
Chapter 3: Interdependence and The Gains From Trade

Opportunity Cost and Comparative Advantage
possible for one to have an absolute advantage on both goods
impossible for one person to have comparative advantage on both goods: opportunity cost of one good is the inverse of the opportunity cost of the other 
if one person’s opportunity cost is high for one good, it will be low for the other good

Comparative Advantage and Trade
gains from specialization and trade aren't based on absolute advantage
based on comparative advantage
when one specializes in producing the good that they have comparative advantage over, total production of economy rises
trade allows everyone to specialize in activities in which they have a comparative advantage 

Price of Trade
- for both parties to gain from trade, the price at which they trade must lie between the two opportunity costs 




Efficiency - producing more with the same amount of inputs
—> productivity 
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