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Theory of Comparative Advantage by Schumacher (2012) and Palley (2008)

Smith’s Original Theory

 Schumacher states the theory of Adam Smith as the theory of absolute advantage as it is presented in other modern textbooks. Smith is also identified as the one who founded modern economics and also supported free trade. Additionally, the article presents a better understanding of the original ideas by Smith. The analysis of Smith's theory is based on historical reconstruction (Schumacher, 2012). The main aim is to understand what Smith meant based on the original writings rather than what the later generations would have wanted him to maintain. Therefore, the article lies in the comparison of the original theory as it is presented in the modern books and not based on Smith’s thinking.

Smith points out that trade is the consequence of wealth to human as they exchange one thing for another. He also puts across that international trade benefits the whole society and not the single merchants only. Notably, his thought on the division of labor was based on his theory of International trade. More output is produced based on the advanced division of labor. Therefore, it means that more output is produced with the same amount of labor. Further, the distribution of labor is said to result in quantitative as well as qualitative improvements in production. (Schumacher, 2012) Therefore as output increases, technology advances and the workers skills and productivity improves. Consequently, the economic growth and national wealth increases. If a market is expanded, then the division of labor becomes possible and thus economic growth as well as capital increases bringing the aspect of international trade. 

According to Smith, international trade is of advantage to nations since through trade; productivity improves as well as wealth and revenue. Smith also mentioned that gains from international trade are as a result of increased competition from domestic producers. Additionally, Smith highlighted that use of new productivity led to growth in productivity and economic development. The ideas by Smith are fitted in the neoclassical theory of comparative advantage so that they could be included in the history of international trade theory (Schumacher, 2012). Smith's ideas are also taken out of context and shifted to the theoretical framework. In order achieve the theoretical framework, his approach had to be translated to a static setting and also had to be fitted to the Ricardian theory.

 
The static approach occurs in the neoclassical theory. On the other hand, trade relied on resources allocation while Smith viewed trade as a slight benefit to free trade. Consequently, trade in neoclassical was viewed as lesser than the model by Smith. However, Smith’s theory was reformulated to fit into the static approach. Notably, the theory by Smith was detached from economic expansion and was shown by comparison of two static positions. The states were one before, and the other one after the countries started trading. 

Concerning the second alteration of Smith approach to Ricardian, the Smithian logic was characterized by a notion that countries needed not to be different before they traded (Schumacher, 2012). Smith argued that it was through trade as well as the specialization that made countries differ in their production. The Ricardian model also makes assumptions that countries do differ before trading (Schumacher, 2012). Advantages of this approach, are therefore before the trade and thus not influenced by trade. As a result, the Ricardian approach rules over the theory of comparative advantage and the Smithian approach is rejected.

 Notably, the theory of absolute advantage was first used by economists without referring to Smith in explaining the comparative advantage theory. Later, the theory by Smith was made a precursor of the theory of comparative advantage. Smith also assumed that factors of production were not entirely mobile. However, he is connected to absolute advantage and thus seen as the pioneer of the theory of comparative advantage (Schumacher, 2012). The new trade theory criticized narrowness of standard trade models and enhanced new models as well as assumptions. In addition, new trade theory focuses on economies of scale or, technology change and other effects on productivity.

The article by Palley illustrates that International trade theory is well shown through comparative advantage. It also shows that countries are better with international trade. Further, the theory explains that comparative advantage plays a primary role in promoting free trade and also globalization. These critiques in comparative advantage are also used at the political level. According to the article, Gomory, and Baumol, as well as Samuelson, raised concerns on international trade (Palley, 2008). In particular, growing concerns on welfare impacts possible developments in future concerning outsourcing production. GBS and especially Samuelson explored changing patterns that affect the distribution of profits from trade.

GBS analysis is conducted based on microeconomic theory. Further, the analysis explains that pure trade theory connects with globalization. Notably, technology is described as exceedingly mobile and designed strategic policies are designed to influence global equilibrium (Palley, 2008). In addition, comparative advantage shows that receipts result from the act of trade in whole. Distribution of gains depends on demand as well as supply which determine trade. Comparative advantage is said to be a concept involving a balanced trade. Remarkably, if a country has a low rate of exchange and increased supply in trade, then that shows that the country in which it exports its products to lacks the comparative advantage.

In conclusion, differences between these articles are that the one by Schumacher shows the static neoclassical as imposed on dynamic trade and growth by Smith. The article puts emphasis on specialization as well as the trade being static. Further, it based arguments on free trade and division of labor. On the other hand, Palley based arguments on the theory of the balance of trade (Palley, 2008). The article put emphasis on comparative advantage in the current world as being formed. Additionally, comparative advantage is driven by technology. Besides, Palley illustrates that technology results from human actions as well as policies.
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