. Comparative advantage
drives countries to specialize in the production of the goods for which they have the lowest opportunity cost,
which leads to increased productivity. And to see how that would improve, he could have forty cups or he
could trade one of them away - Actually, let's do a scenario where he trades ten of the cups away. So how
could they trade for mutual benefit? The theory also assumes that markets are perfectly competitive - in
particular, there is perfect mobility of factors without any diminishing returns and with no transport costs.
Trade decisions based on comparative advantage between countries are always mutually beneficial. Such
symmetry is not always the case, as we will show after we have discussed gains from trade fully. Countries
can develop new advantages, such as Vietnam and coffee production. Even if one country has an absolute
advantage in producing all goods, different countries could still have different comparative advantages.
However, since Country A can produce both corn and maize higher than Country B, it has an absolute
advantage. Even if one country has an absolute advantage in producing all goods, different countries could
still have different comparative advantages. For example, the global demand for rubber has fallen due the the
availability of synthetic substitutes. Let's say he trades away ten cups for twenty plates. Points outside the
curve are unattainable with existing resources and technology if trade does not occur with an outside producer.
So now he only has twenty cups, but for those twenty cups he traded away - Actually, that's a bad example
because Patty won't have enough cups. But his opportunity cost for producing a cup is still cheaper than
Patty's. So this is the PPF for Charlie. For example, assume that China has enough resources to produce either
smartphones or computers. Cost is a factor to determine if the country has an absolute advantage whereas
opportunity cost is a factor which determines if the country has a comparative advantage Comparative
advantage is mutual and reciprocal whereas absolute advantage is not. Countries may experience high levels
of persistent structural unemployment and low GPD because demand for their products has fallen. However,
specializing in the product for which they have a comparative advantage and then trading would allow both
countries to consume more than they would on their own. But telecommunication technology like the internet
is making services easier to export. So Charlie should still specialize in cups. Computers generate a higher
profit. In a trade with Saudi Arabia, if the United States is going to give up bushels of corn in exports, it must
import at least 50 barrels of oil to be just as well off. Benefits of trade include lower prices and better products
for consumers, improved political ties among nations, and efficiency gains for domestic producers. With trade,
the United States can consume more of both goods than it did without specialization and trade. Learning
Objectives Discuss the reasons that international trade may take place Key Takeaways Key Points
International trade is the exchange of capital, goods, and services across international borders or territories.
China can produce such goods more efficiently, which gives it an absolute advantage relative to many
countries.


