Chapter 3: Gains from trade

Absolute advantage- Comparing the productivity of one person, firm, or a nation to that of another, producer requires a smaller quantity of inputs to produce a good is said to have the absolute advantage
Opportunity cost- measures trade-off between the two goods that each producer faces
Eg. 1) Rancher produces 1 kg of potatoes in 10 min, spends 10 min less producing on meat, rancher needs 20 min for meat to produce 1kg, she can only  produce .5 kg now OPPURTUNITY COST: 1 kg of potatoes is 0.5 kg of meat
2) Farmer produces 1 kg of potatoes in 15 min, he needs 60 min to produce 1 kg of meat, and 15 min would yield 0.25 kg of meat. OPPURTNITY COST: 1 kg of potatoes is 0.23 kg of meat
Comparative Advantage- describing the opportunity cost of two producers, producer who gives up less of other goods to produce Good X has the smaller opportunity cost and said to have the comparative advantage (Possible to have an absolute advantage in both goods, but impossible for one person to have a comparative advantage in both goods)
· Person specializes in producing a good which they have a comparative advantage , production in economy rises
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