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Patterns of Trade and Gains from Trade
under Marshallian Increasing Returns

Hiroshi MIYAKE
Nobuo TERAMACHI

Abstract

In the framework of Ethier (1982)’s model, which is composed of two countries, two goods and one
factor of production under the Marshallian increasing returns, we mainly demonstrate the patterns of
trade and the gains from trade. First, we search the necessary condition of multiple trade equilibria for
the patterns of trade with Ethier’s allocation curves, and modify the A-¢ diagram, which Kikuchi (2001)
shows, by considering the degree of increasing returns. Furthermore, we identify the necessary and
sufficient condition of stable trade equilibrium with the Marshallian adjustment process which is
developed by Tawada (1989a). Second, we analyze the possibility of the gains from trade for the six
stable trade equilibria respectively. In addition to it, we prove the necessary and sufficient condition of
the losses from trade in a small country which we call Graham case, and illustrate the relation to the A-u

diagram.

Keywords : Marshallian increasing returns, patterns of trade, gains from trade, allocation curves,

Graham case



