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Ve Outline ofi today’s talk

=\\/hy do nations trade?
=\\hat IS a trade deficit?
= [Doges trade create or destroy. Jons?

= [rade negatives: Inequality’ & dislecation



/w \Why' Do We Trade?
Tthe Simple: Stony.

= \Why do kids trade 1 the lunchroom?
— They trade fior What they want but den’t have.

= [How dees this change when we addlin production?

— \We trade for what we want andican’t produce as
cheaply domestically. Forexample, we can’t produce
ollias cheaply domestically as we can buy. it abread.



Vit Reasons for Trade

= Comparative advantage
= llncreasing returns to scale

= [rade Increases competition



Vi Reasons for Trade

= Comparative advantage Is net abselute advantage.

= Absolute advantage Is the ability to do something
more efficiently - withrless 1aner or reseurces -
than another country.

= Comparative advantage Is\What you do relatively:
well - or less hadly.

— Bill Clinten has a comparative advantage in golfiwhen
compared to Michaell Jordan.



Vit Reasons for Trade

= A country always has a comparative advantage in
something. It must.

= [he United States tends te have a comparative
advantage In industries; intensive: in skilled labor,
land, andicapital.

— This doeesnrt mean that every: skilled labor/capital
Intensive job will end up In the United States.



Vi Reasons for Trade

= Increasing Returns ter Scale

— Some Industries, such as shipbuilding, are only
efficient at very large scales. Forexample, one
country may: specialize at shipbuilding,

— Most countries only: have a market for a fiew large
civilianm airliners. National preduction would e
Veny Inefficient.



Vi Reasons for Trade

= Imperfect Competition

— |nternational trade reduces national menepoely
POWEr In Industries like autemoehiles; airlines,
electronics, ete

— U.S. aute manufacturing hecame mueh Better When
exposed to sereus foreign competition in the 1970s.



g4 \What about outsourcing?

= [he arguments for and against eutseurcing are
really no diffierent than the arguments for and
against trade.

— Outseureing Is tradein intermediate goods.

— There Is no diffference between Dell buying
computer hoards 1 Thailand and outseurcing
technical support to India. It makes goods clhieaper
put It alse displaces some U.S. Workers.
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/im“ What IS a trade deficit?

= A trade deficit means that U.S. exports are less
than Imports. TThe rest-of-the-world shipsus more
ieall goods andl services than we: shipi them.

= [Foreignicountries are willing| to do; thisi because we
give them real or financial assets in return. This
IS called*“dissaving™ or bormewing meney.

= A trade deficit Is an exchange of assets fior goods
and senvices. It Is borrowing fromiabread.
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e Negatives of trade

= Higher unemployment?

— No. Trade can temporarily change employment but trade
deesn’t permanently change the unemployment rate.

= Depressing wages of low-skilledfU.S. workers?

— Yes. Tirade permits us to import unskilleailakor.

= [Dislocation?

— Yes. Many workers are temporarily (Sometimes
permanently) unemployed by changes In Industry.
structure,
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/im“ Key: Points to Remember

= Reasons for trade

— Comparative advantage
— |lincreasing, returns to scale

— Trade Increases competition In the market.

= [rade IS good hecause It provides more and
different consumption, not ecause It creates; jols.

= [rade neitner creates nor destroys jobs inithe long
iun, on balance. (Approximately.)
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/im“ Key: Points to Remember

= A trade deficit IS an exchange off assets for goods
andiservices. It Is borewing from abroad.

= International trade does not benefit everyone. In
particular, low-skill' U.S. workers may. lose out:

— The usual respense te such dislocations Is to provide
ald and job training to dislecated Workers.

— Trade barriers to “save™ these jobs often end up being

much costlier than “buying out™ the dislocated Workers.
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THE END
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