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Example, continue
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Should we depend on Absolute 
advantage?
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Comparative advantage
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Opportunity cost of TV
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Clarification of calculation
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Comparative advantage in TV
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Saudi Arabia is having comparative advantage over Egypt in producing TV



Opportunity cost of DVD player
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Clarification of calculation
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Comparative advantage in DVD
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= LowerHigher

Egypt is having comparative advantage over Saudi Arabia in producing DVD



Specialization in production

Saudi Arabia should produce only TV

Egypt should produce only DVD



Checking the assumptions
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100 hours (50+50)

6.25 TV + 11.5 DVD

10 TV + 25 DVD

16.25 TV 36.5 DVD



Checking the assumptions with 
specialization

Saudi 
Arabia

Egypt

TV
DVD 
player

8 4

5 2

100 hours

12.5 TV

50 DVD

12.5 TV 50 DVD



Two scenarios
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Which one is better?
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Unify as TV or DVD



Cost of TV
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All in DVD units
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Replace the value of 1 TV by 2.5 DVD

40.625 DVD + 36.5 DVD 31.25 DVD + 36.5 DVD

77.125 DVD 81.25 DVD



Range of TV prices
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2 units of DVD
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TV price will range between 2 – 2.5 units of DVD



Range of DVD prices
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Opportunity cost

0.5 units of TV

0.4 units of TV

DVD price will range between 0.4 – 0.5 units of TV
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