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Chapter 3 Interdependence and the Gains

INTRODUCTION

from Trade

3—1 A Parable for the Modern Economy

3—1a Production Possibilities
e Frank and Ruby Production Possibilities Frontier

Panel (a) shows the production opportunities available to Frank the farmer and Ruby the
rancher. Panel (b) shows the combinations of meat and potatoes that Frank can produce.
Panel (c) shows the combinations of meat and potatoes that Ruby can produce. Both
production possibilities frontiers are derived assuming that Frank and Ruby each work

FIGURE 1

The Production Possibilities
Frontier

8 hours per day. If there is no trade, each person’s production possibilities frontier is also
his or her consumption possibilities frontier.

(a) Production Opportunities

Minutes Needed to Amount
Make 1 Ounce of: Produced in 8 Hours
Meat Potatoes Meat Potatoes
Frank the farmer 60 min/oz 15 min/oz 8 0z 32 0z
Ruby the rancher 20 min/oz 10 min/oz 24 oz 48 oz
(b) Frank’s Production Possibilities Frontier (c) Ruby’s Production Possibilities Frontier
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3—1b Specialization and Trade
e Frank and Ruby Production Possibilities Frontier with Trade

The proposed trade between Frank the farmer and Ruby the rancher offers each of them FIGURE 2

a combination of meat and potatoes that would be impossible in the absence of trade. In

panel (a), Frank gets to consume at point A* rather than point A. In panel (b), Ruby gets How Trade Expands the Set of
to consume at point B* rather than point B. Trade allows each to consume more meat and Consumption Opportunities

more potatoes.

(a) Frank’s Production and Consumption

(b) Ruby’s Production and Consumption
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(c) The Gains from Trade: A Summary
Frank Ruby
Meat Potatoes Meat Potatoes

Without Trade:
Production and Consumption 4 0z 16 oz 12 oz 24 oz
With Trade:
Production 0oz 32 0z 18 oz 12 oz
Trade Gets 5 oz Gives 15 oz Gives 5 oz Gets 15 0z
Consumption 50z 17 oz 13 oz 27 oz
GAINS FROM TRADE:
Increase in Consumption +1 oz +1 oz +1 oz +3 0z

3—2 Comparative Advantage: The Driving Force of Specialization
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2a Absolute Advantage

EISLE (absolute advantage) : —NEFFERLEA— DA EEDAIRNE FEKM
Y imAIsE

2b Opportunity Cost and Comparative Advantage

HIERA (opportunity cost) - 4T SR RAMGERE L FIMANRT

EERRILE (comparative advantage) . —PNEFZFEMET A—MEFENVSRAL
M) mAYRE

Frank and Ruby’'s Opportunity Cost:

TABLE 1
Opportunity Cost of:
1 oz of Meat 1 oz of Potatoes The Opportunity Cost of Meat and
Potatoes
Frank the farmer 4 oz potatoes Y4 0z meat
Ruby the rancher 2 oz potatoes Y2 0z meat

3—2c Comparative Advantage and Trade

R TUERS ENEPAERE, BACEAMTUE I TAEMMNBER RIS
V=3

3—2d The Price of the Trade

One general rule: XYMBEZH KRN AME . M1HTREZHONMEERFYIS A
Z [g]

3—3 Applications of Comparative Advantage

3—3a Should LeBron James Mow His Own Lawn?

3—3b Should the United States Trade with Other Countries?

HOM (imports) . EEINEFMEERNEENY &
H O (exports) . EERNE~mMERIMEENY M



