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* Two Questions in International Economics:

v'"Why do nations trade? > The theory of comparative advantage

?
OHow should a nation conduct its trade policy? J

« Comparative Advantage & Optimal Trade Policy
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* Environment:

a canonical Ricardian model of trade

» Approach:

Lagrange multiplier methods

Infinite constrained, dimensional——simple unconstrained, low dimensional
Non-CES utility & arbitrary neoclassical production functions

» Apply to quantitative work : Two separate exercises

* Main Result:

Optimal trade taxes: should be uniform across imported goods and weakly monotone with respect
to comparative advantage across exported goods

 Two Distinct Contributions
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DeriniTiON 3. Home’s planning problem is:
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Lemma 2. Suppose that (w,p° c%, c%.q° ¢%) solves Home’s
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Prorosition 1. If (m?, gY) solves equation (P;), then optimal net imports are such that
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CoRroOLLARY 1. At any solution to Home’s planning problem, Home
produces and exports goods in which it has a comparative

advantage, + < A whereas Foreign produces and exports

I

goods in which it has a comparative advantage, & > A,

i



4 w==LEM



RILAT -1

' -0
prey:  0=44)_4
P;
P,
u;(c;) BEEIAN D




RILAT -1

pi = pi(m;. w*) = min{u}'(-m;). w*a}}

0 (1770 0
= g} (m}) + m;
0
1m.
)
(1 0 __ I i1¢a I
(1) m; = m;, 1fE<:A
0 gl if @ I Al
"f‘%]\ | Gi) m] =M, if a;E[A JA )
(i) m) e [MI, M*] if & =Al
_(I*—I;AOI{JO*. :
oot 0 _(iv) m) =mll, if &> A
i
10w ;0%
10
/.
1f &>Aﬂ



RILKH

AKEMSWVELL:

(qg T ?’?’E» < %q;, with equality if qz - 0.

‘&/\ ui(q? +m?) = uy(c?) = pP(1+ )

1ft0—r

p; (1 + tﬂ) < Ya;, with equality if ¢° > 0

Y senmm—nzn

w? = ;¢

H o) IR = ZFENAF T s

(2) gq; € argmax; .o{pi(1+¢)q; — wa;q;|



RILKH

u{((jg) EE%'H: (1) E/‘]_Bﬁ%'ﬁ:ﬂffg
REXBEX: ¢ =—F--1
VP, vAEMH (1) NRAEBEBERET
(.0
mrexe 9=
Pi

BRABMARLFHOXR:. 14+8) = 1(1+1))

¥ ce argmaxgag{fui(éi)dilf i(1+¢)c;di <wL + T}



RILKH

PRrOPOSITION 2. At any solution to the domestic government’s problem, trade taxes, t'
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(a) Export taxes.
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(b) Export subsidies and import tariffs.
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(2)technology  one factor — multiple factors

fill) =% fil:)
Ei(mi: q;, A: ’l*a s W*) = ui(Qi T mi) — 4 ai(ﬂ“)q ACa ( )ql (mza ) Ufpz(mu )m

H aj(w) = (@i (w)) = argmin, _, {a; - wlfi(a;) > 1}

(1) mY = m!, lfﬂ”{AI (i) m ff—(ﬁﬁ) ,1f*<ua*,

ViEi-a(i) N
. - ot—1 4 -a;(w")

(iif) mj' € [Mer?] if Gh=at (iif) mf e [M], MIT] if 2 = 5+
(1v) mﬂ = mII 1f & > AII (iv) I _ =d: () - a*(w* *
D =my it %L m? =mH =d; (1" - (w)+wz-)

if 2> 5 4



6 N



e o 0 Era—— 9
) :
. -20% |- j ; |
2w ' :
1 4% | E :
| | ] _600/0 i : 1 | : | |
12 16 2 0 04 08 12 16 2
a; ﬂ_
aj a:
Ficure 111

Optimal Trade Taxes for the Agricultural Case

The left panel assumes no trade costs, §=1. The right panel assumes trade
costs, §=1.72.

GAINS FROM TRADE FOR THE AGRICULTURAL CASES

TABLE 1

No trade costs (§=1)

Trade costs (6=1.72)

U.S. ROW U.S. ROW
Laissez-faire 39.15% 3.02% 5.02% 0.25%
Uniform tariff 42.60% 1.41% 5.44% 0.16%
Optimal taxes 46.92% 0.12% 5.71% 0.04%
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Ficure IV

Optimal Trade Taxes for the Manufacturing Case

The left panel assumes no trade costs, §=1. The right panel assumes trade

costs, §=1.44.

GaNs FROM TRADE FOrR THE MANUFACTURING CASE

TABLE II

No trade costs (§=1)

Trade costs (§=1.44)

U.S. ROW U.S. ROW
Laissez-faire 27.70% 6.59% 6.18% 2.02%
Uniform tariff 30.09% 4.87% 7.31% 1.31%
Optimal taxes 36.85% 0.93% 9.21% 0.36%




