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Part 1: Comparative and Absolute Advantage
Introduction
International trade has a number of components that define to a great extent the kind of trade that takes place and the ability of different countries to produce certain goods. The countries participating in the trade have to evaluate some of the strengths and weaknesses that they have in terms of producing goods and whether or not the cost involved are worth to be incurred. The issue surrounding trade include comparative advantage and absolute advantage. The two explain more on the reasons why certain countries will prefer to concentrate on the production of certain products as opposed to others. The international terms of trade ratio are also critical in determining how the countries benefit from carrying out trade with each other and in comparison with autarky. The concept of comparative and absolute advantage, international terms of trade ratio and autarky are important factors when it comes to international trade.
Comparative Advantage
Comparative advantage is a term that is used to refer to a country’s ability to produce goods and services at a lower opportunity cost than that of its trade partners (Costinot, Donaldson, Vogel & Werning, 2015). It gives the country the ability to sell the products and services at a lower price than its competitors and thus realize stronger sales margins. The comparative advantage theory is attributed to David Ricardo who came up with the theory in order to elaborate why countries will go ahead with international trade despite the fact that they have a skilled labor force that is more efficient in the production of goods and services as opposed to another country. Comparative advantage is used to compare two different countries that are producing two different types of goods. Through comparative advantage, one is able to ascertain that if two countries decide to participate in international trade, then there is likelihood of the countries increasing their consumption by exporting one good while importing the other. The different countries will have to analyze the goods or services that they have a comparative advantage and export it while importing the goods and services that they have a lesser comparative advantage. One of the assumptions in this form of theory is that there should always be differences in the labour that is provided in the two countries. The level of labour needs to be different in order for the theory of comparative advantage to work.
Absolute advantage, on the other hand, is the difference that is present between countries in terms of efficient production of goods and services (Humphreys et al., 2016). A number of countries might be producing the same kind of products but differ in the efficiency in which it is carried out. The difference in the levels of efficiency contained in different countries is what is known as the absolute advantage. The level of efficiency enables one country to produce more goods and services more than the other country. This is also done using the same quantity of resources.
	
	Country X
	Country Y

	Car
	28m
	32m

	Truck
	5m
	16m



From this example, we can be able to differentiate both absolute and comparative advantage. In terms of the production of both the cars and the trucks, country Y seems to have an absolute advantage. The country is able to produce cars and truck more efficiently as opposed to country X which is seen by the higher number of goods produced. Country Y has a comparative advantage in the production of trucks. The gap between the two countries is more on the truck side and thus it will be wise for the country to specialize more on the production of cars as opposed to trucks. This will leave country X to specialize in cars. This will enable each country to channels all their resources in the production of the goods that they are best in and thus derive full benefits from it.
International Terms of Trade Ratio and Autarky
[bookmark: _GoBack]International terms of trade ratio is the ratio of the export price of a particular country in relation to the import price (Bellino, 2019). The ratio measures the rate of exchange of a good for another between two countries engaging in trade. A perfect example of terms of trade is that of country Y at 100.42 and country X at 99.52. The two ratios are important in that they enable the countries to know the level of export price that they currently have and that of the imports. The ratios will define the kind of trade exchange that the countries will have and the benefits that they are set to get. It is also crucial in that the countries will be able to get the products that they did not have.
Autarky is a situation in which a country does not engage with others due to the presence of a closed economy (Bellino, 2019). The country economy is self-sufficient, and thus, they do not need to trade with other countries. The two countries will, therefore, be able to benefit more from international terms of trade as opposed to autarky due to the fact that there will be an exchange of good and services which will enable the countries to get what they did not have. There is also the exchange of skills in international trade as opposed to autarky. The practice of autarky prevents the countries from acquiring technical skills in various sectors.
The two countries will not be able to benefit from engaging in trade when they produce the same products. This means that neither of the countries will need the product from the other country as they will be having enough for themselves. For an international trade to take place, one of the countries must be lacking in something that forces it to purchase from the other country.
Conclusion
The level of efficiency and cost involved in the production is very important when it comes to international trade. Therefore, countries must ensure that they establish this so that they know the products that they are best in producing and those that they can leave for other countries. Comparative and absolute advantage are thus critical in establishing this. International trade is important due to the numerous benefit that it gives to the countries. The exchange of products and skills is critical for the growth of the countries and thus should be encouraged. The fact that a country may have a closed economy and deem themselves self-sufficient should not be a distraction to international trade between them. They need to be open to the ideas of acquiring certain things which can only be possible through the process of international trade.
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