“Unless you’re really good, your competition is in India, and s/he makes 5400USD a year”.

Mercantilism = an economic philosophy advocating that countries should simultaneously encourage exports and discourage imports. 
· The flaw w mercantilism was that it viewed trade as a zero-sum game; whoever has the biggest gold mine wins
· Every period of time we’ll count how much gold a country has and whoever has the most is the king/queen
· Your choice: work and get paid in gold, mine your own gold, or steal someone else’s gold
· => Promote conquests (Spanish colonized New World for gold, British controlled the ocean to steal from the Spanish)


After the World Wars: Japan rebuilds, became world’s electronics & automobiles producer. China joins. India joins, and now Africa. “We’ll have another Einstein in Africa in this century”

Globalization = More supply & demand =>more incentive for growth.

Neo-mercantilism: “Trade surplus = power (short-term surplus)”
· China sells the most, but also imports a lot. Germany actually has the most trade surplus in the world
An overview of Trade Theory
Adam Smith’s theory of absolute advantage.
· Proposed in 1776, explains why unrestricted free trade is beneficial to a country
· Free trade refers to a situation where a government does not attempt to influence what its citizens can buy and sell
· Absolute advantage in production of a product when a country is more efficient than any other country in producing it
· Comparative advantage: theory that country should specialize in prod of goods and services they can produce most efficiently, and the country is said to have a comparative advantage in the prod of such goods & services.

Building on Smith’s work:
· David Ricardo: later refined by Eli Heckscher & Bertil Ohlin => Heckscher-Ohlin theory
· Why a country should trade even for products they can produce themselves
· Predicts that countries will export those goods that make intensive use of factors that are locally abundant, while importing goods that make intensive use of factors that are locally scarce
· Like Ricardo’s theory, Heckscher-Ohlin theory argues free trade is beneficial

The Pattern of International trade
[bookmark: _GoBack]The Product Life-Cycle Theory

· Observation new products are developed for large & affluent markets e.g. US & Europe
· Initial production for home market export sales start, first to advanced countries and to high-income buyers
· As international demand grows, production….
· Markets in advanced economies mature
· Product becomes more standardized and price is main competitive factor
· Production costs may become key to holding profit margins
· Production migrates to lower-cost locations (possibly to developing countries)


New Trade Theory

· Began to emerge in 70s when a number of economists were arguing that increasing returns to specialization might exist in some industries
· Economies of scale: 
· Represents one particularly important source of increasing returns
· Economies of scale are unit cost reductions associated with a large scale of output

Porter’s Theory

· ….
· Does it hold?
· GOv policy can


· Economies of scope: 
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