Limitations of Comparative Advantage Theory

· Transport costs and tariffs will change the relative prices of goods and may therefore 'blur' the impact of comparative advantage., i.e. zero transport costs are unrealistic and for certain bulky goods may be quite high

· Constant opportunity costs are extremely unlikely in the real world
· In reality, barriers to trade will exist, e.g. tariffs, quotas
· Exchange rates do not always relate exactly to what comparative advantage theory suggests as they have many other determinants - this may also negate the theory. 

· Imperfect competition may lead to prices being different to opportunity cost ratios.  Traded goods will not be homogenous, resources will not be perfectly mobile and there will not be perfect knowledge

· Constant returns to scale (i.e. doubling the inputs used in the production process leads to a doubling of output) – this is merely a simplifying assumption. Specialisation might lead to diminishing returns in which case the economic benefits from trade are reduced. Conversely, increasing the scale of production can generate increasing returns to scale - in which case the benefits from trade are even stronger than the numerical example we have considered

· Comparative advantage theory is a static theory and does not take account of some of the more dynamic elements determining world trade. In particular, the factor of production capital is not a natural resource, and so may come outside the scope of the theory. 

· Does not allow for uncertainty and risk (especially a problem in LDCs producing basic commodities – income inelastic, short-term price fluctuations, synthetic substitutes may have decreased demand, MDCs may be protecting their own primary producers)

· No consideration of who gains from trade, e.g. profits may go to MNCs

· Full employment is assumed, i.e. countries operate on their PPCs.

