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Pr1nc1ples of Microeconomics - Classroom Experiment (2): Gains from Trade
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You are divided into 20 groups, each getting 8 random cards to earn points by forming these combos:
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Flush Five cards from the same suit (Spades, Hearts, Clubs, Diamonds)
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Full House | Three cards the same and two cards the same (number) (EX: xxxzz)
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Straight Five cards in a sequence (A2345, 23456, ...., 10JQKA, JQKA?2)
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Five of a Kind Five cards the same (number) (EX: XXXXX)
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Straight Flush Five cards in a sequence and from the same suit
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The experimenter will distribute the cards, announce the trading rules at the beginning of each round and
then you may start to trade with others. Trades should be voluntary and irreversible. However, you may
trade as many times as you want within the time limit. At the end of the round, each group should hand in

their “best hand” in return for points. Total points divide by 4 will be the course credits you earn.
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Note. Your trading partner is different in each group, so pay attention to the experimenter’s announcements.
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Rule Name
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Autarky ‘— No trade at all. Every group can only use their own 8 cards to form combos.
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Neighbors "‘ You may trade with the group you are paired with. (Please do not stand up!)
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Free Trade B You may trade with any group in the room. (Feel free to stand up and trade!)
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Answer the following questions ¥ ¥ T 7| ¥ 4% :
1. Did your points increase each round? How about others? = if* %218 & & w & ’F’Ei\‘g’ v P H W R 9

2. Where do you think these increases come from? gt 3 v e118 & §_j 742 ke Q

3. If there were always gains from trade, why would people complain about globalization? 4-% < % %,
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In-class Homework: Gains from Trade

4. Consider two people, Fritz and Lou. Fritz and Lou can produce two goods. They can produce socks
and they can produce corn. In a given year, Fritz could produce 500 socks or 1,000 ears of corn. Lou,
on the other hand, could produce 25 socks or only five ears of corn.

a. What is the opportunity cost for Fritz to produce socks? What about Lou?
b. Who has absolute advantage in producing socks? What about corn?
c. Can Fritz and Lou both benefit from trade? Why or why not?



