Four aspects of international business. What is the main difference between Smith’s theory and Ricardo’s theory?

There are 4 basic aspects of international business.
The first one deals with the reasons for existence of international trade and how it is a logical response to the free market. International trade develops, because certain countries, trying to satisfy their needs and wants, are able to produce some goods more efficiently than other countries. Efficient international exchange may be the result of different climates or geographical locations. But there are 2 theories about advantages of producing particular product in particular country. Smith’s theory of absolute advantage explains that countries should import product which are most efficiently manufactured abroad and export products which are most efficiently produced domestically. Ricardo’s theory is based on statement that mutually beneficial trade arises when one country has only comparative advantage.

The second aspect of international business is government regulation, which is necessary to maintain a balance between export and import.
The third aspect is present method of monetary exchange. Most currencies are now exchanged on a floating rate basis, depends on country’s economic stability.

 And the last aspect is concept of multinational corporations which develop a global philosophy of management, marketing and production.

International business has specific rules and requires specific conditions. But it can be very efficient for some countries.
