
Opportunity Cost Example: 
  1kg of Bananas 1kg of rabbit 
Alberto 0.5kg of rabbit 2kg of bananas 
Leo 1kg of rabbit 1kg of bananas 

  Comparative advantage is the ability to produce a good or service with a lower opportunity cost than another agent. If agents specialise with the production of goods they have a comparative advantage in this will led to gains from specialisation and both agents will be better off and constitutes the Principle of Comparative Advantage.    Parties are willing to trade if they are able to obtain the goods at a lower price than their opportunity cost of producing the same good.   Plotting an Economy wide PPC in a Two- Agent Economy  1. Find the extreme scenarios where both agents specialise in the same 2. Find the point in which each agent specialise in the good they have a  comparative advantage in 3. Plot the relevant points on the chart with which agent has the comparative advantage in the good   An Economy wide PPC is not straight and reflects how resources are scarce. The Low Hanging Fruit Principle (or increasing Opportunity Cost) states that in the process of increasing the production of a particular good, the resource with the lowest opportunity cost available is employed first.   The PPC can of an economy can increase if there is a change in resources like i. An increase in infrastructure ii. An increase in population/ labour force iii. Advancements in technology and knowledge   The Consumption Possibility Curve (CPC) represents all possible combinations of goods that the economy can feasibly consume when open to trade. The CPC and PPC can i. Be the same if the country is a closed economy ii. Be different, usually the CPC is higher than the PPC because trade relieves restriction on consumption   In the real economy the PPC will be a smooth curve as there is a immense number of agents. The shape is a bow due to the Low Hanging fruit Principle   To draw the CPC you need to derive the gradient. The gradient is determined by the relative prices of goods in the world market   Critiques to the model is we have a few improbable assumptions i. There is no psychological cost from performing one activity  ii. There are no transaction costs when trading iii. Specialising implies acquiring a lot of expertise in on activity, this represents a sunk cost (which is incurred at the beginning of an activity that cannot be retrieved later on) iv. Does not consider social norms and conflicts   


