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Free Trade and Comparative Advantage 

Note down some of the characteristics of free trade: 

 

 

Here are some advantages of free trade. What does each “depend on” (i.e. in what circumstances will an 

economy benefit from that aspect/advantage?) 

Greater economic growth as a 

result of higher AD  

 

Greater competition should lead to 

innovation and lower prices 

 

Access goods/services that aren’t 

available in the domestic economy 

 

Chance to gain inwards FDI leading 

to SR and LR growth 

 

Sharing expertise and knowledge 

transfer 

 

More efficient use of resources due 

to specialisation 

 

Chance to benefit from economies 

of scale if markets are bigger 

 

May free up government funds if 

they’re not subsidising exports 

 

Can reduce risk if firms can diversify 

their supply chains 

 

Can provide important foreign 

currency reserves 

 

 

How might an economy’s level of development affect its ability to take advantage of free trade? 
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Here are some disadvantages of free trade. How might the impact of these disadvantages differ between 

economies at different stages of development? 

Can cause unemployment in 

uncompetitive 

industries/economies 

 

Intellectual Property (IP) may not 

be as well protected in other 

countries, leading to exploitation 

 

Competition might lower 

employment, health & safety, 

and environmental standards 

 

Could damage local culture and 

important differences in 

products 

 

Raises exposure to external 

shocks, which increases risk 

 

Volatile commodity prices can 

cause uncertainty 

 

 

Here are 5 exam-style essay questions that use the same “body of knowledge” on the advantages and 

disadvantages of free trade. 

• To what extent do the advantages of free trade outweigh the disadvantages? 

• Discuss the circumstances in which free trade is not beneficial for an economy 

• Evaluate whether free trade is more advantageous for developed economies than developing economies 

• Assess whether free trade is always desirable  

• Consider the impact of free trade on different stakeholders in an economy 

On a separate piece of paper, note down essay plans for each – how might you shape the information that you 

have so that you answer the precise question asked? 
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Absolute and Comparative Advantage using data tables 

Look at the table below:  

Output with ½ resources allocated to each industry in both countries 

 Beef Tobacco 

Australia 250 200 

Malawi 100 150 

Total 350 350 

 

With reference to the table and data, explain what is meant by absolute advantage. 

 

 

 

Explain how absolute advantage differs from comparative advantage. 

 

 

 

Again, using the information in the table, explain why country has a comparative advantage in beef and which in 

tobacco. 

 

 

 

 

With reference to the information provided, explain what will happen to total world output if countries choose to 

specialise according to their comparative advantage. 
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Here is another example for you to practise on: 

Output with ½ resources allocated to each industry in both countries 

 Apps Smartphones 

India 750 500 

Vietnam 400 800 

Total 1250 1300 

 

Work out the comparative advantage for each good, and calculate total output after specialisation. Make sure to 

show your workings! 

 

 

 

 

 

Absolute and Comparative Advantage using PPFs 

In the space under the diagram, explain which country has a comparative advantage in financial services and 

which in cars. 
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Here’s another one – in the space below the diagram, explain what this PPF shows in relation to comparative and 

absolute advantage. 

 

 

 

 

 

 

 

Evaluating Comparative Advantage 

Note down some of the assumptions underlying the theory of comparative advantage: 

•   

•   

•   

•   

•   

•   

•   

•   

•   

•   
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•   

•   

Make sure that you have made a note of any key terms where you are not 100% of the definition! 

International trade patterns have changed in recent years. Explain why is meant by a global value chain, and give 

examples: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Research task: find some quotes or comments from economists in relation to comparative advantage and its 

importance / usefulness as an economic theory. Create a poster or other creative output to display your findings. 

Exam style essay practice 

Evaluate the extent to which the theory of comparative advantage provides a good explanation of international 

trade patterns. (ask your teacher how many marks they would like this essay to be worth) 

Aspects to consider in your essay: 

– Outline of international trade patterns (we covered this in the Online Lesson on Globalisation and 

Trade Patterns) 

– Overview of comparative advantage and how it explains international trade 

– Explaining some of the limitations of comparative advantage and thinking about whether it 

prevents the theory being useful 

– Judgement: even if the theory isn’t perfect, does it provide some degree of explanation of trade 

patterns? 


