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Answer Key

[2 points each]
	1. C
2. D
3. A
4. C
5. B
6. D
7. B
8. B
9. D
10. D
	11. B
12. D
13. E
14. D
15. B
16. B
17. D
18. B
19. C
20. A
	21. A
22. B
23. C
24. D
25. E
26. A
27. D
28. A
29. A
30. C
	31. A
32. A
33. B
34. A
35. D
36. A
37. D
38. C
39. C
40. B



41. [9 points]  Note that “?” means “ambiguous”.
	
	No Change in Supply
	An Increase in Supply
	A Decrease in Supply

	No Change in Demand
	No change in P or Q
	P↓, Q
	P, Q↓

	An Increase in Demand
	P, Q
	P?, Q
	P, Q?

	A Decrease in Demand
	P↓, Q↓
	P↓, Q?
	P?, Q↓


42. a.	[2 points for each country; 4 points in total]

b. The slope of the PPFs represent the opportunity cost of computers.  Refer to table below.  Since the opportunity cost of computers is less in Japan than Canada, Japan has a comparative advantage in computers and will export computers (and import wheat).  Since the opportunity cost of wheat is less in Canada than in Japan, Canada has a comparative advantage in wheat and will export wheat (and import computers).  [3 points]

	Opportunity cost of computers
	Opportunity cost of wheat

	Canada
	Japan
	Canada
	Japan

	= 10 tonnes of wheat
	= 5 tonnes of wheat
	= 0.1 computers
	= 0.2 computers



c. Japan will want to be paid at least 5 tonnes of wheat for every computer it exports, since this is what it would have paid in the no trade case.  Canada will pay no more than 10 tonnes of wheat for a computer, since this is what it would have paid in the no trade case.  Thus, the range of prices is from 5 to 10 tonnes of wheat per computer.  [3 points]

43. [bookmark: _GoBack]Whether it is levied on producers or consumers, the effects of a tax will be the same.  This is shown in the diagram below.  If producers are required to remit the tax (as is the case for Alberta’s hotel room tax), then the supply curve shifts left to ST; if consumers are required to remit the tax, then demand shifts left to DT.  (Because the tax is levied as a percentage of the room price, the decrease in supply or demand will be larger at higher prices.)  In both cases, the tax will cause the consumer price (PC) to rise, and the price hotels receive (PP) to fall, relative to the equilibrium price (P*).  The tax will also cause the equilibrium quantity demanded of hotel rooms to fall from Q* to QT.  The difference between the consumer and producer prices at the lower equilibrium quantity demanded equals the amount of the tax.  The burden of the tax will be shared between consumers and producers (hotel owners).  [3 points]

In the short run, the supply of hotel rooms is inelastic – the number of rooms available is fixed.  As a result, the burden of the tax will fall most heavily on producers (who may or may not live in Alberta).  [1 point]
In the long run (not shown in the diagram above), both the supply and demand curves are quite elastic.  It is possible that the tax incidence would be shared fairly equally between producers and consumers (who also may or may not live in Alberta).  However, the fall in the number of rooms rented would be much larger, so that workers in the hotel industry (who typically would live in Alberta) would bear a large burden.  [1 point]
More information is needed to determine who actually wins and who loses, and by how much.  However, it is unclear that the tax benefits Alberta because the tax burden mostly falls on out-of-province tourists and business persons as the supporters of the tax argue.
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