Chapter 3
Interdependence and the gains from trade
	
	Mins to produce 1kg of ...
	Amnt produced in 10 hrs...

	
	Honey
	Bread
	Honey
	Bread

	Bee Keeper (BK)
	60mins/kg
	20mins/kg
	10kg
	30kg

	Bread Baker (BB)
	30mins/kg
	6mins/kg
	20kg
	100kg


*Specializing in one or the other
-Who has the absolute advantage? (Who is good @ both?)
-Who has the comparative advantage? (Opp. Cost...who has less cost, for each good)
	...
	Honey (kg)
	Bread (kg)

	Bee Keeper
	3 Bread (i)
	0.3 Honey (ii)

	Bread Maker
	5 Bread  (iii)
	0.2 Honey (iv)



i) Bee Keeper – to get 10 kg of Honey ... 30 kg of Bread ; thus to get 1 kg of Honey = 30/10 = 3 Bread
ii) Bee Keeper – to get 30 kg of Bread ... 10 kg of Honey ; thus to get 1 kg of Bread = 10/30 = 0.3 kg
iii) Bread Maker – to get 20 kg of Honey ... 100 kg of Bread ; thus to get 1 kg of Honey = 100/20 = 5 Bread
iv) Bread Maker – to get 100kg of Bread ... 20 kg of Honey ; thus to get 1 kg of Bread = 20/100 = 0.2 kg
*NOW try using 5 hours for EACH good (not 10 for specialization) ::
Bee Keeper :: Honey = 5kg ; Bread = 15kg
Bread Maker :: Honey = 10kg ; Bread = 50kg
*Now lets assume the BK specializes in Honey and assume the Bread Maker (BB) specials in Bread but produces some Honey ...
TRADE  - at the assumption of BB splitting hours as 3hrs Honey, 7hrs Bread
Bee Keeper :: Honey = 10kg ; Bread = 0kg
Bread Maker :: Honey = 6kg ; Bread = 70kg
Bread Maker then tells Bee Keeper that they will give them 16 kg of Bread if they give Bread Maker 4 kg of Honey
(See Bee Keeper Change In Repositioning Curve/Str8 Line)
Now Bee Keeper = 6 kg of Honey & 16 kg of Bread and Bread Maker = 10kg of Honey & 54 kg of Bread
-Absolute advantage = the comparison among producers of a good according to their productivity 
-Opp. Cost is inverse
-Interdependence and trade are desirable b/c they allow everyone to enjoy  a greater quant. and qual. of goods/services
-Person who can produce the good w/the smaller quantity of inputs is said to have absolute advantage in producing the good / person who has smaller opp. cost of producing the good is said to have the comparative advantage ; principle of comparative adv. applies to countries as well as to ppl ; economists use principle to advocate free trade
-A country should specialize in what it does best
-Price range is in btwn 2 opp. costs
-RE: Free trade some worker will lose jobs...they can find work in other sectors
-Trading w/another country is the same as a technological advancement re: PPF ; PPF shifts right
-PG. 64 in text book Q5 a/b/c
-Absolute advantage compares the quantities of inputs used in production while comparative advantage compares the opportunity costs
-Comparative advantage, not absolute advantage, determines the decision to specialize in production ; based on opportunity cost (comparative advantage)
-Absolute advantage is a comparison based on productivity 
-If self-sufficient, PPF = Consumption possibilities frontier
-If producers have different opportunity costs of production, trade will allow them to consume outside their PPF
-Low opp. cost of producing one good implies a high opp. cost of producing another good 
-Voluntary trade benefits all traders
-Gains from trade can be measured by the increase in total production and consumption that comes from specialization 
-If Germany’s productivity doubles for everything it produces, this will not alter its prior pattern of specialization b/c it has not altered its comparative advantage 
-If gains from trade based solely on comparative advantage and if all countries have the same opp. costs of production, there is no benefit to trade
-Consumer gets a > variety of goods at a much lower cost than he/she could produce themself...interdependence is necessary...there are gains from trade
***BEST WAY TO GET THIS CHAPTER IS TO DO THE PROBLEMS***

