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ABSTRACT:

This paper complements the classical Ricardian-
type international trade theories by proposing an
endogenous approach to determine the strength of
comparative advantages. We show that the size of
production modules governs the strength of
comparative advantages. Reduction of module size,
sharpening”, unleashes the
comparative advantages that were previously
trapped in bundled productions of larger modules,
since submodules, where the country had
comparative disadvantages, had to be bundled
together with those of comparative advantages for
international trade. As module sharpening
strengthens the comparative advantages, it
complements trade liberalization in generating
welfare gains. Our theory, linking modular
production with the strength of comparative
advantages, is helpful to understand not only gains
from trade in particular, but also how division of
labor is achieved and comparative advantages are
exploited more generally.
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