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In international trade, no country can have acomparative advantage in the
production of all goods or services. In economic terms, a country has a
comparative advantage when it can produce at a lower opportunity cost than that of
trade partners. While a country cannot have a comparative advantage in all goods
and services, it can have an absolute advantage in producing all goods.
Comparative Advantage vs. Absolute Advantage
The difference between a comparative advantage and an absolute advantage has to
do with production costs, quality, and efficiency. The idea of comparative
advantage is attributed to English political economist David Ricardo and his

book On the Principles of Political Economy and Taxation. When a country has a
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comparative advantage in producing certain items, it means the nation can make
the products at a lower cost than other countries.
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KEY TAKEAWAYS

« A comparative advantage exists when a country can produce goods at a
lower opportunity cost compared to other countries.
« Itis not possible for a country to have a comparative advantage in all goods.
« However, a country can have an absolute advantage in all goods.
. An absolute advantage exists when a country is simply the best (most
efficient) in producing a product or service.
« It is in the best interest of countries to produce the goods and services in
which they have the highest comparative advantage.
A key to understanding the concept of comparative advantage is a solid grasp of
the idea of opportunity cost, which is the potential benefit that is lost when
selecting a particular option over another. The country with the lowest opportunity
costs associated with producing a good or service has the greatest comparative
advantage. On the other hand, a country that has an absolute advantage with
respect to specific goods is simply the best at producing those items. The idea was
developed by Adam Smith in the book Wealth of Nations and the concept states
that a country can benefit from trade by specializing in producing and exporting
the goods that they produce more efficiently than other countries.” However, just
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because a country produces certain goods better and more quickly than other
countries does not mean the country can make them at a lower cost.
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Free Trade

In international trade, both parties benefit from commerce with other countries
because each country has advantages in producing certain goods or services. Trade
among nations makes the global marketplace more competitive and the increased
competition results in less expensive products for consumers. It is in the best
interest of countries to promote industries in which they have the
highest comparative advantage.In fact, the law of comparative advantage states
that free trade works even if one country ends up with an absolute advantage in
producing all products or in all aspects of producing a good or service because
other countries would still have comparative advantages in the production of some
goods or services. These countries would, therefore, be able to sell those goods or
services at lower costs than the country risking your own money. Practice trading
strategies so that when you're ready to enter the real market, you've had the
practice you need. Try our Stock Simulator today >>

ARTICLE SOURCES

Related Articles

ECONOMICS
What Is International Trade?

MACROECONOMICS
What is comparative advantage?
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MACROECONOMICS
The Relationship Between Absolute Advantage and Comparative Advantage

BUSINESS ESSENTIALS
Absolute vs. Comparative Advantage: What’s the Difference?

MACROECONOMICS
How Do Factor Endowments Impact a Country's Comparative Advantage?

ECONOMICS
A Practical Look At Microeconomics

Partner Links
Related Terms

What Is the Absolute Advantage?

Absolute advantage allows an entity to produce a greater quantity of the same good
or service with the same constraints than another entity.

more

What Is Trade?

A basic economic concept that involves multiple parties participating in the
voluntary negotiation.

more

Comparative Advantage

Comparative advantage is an economy's ability to produce a particular good or
service at a lower opportunity cost than its trading partners.
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More

What Is the Net Exports Formula?

A nation's net exports are the value of its total exports minus the value of its total
imports. The figure also is called the balance of trade.

More

What Is a Net Exporter?

A net exporter is a country or territory whose value of exported goods is higher
than its value of imported goods over a given period of time.

More
What the Production Possibility Frontier (PPF) Curve Shows

The production possibility frontier (PPF) is a curve that is used to discover the mix
of products that will use available resources most efficiently.

With the absolute advantage. Compete Risk Free with $100,000 in Virtual

Put your trading skills to the test with our FREE Stock Simulator. Compete .Cash
with thousands of Investopedia traders and trade your way to the top! Submit
trades in a virtual environment before you start
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Digital Experience Monitoring solutions move beyond traditional network and
application performance monitoring to identify network problems that could
Impact the performance of cloud-based services. Monitoring tools that combine
application performance data, real user behaviour and synthetic transaction
monitoring offer deeper measurements on user experience to help pinpoint issues
that could have an impact on the business. Martello’s digital experience
monitoring (DEM) solutions give me & O leaders the tools to understand and
Improve the user’s experience of key cloud collaboration and productivity
solutions, such as voice and video conferencing.
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