
Comparative Advantage & Trade

The table below represents the quantity of Lava Lamps and the quantity of Nehru Jackets each country is capable of producing with one unit of existing resources.  Use the data to answer the questions.

                           Lava        Nehru            

                          Lamps      Jackets               

country                 (L)           (N)                      The domestic exchange equation 


 India (I)                 3             2                         1L  =  ____  N  or  1N  =  ____  L   

 U.S. (U)                4             5                         1L  =  ____  N  or  1N  =  ____  L

Which country has the absolute advantage in Lava Lamps? ______________  

                                                                       Nehru Jackets?  _____________

Which country has the comparative advantage in Lava Lamps?  ___________   

                                                                       Nehru Jackets?  _____________

If the terms of trade were 1 L = 1 N, would trade occur? Explain.
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