Unit 3 Notes:
· Absolute Advantage – Able to produce the good cheaper in terms of the resource. In this case the resource is time
· Compares productivity
· Comparative Advantage – Able to produce the good cheaper in terms of the other good
· Compares opportunity cost
· Compares the trade-off
· You do not need an Absolute Advantage to have a Comparative Advantage
· Absolute Advantage compares the input cost, whereas Comparative Advantage compares the Opportunity Cost.

· Specialization:
· Both parties will be better off if they specialize in what they have a Comparative Advantage in, and trade between themselves
· One will not trade if the price of acquiring one unit of good from trade is more expensive than his opportunity cost of that good. Vice Versa.

· Final Price is anywhere between the minimum of what the seller will sell for and maximum of what the buyer is willing to pay for.
· Specialization and Trade increases total amount of good for all parties.
· Benefits of specialization at the micro (individual) level
· Specialization of tasks benefits the society as a whole
· While some people may not have an Absolute Advantage, everyone has a Comparative Advantage in something
· [bookmark: _GoBack]Export – A good that is produced domestically and sold abroad – in our example, Pierce exported coconuts and Tom exported fish
· Import – A good that is produced abroad and sold domestically – in our example, Pierce imported fish and Tom imported coconuts
· Autarky – A nation that produces everything that it consumes – no trade
