
Chapter 2

have two countries (Canadiana and Americana) and two goods (oranges and pendils).
By expending one unit of labor, Canadiana can produce one orange. Altematively,

Canadiana could use one unit of labor to produce four pendils. For an equal

comn-nitment of labor, Amnericana cari produce five oranges or three pencils. Clearly

Canadiana bas an absolute advantage in producing pécils, and Americana lias an

ab'solute advantage in producing oranges. Assume that people in Canadiana will,

exchange one pencil for one orange. Americana could shift one unit of labor from

produding pendils to producing oranges (it is beginning to spedialize ln orange

production). If Americana can trade five of its oranges for five pendils produced by

Canadiaria, it will gain two pendils (Le., by moving one unit of labor from its own

production of pencils, three pendis less are produced but five pendils are gained from

trading). The five units of oranges Canadiana receives from trading would have

required it to expend five units of labor time if they were produced domestically. If

Canadiana had used this labor time producing pendils, it could have produced twenty


