Comparative Advantage 
· Regardless if a country has a higher living standard than the one it’s trading with, both can benefit from trade
· In the complete world we do not have equal models
· We assume that the PPF has a concave shape- if that’s the case we will have specialization but we won’t have complete specialization. The reason why we have straight line PPFs is it’s just a lot easier to work with than numbers 
· Total specialization is expected 
Terms of Trade 
· Won’t ask what the exact terms of trade are. Just demonstrate some terms of trade wich would lead to both countries being better off under the regime of trade as opposed to the regime under autarky 
· What if 4c exchanged for 2g? (comparative adv example)
· Germany -4C, +2G 
· Poland +4C, -2G
· The final consumption bundles: 
· Germany gets 11C and 2G
· Poland gets 2G and 4C
· In autarky, if Germany wanted 11C, it would have to settle for less than 2G (4/3 of grain). If Poland wanted 4C, it would end up with 0G. They both end up with better bundles than they would’ve had had they not traded. 
· This demonstrates the existence of gains from trade. Explain the significance of the gains from trade. It allows both parties to attain certain consumption bundles that they simply couldn’t get on their own 
· Related Q: What is the source of the gains from trade? The source of the rate of the gains from trade for the trade off in autarky just isn’t as favourable as it is in free trade off. There are always trade-offs, we have to make choices. 
· The rate of trade-off in the free trade regime is more favourable than it is in autarky
· 2c in exchange for 1 grain (free trade regime) 
· In Autarky, Germany had to trade 3 computers for one grain. Now it only has to give up 2.
·  For Poland, in Autarky, they would’ve had to give up 1G for a C, now it only has to give up ½ G
Supply & Demand
· What if Marijuana were to be legalized? What would happen in the supply and demand model? 
· Without information on the relative magnitudes (which curve shifts more), you would only know that quantity would rise. 
· If you have a situation where both curves shift, you’ll know for sure whether there’s an increase or decrease in equilibrium price or equilibrium quantity 
· Shift to the left is a decrease/contraction in supply
· 
