
Increasing Returns to Scale and Trade: Simple Case

Under Autarky: World output = 20 of each, AC = 10.  

Q1

AC1

AC1

10 20

10

5

Q2

AC2

AC2

10

10

Q1

AC1

AC1

10

10

Q2

AC2

AC2

10 20

10

5

Country A

Country B

.  
But w/trade and specialization world output = 20 of each, AC = 5.
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