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		Abstract

		This paper evaluates the welfare effects of trade in a setting with risk averse workers and uncertainty in labour market outcomes. We examine the bias introduced in welfare analysis when individuals are assumed to be risk neutral when they are in fact risk averse. We provide conditions under which a small change in relative prices due to trade reduces welfare in a static endowment economy. Using a dynamic production model we quantify the set of price changes that result in a welfare loss following trade. We also examine the welfare implications of large price changes due to trade. For a realistic calibration, the gains from trade exist but are smaller than in a world with risk neutral individuals. 
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