Economics Chapter 3:
Specialization:
· Absolute Advantage: comparison among producers of a good according to their productivity
· Producer that requires a smaller quantity of inputs to produce a good is said to have an absolute advantage in producing that good
· Possible to have an absolute advantage in both goods, impossible to have comparative advantage in both
· Opportunity Cost and Comparative Advantage:
· Opportunity cost: whatever must be given up to obtain some item
· Comparative advantage: the comparison among producers of a good according to their opportunity cost
· The producer who gives up less of other goods to produce good X has the smaller opportunity cost of producing good X and is said to have a comparative advantage in producing it
· Unless two people have the same opportunity cost, one person will have a comparative advantage in one good, and the other person will have a comparative advantage in the other good
· Comparative Advantage and Trade:
· Gains from specialization and trade are based on comparative advantage, not absolute
· When specialization occurs, total production in the economy rises
· Price of Trade:
· For both parties to gain from trade, the price at which they trade must like between the two opportunity costs
Application of Comparative Advantage:
· Should Canada trade with other countries:
· Imports: goods and services produced abroad and sold domestically
· Exports: goods and services produced domestically and sold abroad
· International trade can sometimes make some individuals worse off because even though it makes the country better off as a whole it may not match their tastes
Summary:
· Each person consumes goods and services produced by many other people, both locally and internationally. Interdependence and trade are desirable because they allow everyone to enjoy a greater quantity and variety of goods and services
· There are 2 ways to compare the ability of 2 people in producing a good. Person who can produce the good with smaller quantity of inputs has an absolute advantage, person who has smaller opportunity cost has a comparative advantage. Gains from trade based on comparative.
· Trade makes everyone better off because it allows people to specialize in those activities in which they have a comparative advantage
· [bookmark: _GoBack]Principle of comparative advantage applies to countries, economists use it to advocate free trade
