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Theory - Practice
· The economic arguments surrounding the benefits and costs of free trade in goods an services are not abstract academic arguments
· Free trade - minimum business
· International trade theory has shaped he economic policy of many nations for the past 50 years
· It was the driver behind the WTO and the regional blocs such as 
· The European union
· The north American free trade agreement
 
An overview of Trade Theory
· Adam Smiths theory of absolute advantage
· Proposed in 1776, Smith's theory was the first to explain why unrestricted free trade is beneficial to a country
· Free trade refers to a situation where a 
· Building on Smith's work are additional theories
· One theory is the theory of comparative advantage by David Ricardo
· Ricardo's work was refined by Eli Heckscher and Bertil Ohlin, whose theory is known as the Heckscher-Ohlin Theory
· The great strength of the theories of Smith, Ricardo, and Heckscher-Ohlin is they identify with precision the specific benefits of international trade 
 
Benefits of Trade
· Free trade allows for specialization of trade, which allows for more efficient allocation resources. This brings down costs for production which lowers costs for consumers
· Importing goods from other countries that have also specialized 
 
Pattern of International Trade
· The theories of Smith, Ricardo, and Ohlin also help to explain the pattern of international trade that we observe in the world economy
· Some aspects of the pattern are easy to understand.
· Climate and natural resource endowments explain why 
· Ghana exports Cocoa
· Brazil Exports coffee
· Saudi Arabia exports oil
· Etc.
· Some aspects of the pattern are difficult to understand
· Leading to the New Trade Theory
· New Trade Theory stresses that, in some cases countries specialize in production export of particular products not because of underlying differences in factor endowments, but because in certain industries the world market can support only a limited number of firms
 
Mercantilism 
· Mercantilism is an economic philosophy advocating that countries should simultaneously advocating
 
Product Lifecycle Theory
· Raymond Vernon's Theory went on to argue that early in the life cycle of a typical new product, while demand is starting to grow rapidly in the united states demand is starting to grow rapidly in the United States, demand in other advanced countries Is limited to high income groups.
· Vernon's argument that most new products are developed and introduced in the US seems ethnocentric
 
New Trade Theory 
· The New Trade theory began to emerge in the 1970s when a number of economists were arguing that increasing returns to specialization might exist in some industries
· Economics of Sale
· Represent one particularly important source of increasing returns.
· Economies of large scale are unit cost reductions associated with a large scale of output.
 
 
 
 
 
 
 
 
 
O-H/H-O endowment theory
· Good in Capital - Capital intensive product/service specialization
· Good in Labour - Labour intensive product/service specialization
 
