
1
GENERAL

Study unit three explains how trade is possible when increasing costs are introduced. Students are introduced to the concept of production possibility frontiers and indifference curves.
2
FORMAT OF ASSESSMENT

This study unit is assessed in section B of the examination.  It is one of the optional questions students are presented with.

3
IMPORTANT AREAS IN THE STUDY UNIT

Pay attention to the following:

· Definitions of concepts (PPC, indifference curves, MRS, MRT)
· Equilibrium in isolation

· Basis of trade with increasing costs

· Equilibrium relative commodity prices in isolation and with trade
· Gains from exchange

· Gains from specialization

· Graphical illustrations of gains from exchange and specialization

· Explanation of graphical illustrations

4
ACTIVITIES TO DO

· The true or false questions at the end of the study unit. These help to develop an understanding of the chapter/unit.

· The essay questions at the end of the study unit. It is very important for students to practice these as they provide practice on how questions can be asked in the exam and also how students can structure their answers.

· Graphical illustrations and explanations.
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