Competitive Advantage Scenarios

BBB4M1 – Mr. Flanders


For each two country scenario:

i) State what type of advantage scenario is represented

ii) What will be the output of each nation (product and number) as well as the overall changes in total production after specialization

1)

	
	Capacity
	Opportunity
Cost
	Production
	
	Trade

	
	Wool
	Wine
	
	Wool
	Wine
	
	Wool
	Wine

	England
	100
	25
	4.00
	200
	0
	
	130
	20

	Portugal
	60
	20
	3.00
	0
	40
	
	70
	20

	TOTAL
	160
	45
	3.50
	200
	40
	
	200
	40


England has an absolute advantage for both products. Portugal has a comparative advantage in wine. 
Keying on the lowest commodity, Portugal has a surplus of wine, so they trade it to England at 3.50.
England trades wool to Portugal at 3.50, leaving them with a 30% surplus which they spend elsewhere on their 20% deficit in wine.
2)

	
	Capacity
	Opportunity
Cost
	Production
	
	Trade

	
	Lamb
	Wheat
	
	Lamb
	Wheat
	
	Lamb
	Wheat

	Canada
	20
	100
	0.20
	0
	200
	
	20
	178

	Australia
	80
	50
	1.60
	160
	0
	
	140
	22

	TOTAL
	100
	150
	0.90
	160
	200
	
	160
	200


Australia has an absolute advantage in lamb and Canada has an absolute advantage in wheat. 
Keying on the lowest commodity, Canada wants lamb, so they trade wheat to Australia around 0.90, still leaving a 78% surplus in wheat.
Australia trades lamb to Canada around 0.90, still leaving them with a 75% surplus of lamb and a 56% deficit in wheat.
3)

	
	Capacity
	Opportunity
Cost
	Production
	                       
	Trade

	
	Beer
	Chocolate
	
	Beer
	Chocolate
	
	Beer
	Chocolate

	France
	60
	75
	0.80
	0
	150
	
	60
	79

	Belgium
	90
	100
	0.90
	180
	0
	
	120
	71

	TOTAL
	150
	175
	0.85
	180
	150
	
	180
	150


Belgium has an absolute advantage for both products. France has a comparative advantage in chocolate. 
Keying on the lowest commodity, France wants beer, so they trade chocolate to Belgium around 0.85, still leaving a 5% surplus in chocolate. 
Belgium trades beer to France around 0.85, still leaving them with a 33% surplus of beer and a 29% deficit in chocolate. 

