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Lesson One
TEXT: International Trade

International trade, where goods and services move across s bor-

ders. is often explained by the theory of comgaratlve advantage, al-

so called the comparative cost theory. This theory was developed
by David Ricardo, John Stuart Mill, and other economists in the
nineteenth century. It emphasizes that different countriés or re-
gions have different production possibilities. A tropical climate ‘is
better suited for growing bananas than a cold one. A country like
Norway could,pxjoduce bananas in hot-houses, but it is cheaper for
Norway to i-ﬂlBQLt the bananas than to produce them. Thus., climate
CM a trade pattern between a northern and a southern coun-
try. In other cases the availability of natural resources may be the
trade factor. ‘

The theory of comparative cost points out that trade between
countries can be profitable for all, even if one of the countries can
produce every commodity more cheaply. As long as there are mi-

—_—
nor, relative differences in the efficiency of producing a commodity,
even the poor country can have a comparative advantage in produc-
ing it. The Qparadox is best illustrated by this traditional example;

the best lawyer in town is also the best typist in town. Since the

lawyer cannot afford to give up precious time from J_Q&al affairs, a

typist is hired who may be less efficient than the lawyer in both le-

. gal and typing matters. But the typist’s comparative disadvantage

.
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is least in typing. Therefore, the typist has a relative comparative
advantage in typing.

The same holds ture for countries. Paul Samurlson, a well-
known United States economist, gives this example; the United
Sates is relatively more efficient than Europe in producing foud Cus-
ing only one-third of the labor that Europe dees) and in producing
clothing (using only one half the labor). Thus, while the United
States has an absolute advantage in both forms of production,its ef-
ficiency in food production is greater. It i’las a comparative disavan-
tage in clothing. Consequently, a great deal of clothing is exported
from Eufope to the United States. To conclude, the theesy of com
parative advantage states that if each country specializes in prod-
ucts in which it has a comparative advantage (greatest relative effi-
ciency ), trade between these countries will be mutually profitable.

Comparative advantage has led countries to specialize in partic-
ular"pfod'ucts and to mass-produce. Sometimes this goes one step
further. Ttaly gained a comparative advantage overmany countries
in mass-producing wine. France, sel f—supportir‘lg in wine, ‘presently
imports large guantities of Italian wine. which is cheaper. In turn.
a large portion of the French wine production is exported.

It is generally assumed, as the famous economist David Ricardo
stated in the last century, that international trade is beneficial for
all participants. However. governments can often take protectionist
measures for their domestic industry. Protectionism has many
forms. Tariffs or taxes are levied on imports,and non-tariff rules in
the form of quotas, quality any labeling standards, and similar re-
strictions tend to keep foreign,_ goqds and services:out of domestic
markets or to make them not sold cheaper than home-made ones. A
- tariff is a tax imposed on imported items ,computed as a percentage

.2-
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of the import value. An import quota is the maximum quantity of a
product allowed into a country during & given period of time. At the
same time, countries attempt to achieve equilibrium in the balance
of payments. Subsidies to domestic firms similarly provide disad-
vantages to foreign competitors although foreign consumers get
cheaper goods as a result. The abseiice of protectionism is termed
free trade wherein goods and services flow across international -
boundari-s on the primary basis of comparative advantage. Free.

trade 1s commonly under attack from protectionists.
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firmi ffoom] n. 28], &%
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Useful Phrases and Expressions:

to be suited for JEF oo

to afford something (to do something) 2t (fFEF)
a great deal of K&K (FAFEHATHAED
large quantiﬁies of KEHM (WATIEAEH.

in the form of PLeeseer B

to tend to (do)  FpTFeeeeee; Lxeeeoos

to impose+-+on (upon) =+ ¥fe-o  FEF -
to providess-to’ (for) === Hy--r  $2{it

cf. provide:s with -

as a result ZHE (ERE)

cf. as a result of HF--

under attack “FF| Ik

Notes to the Text:

1. International trade. where goods and services move actoss bor-
ders , is often explained by the theory of comparative adsantage:
EERE ST BN SN s AR
B 3 HG S MR E R 515 i
where goods and services move across borders
BAER & EiBM A . 81 international trade; where 552 & Hl
W, &R CEERE SR, o
2. the theory of comparative advantage: “also called the theory of
comparative cost,is an economic theory stating that if one coun-
try can produce a product reiat-ively more efficiently than ‘anoth—
er country, it is benefitial to both countries for the first country

B




