
Ecc exam revision 
Week1 introduction to microeconomics 

Opportunity cost:  whenever you make a choice you have to give up other alternative options, the 

opportunity cost of a choice is the next best alternative that you gave up when you made your 

choice. 

Comparative advantage (opportunity cost): if tom has a lower opportunity cost than Becky when 

producing one kilogram of tomatoes, then we say that tom has a COMPARATIVE ADVANTAGE in 

tomato production. If two people have different opportunity costs then specialisation in production 

can make them both better off. There are gains from trade if each person specialises in production 

according to comparative advantage. 

 Hours of work per kg of 
potatoes 

Hours of work per kg of 
tomatoes 

Tom  4 8 

Becky  2 6 

 

If Becky requires less inputs to produce one kilogram of tomatoes than tom, then we say that Becky 

has an ABSOLUTE ADVANTAGE in tomato production. Here Becky has an absolute advantage in both 

making potatoes and tomatoes as she requires less time than tom. 

Absolute advantage has nothing to do with potential gains from trade. These depend on relative 

ability, i.e., opportunity cost 

 Opportunity cost of 1 kg of 
potatoes (in tomatoes 
foregone) 

Opportunity cost of 1 kg of 
tomatoes (in potatoes 
foregone) 

Tom  ½ kg 2kg 

Becky  1/3 kg 3 kg 

 

• Just the inverse 

Production and consumption in the absence of specialisation 

 Potatoes  tomatoes 

Tom  6 kg 3 kg 

Becky 12 kg 4 kg 

total 18 kg 7 kg 

 

Production and consumption with specialisation 

 Potatoes  tomatoes 

Tom  0 kg 6 kg 

Becky 21 kg 1 kg 

total 21 kg 7 kg 

 



Microeconomics: the study of how households 

and firms make decisions and how they interact 

in markets 

Macroeconomics: the study of economywide 

phenomena, including inflation, unemployment 

and economic growth 

Positive statements: claims that attempt to 

describe the world as it is 

Normative statements: claims that attempt to 

prescribe how the world should be 

The PPF for countries is bowed out due to 

diminishing marginal rate of transformation. 

Efficient if operating on the line of PPF. 

Week 2 competitive market model 

Competitive market: a market in which there are many buyers and many sellers so that each has a 

negligible impact on the market price. 

Normal good: a good for which, other things being equal, an increase in income leads to an increase 

in quantity demanded 

Inferior good: a good for which, other things being equal, an increase in income leads to a decrease 

in quantity demanded 

Substitutes: two goods for which a decrease in the price of one good leads to a decrease in the 

demand for the other good 

Complements: two goods for which a decrease in the price of one good leads to an increase in the 

demand for the other good 

- If the price is above the equilibrium price, then the quantity that producers would like to sell 

exceeds the quantity that consumers would like to buy. There is excess supply, and we 

expect the price to fall. Surplus  

- If the price is Below the equilibrium price, then the quantity that producers would like to sell 

is less than the quantity that consumers would like to buy. There is excess demand, and we 

expect the price to rise. Shortage  

In a competitive market, there are many buyers and sellers, each of whom has little or no influence 

on the market price. 

determinants of the quantity demanded include income, tastes, expectations, and the prices of 

substitutes and complements. If one of these other determinants changes, the demand curve shifts. 

determinants of the quantity supplied include input prices, technology and expectations. If one of 

these other determinants changes, the supply curve shifts. 

 

 



 


