Chapter 3

Comparative Advantage: The Basis for Exchange

Chapter Outline

I.  Introduction/Overview


A.  Comparative advantage


B.  Production possibilities curve

II.  Exchange and Opportunity Cost


A.  Scarcity Principle


B.  Absolute Advantage


C.  Comparative Advantage




1. different opportunity costs




2.  example with a table of data





a.  increasing total output with specialization





b.  alternative formats for tabular data




3.   Economic Naturalist 3.1: “Where have all the .400 hitters gone?”




4.  Sources of comparative advantage





a.  micro level






i.  resource differences






ii.  education, training, experience





b.  macro level






i.  natural resources






ii.  differences in culture or society


                          c.  Economic Naturalist 3.2: “Televisions and videocassette recorders were developed and first produced in the United States, but today, the US accounts for only a minuscule share of total world production of these products.  Why did the U.S. fail to retain its lead in these markets?”

III.  Production Possibilities in a One-Person Economy

A. Production possibilities curve


B.  Graphing PPC’s




1.  straight line/constant slope




2.  opportunity cost of goods




3.  Scarcity Principle




4.  Attainable versus unattainable points





a.  efficiency versus inefficiency


C.  Factors influencing the PPC




1.  productivity




2.  absolute versus relative efficiency

IV.  Production Possibilities in a Two-Person Economy


A.  Combining output of two workers


B.  Slope of the PPC


C.  Principle of Increasing Opportunity Cost (also known as the Low-Hanging-
  
      Fruit Principle)


D.  Expanding output through specialization

V.  Production Possibilities in a Many-Person Economy


A.  Smoothly bowed out PPC




1.  Law of Increasing Opportunity Cost

VI. Comparative Advantage and International Trade


A.  Gains from international trade


B.  Who gains from trade?
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