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Classical economics is regarded as the first modern school of economic thought. Its major developers include
Adam Smith, David Ricardo, J.S. Mill and so on. A. Smith effectively demolished Mercantilist ideas by bringing
international trade within the scope of his famous principle of division of labor. A. Smith envisaged nothing more
than the gain which would result from countries specializing in the production of commodities in which they enjoyed
an absolute cost advantage over their trading partners.

It was D. Ricardo who developed the idea of mutual benefit a stage further in his Principle of Comparative
Costs. He pointed out that the advantages of international trade arose not from differences in the cost of producing
a particular commodity in one country as compared with another, but from differences in the relative cost of
producing Commodity X as against Commodity Y within each of the countries concerned.

The Principle of Comparative Costs told us which commodities a country will export and which it will import.
J.S. Mill put forward his Equation of International Demand. This said that international price relation ships were
determined mainly by the respective elasticities of demand of Country A for Y (B’s export) and Country B’s demand
for X (A’s export).
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