COUNTRY-BASED THEORIES
. Relevances

Foundational Principles

>3 Weaknesses

of Comparative
Advantage

The idea that countries should
specialize in the production of goods
where they have a comparative
advantage remains a cornerstone of
trade theory.

Explains Inter-
Country Trade

Classical theories are still relevant
for understanding trade between
countries with differing resources,
especially in trade between
developing and developed nations.

Focus on Natural
Resource-Dependent
Economies

Economies that rely heavily on
specific natural resources (e.g., oil-
rich nations) can still benefit from
these theories in terms of optimizing
their trade strategies.

Useful for Emerging
Economies

For countries in the early stages of
development, the classical models
can provide guidance on capitalizing
on their natural advantages to
participate in global trade.

Historic Framework

Provides a basis for understanding
the evolution of trade and forms
the building blocks for more
advanced theories like firm-based
and new trade theories.

Inability to Explain
Intra-Industry Trade

Classical theories focus primarily on
trade between countries in different
industries (inter-industry), not
explaining trade in similar goods
between developed countries.

Neglect of MNCs

Classical models do not account for
the rise of global corporations that
operate across borders, creating
complex trade flows independent of
country-specific advantages.

Overemphasis on
Natural Resource
Endowments

These theories emphasize that
trade advantages arise from
resource differences (land, labor,
capital), overlooking modern factors
like technology, innovation, and
economies of scale.

Simplistic
Assumptions

Assumes that all countries produce
only one type of good efficiently,
without considering the
diversification and specialization of
modern economies.

Limited Application to
Advanced Economies

Struggles to explain trade between
highly developed nations with
similar factor endowments and
industrial capacities.




