
Comparative Advantage

Opportunity cost: What you give up to get something 
Gains from trade: Instead of trying to make everything you need yourself, you will be better off specializing in things you’re really good at doing, and trade some of it for things that other people are netter at making than you
Self-sufficiency keeps you down: Imagine if you made all your own clothes, grew all your own food, and built your own shelter- all with components you harvested or made yourself. You would be a mess
How do I know what to specialize in? You need to compare your opportunity costs with the opportunity costs of potential trading partners 
How do I calculate my opportunity costs: What you have to give up to get a unit of something
How do I figure out how much I have to give up?: We need hard facts or data about what you are capable of producing  
Your production possibilities: The data or facts about how much of each good or service you could produce per period or with a unit of production

Chapter 3 table(meat and potatoes example)

Gains from trade: Trade allows you to cons

Absolute advantage: Whoever can produce more of a product in a particular period or with a unit of productive resources has an absolute advantage in the production of that product
We could say that they have the highest productivity

Comparative vs absolute:
-Productivity 
Opportunity cost
You have an absolute advantage if you are the least-cost producer (ore most efficient producer) in the production of every good or service
You have a comparative advantage if you gave the lowest opportunity cost in the production of a particular good or service 

Who should produce what
Comparative advantage: compare each person’s opportunity cost in producing a particular product.

Steps to discover comparative advantages:
1. List the data 
2. Calculate the opportunity costs on a “per unit” basis
3. Identify the lowest opportunity cost for each product
(one person will have the lowest oppr cost in one product and the other will have the lowest oppr cost in the other product)
Calcu in the binder


The exchange rate for trade:
· There are two ways to get a product:
· Produce it yourself or produce something else that you trade away to get it 
· An exchange rate that is between the opportunity costs of the potential trade partners allows each person to obtain

Slope of ppf is opportunity cost:
On a graph the slope of a line is: rise/run or y/x
If meat is on the vertical axis and potatoes on the horizontal axis, then the slope is: meat/potatoes 

Opportunity cost is CONSTANT for individuals:
· Unlike the concave PPF of a country, the ppf of a person is a straight line with a constant slope, which reflects constant opportunity costs.
· This is because one person will have the same ability to produce more unit of a product regardless if they are producing just a little or a lot of it
· (when a country wants to produce more of something, it must transfer resources that are less and less productive in the alternate field, so that the opportunity cost rise ‘

How do they settle on an exact exchange rate for trade?
· By negotiating 
· Markets will determine the exchange rates for trade, just as they determine most prices for goods and services within the economy 

Does getting more of both goods always make us better off?
· No 
· Just because a point is beyond your ppf (production possibility frontier), it doesn’t necessarily mean that you would be better off consuming the combination of products represented by that point. Clearly, there is more to this, and you can learn about the fuller analysis is a more advanced micro course. 

PPF:
 
 






[bookmark: _GoBack]

Comparative Adantage.

[ A —

g o e S
i S PR ———
e e
ot h e st o of o s o

]

St e W o s s o e e s
e e o e At A P
R v s b

oo tae gy e et ot ot o).
e ot eyt

et g e ot 5 5
ety

et . .

3w e e et




