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Topic 12: Motivation for Trade
USA & THE GLOBAL ECONOMY

USA and imports: 
USA and exports: 

World’s Top 5 Exporters, 2010 (US $)

Countries from which the USA imports (percent of value), 2008

Countries to which the USA exports (percent of value), 2008

So, how important is trade?

The Economic Basis for Trade (Ch. 3)
Reasons countries trade:

Production Possibilities and Trade (Ch 3)
Suppose 2 products: Computers, Coffee and two countries: USA and Brazil
	
	Computers
	Coffee

	USA
	
	

	Brazil
	
	


Amount produced in 8 hours

	
	Computers
	Coffee

	USA
	
	

	Brazil
	
	


USA production possibilities                                         Brazil production possibilities
	USA
	A (8,0)
	B (4,4)
	C (0,8)
	
	Brazil
	A (8,0)
	B (4,4)
	C (0,8)

	Computers
	
	
	
	
	Computers
	
	
	

	Coffee
	
	
	
	
	Coffee
	
	
	


Absolute and Comparative Advantage (Ch 3)
Opportunity Cost:
Absolute Advantage: 

Comparative Advantage: 
Which country has the comparative advantage in computers? 

	
	Opportunity Cost Ratio to produce 1 unit of

	
	Coffee
	Computer

	USA
	
	

	Brazil
	
	


Who has the comparative advantage in producing coffee? 

Who has the comparative advantage in producing computers? 
USA production possibilities                                         Brazil production possibilities
	USA
	A
	B
	C
	D
	E
	
	Brazil
	A
	B
	C
	D
	E

	Computers
	
	
	
	
	
	
	Computers
	
	
	
	
	

	Coffee
	
	
	
	
	
	
	Coffee
	
	
	
	
	


Before Trade:

After Trade:

Global Gain from trade:

Terms of Trade

Terms of Trade:
Maximum Terms of Trade: 
Minimum Terms of Trade: 
Suppose Brazil produces at E and USA produces at B. The terms of trade is 2.6 and the USA consumes 13 computers. What are th consumption, import and export amounts by country by each good?
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