Chapter 4

In international trade, an important variable affecting the consumer's wellbeing is the

country's terms of trade. The terms of trade are affected by changes in worldwide demand for and supply of tradable goods. 

Two issues that highlight the importance of the terms of trade, and therefore the

importance of world demand and supply elasticities, are the transfer problem and the

possibility of immiserizing growth. By increasing the supplies of some goods, growth

shifts a nation's production possibilities frontier outwards. We find that growth benefits a small country; it may or may not benefit a large one. In general, secondary price effects may dampen benefits from growth.

Technology and International Income Distribution: The Ricardian Model
-> Handel durch unterschiedliche Technologien erklärt

Vollbeschäftigung: a LC ( x C +a LF ( x F = L; a*LC ( x*C +a*LF ( x*F = L*

if the home country possesses a comparative advantage in the production of clothing

-> a*LF/ a*LC ( a LF/a LC

In this illustration it is assumed in free trade there are equilibrium terms of trade that call for each country to be completely specialized in producing 8and exporting) the commodity in which it has a comparative advantage

World Production Possibilities: The foreign country will be drawn into clothing production only after the home country can no longer expand its production, and then only of “the price is right”, it requires at least one country to be completely specialized, and perhaps both.

Labor’s physical productivity is measured in each industry by the inverse of the labor coefficient. For example, 1/aLC is the number of units of clothing that can be produced with an input of one hour of labor (because the input coefficients are assumed to be constant, 1/aLC denotes both labor’s average product and it marginal product).

· competitive profit condition: (i) In ay industry with positive output, the wage rate must equal the value of labor’s (average or marginal) productivity, (ii) In any industry forced to shut down because of international competition, it is because the prevailing wage rate should exceed the value of labor’s productivity.

International Wage Comparisons: 

aLFw = pF ; a*LFw* = p*F   

w/w* = (1/aLF)/(1/a*LF)    

aLCw=pC ;   a*LFw*=pF
w/w* = (1/aLC)/(1/a*LF) ( pC / pF
Therefore, if countries produce different commodities, a comparison of their wage rates reflects not only the productivities of their labor forces in the good produced in that country, but the terms of exchange between commodities as well.

