1. Trade and Specialization

a) Country A

i.


ii. Opportunity Cost of Food in Terms of Clothing:

Opportunity Cost =  Clothing /  Food

100% to 80% = 28 – 25/ 0 – 4
= 3/-4
= -0.75

80% to 60% = 25 – 17/4 – 11
= 8/-7
= -1.14

60% to 40% = 17 – 12/11 – 15
= 5/-4
= -1.25

40% to 20% = 12 – 7/15 – 18
= 5/-3
= -1.67

20% to 0%= 7 – 0/18 – 21
= 7/-3
= -2.33

To calculate the opportunity cost of food in terms of clothing when the production of food is increasing, I had to calculate the change in clothing divided by the change in food.  The answers that I derived from the calculations shown above have negative values.  The negative values are due to the negative slope on the production possibilities frontier.  A production possibilities frontier has a negative slope because of scarcity and the effects of tradeoff.  Therefore we use the absolute value of the opportunity cost and in this case it is increasing.  Each time Country A wants more units of food, they have to give up more and more clothing each time they require another serving of food.  This illustrates the law of increasing opportunity cost.  As you go down and along the graph, it seems to get steeper and more flat, which means that Country A is giving up more and more food each time. 

iii.  If country A is increasing in the productivity of food, then the production possibilities curve will shift outward.  In this case, the specific point on the x-axis (output of clothing) will remain the same at (28,0).  Any improvement in the technology of producing food will not expand the production of clothing if all that is produced is clothing.  The rest of the curve will arch upwards to a higher output of food on the y-axis as shown below.  This is the result due to the fact that only one factor increased in productivity and the other data remained the same.  This also concludes that the production of both clothing and food increases due to the expansion in resources increasing the attainable production area.   


iv.  If the country gets equally better at producing clothing and food, the production possibilities curve will expand outwards radially at all points.  

















b) Country B

i.


ii.
	World Production Possibilities Table

	Resources Devoted to Clothing
	Output of Clothing
	Resources Devoted to Food
	Output of Food

	100%
	53
	0%
	0

	80
	46
	20
	11

	60
	34
	40
	23

	40
	25
	60
	31

	20
	15
	80
	37

	0
	0
	100
	43



















iii.  To determine what country has the comparative advantage in the production of food and clothing, I have to compare the specific opportunity costs.  For country A, the opportunity cost of the production of clothing in terms of food foregone is (0.43, 0.60, 0.80, 0.88, and 1.33).  For country B, the opportunity cost of the production of clothing in terms of food foregone is (0.38, 0.60, 1.00, 1.25, and 1.75).  The opportunity cost is higher in country B because country B has to give up more food for each additional unit of clothing.  Therefore, country B has a comparative advantage in the production of food because the tradeoff rate is more favorable for that good.  Country A has a comparative advantage in the production of clothing. 

2.  Supply and Demand Problems

b.  The sign of the slope for the quantity demanded is negative.  The demand curve has a negative slope due to the law of demand.  As the price goes up, the quantity demanded goes down.  The sign of the slope for the quantity supplied is positive.  The supply curve has a positive slope due to the law of supply.  As the price goes up, the quantity supplied goes up.

c.  The equilibrium price is when quantity demanded is equal to quantity supplied.  In this case the equilibrium price is at $25 when both quantities are equal to 30 as shown in the table below.  
	Price
	Quantity Demanded
	Quantity Supplied
	29
	22
	38

	     0
	80
	-20
	30
	20
	40

	1
	78
	-18
	31
	18
	42

	2
	76
	-16
	32
	16
	44

	3
	74
	-14
	33
	14
	46

	4
	72
	-12
	34
	12
	48

	5
	70
	-10
	35
	10
	50

	6
	68
	-8
	36
	8
	52

	7
	66
	-6
	37
	6
	54

	8
	64
	-4
	38
	4
	56

	9
	62
	-2
	39
	2
	58

	10
	60
	0
	40
	0
	60

	11
	58
	2

	12
	56
	4

	13
	54
	6

	14
	52
	8

	15
	50
	10

	16
	48
	12

	17
	46
	14

	18
	44
	16

	19
	42
	18

	20
	40
	20

	21
	38
	22

	22
	36
	24

	23
	34
	26

	24
	32
	28

	25
	30
	30

	26
	28
	32

	27
	26
	34

	28
	24
	36




d.  The reservation price for a demand function is the highest price that can possibly be paid without quantity demanded hitting 0.  In this case the reservation price is between 39 and 40.  When the price is $40, the quantity demanded is 0 and when the price is $39 the quantity demanded is 2.  Therefore, the reservation price has to be in between those two prices.  
e.
	Quantity
	Price (Quantity Demanded)
	Price (Quantity Supplied)
	80
	0
	50

	0
	40
	10
	82
	-1
	51

	2
	39
	11
	84
	-2
	52

	4
	38
	12
	86
	-3
	53

	6
	37
	13
	88
	-4
	54

	8
	36
	14
	90
	-5
	55

	10
	35
	15
	92
	-6
	56

	12
	34
	16
	94
	-7
	57

	14
	33
	17
	96
	-8
	58

	16
	32
	18
	98
	-9
	59

	18
	31
	19
	100
	-10
	60

	20
	30
	20

	22
	29
	21

	24
	28
	22

	26
	27
	23

	28
	26
	24

	30
	25
	25

	32
	24
	26

	34
	23
	27

	36
	22
	28

	38
	21
	29

	40
	20
	30

	42
	19
	31

	44
	18
	32

	46
	17
	33

	48
	16
	34

	50
	15
	35

	52
	14
	36

	54
	13
	37

	56
	12
	38

	58
	11
	39

	60
	10
	40

	62
	9
	41

	64
	8
	42

	66
	7
	43

	68
	6
	44

	70
	5
	45

	72
	4
	46

	74
	3
	47

	76
	2
	48

	78
	1
	49






f.  By using the supply and demand curve constructed in part e; I can determine the equilibrium price and quantity.  These values are at the point where the supply curve intersects with the demand curve.  The equilibrium price is $25 at a quantity of 30, which is consistent with the results calculated before.  

g.
	Quantity
	Price (Quantity Demanded)
	Price (Quantity Supplied)
	Price (D': New Quantity Demanded)

	0
	40
	10
	80

	2
	39
	11
	79.5

	4
	38
	12
	79

	6
	37
	13
	78.5

	8
	36
	14
	78

	10
	35
	15
	77.5

	12
	34
	16
	77

	14
	33
	17
	76.5

	16
	32
	18
	76

	18
	31
	19
	75.5

	20
	30
	20
	75

	22
	29
	21
	74.5

	24
	28
	22
	74

	26
	27
	23
	73.5

	28
	26
	24
	73

	30
	25
	25
	72.5

	32
	24
	26
	72

	34
	23
	27
	71.5

	36
	22
	28
	71

	38
	21
	29
	70.5

	40
	20
	30
	70

	42
	19
	31
	69.5

	44
	18
	32
	69

	46
	17
	33
	68.5



	48
	16
	34
	68

	50
	15
	35
	67.5

	52
	14
	36
	67

	54
	13
	37
	66.5

	56
	12
	38
	66

	58
	11
	39
	65.5

	60
	10
	40
	65

	62
	9
	41
	64.5

	64
	8
	42
	64

	66
	7
	43
	63.5

	68
	6
	44
	63

	70
	5
	45
	62.5

	72
	4
	46
	62

	74
	3
	47
	61.5

	76
	2
	48
	61

	78
	1
	49
	60.5

	80
	0
	50
	60

	82
	-1
	51
	59.5

	84
	-2
	52
	59

	86
	-3
	53
	58.5

	88
	-4
	54
	58

	90
	-5
	55
	57.5

	92
	-6
	56
	57

	94
	-7
	57
	56.5

	96
	-8
	58
	56

	98
	-9
	59
	55.5

	100
	-10
	60
	55






i.  The new market equilibrium price is $56.666 and the equilibrium quantity is 93.333.  The shift from D to D’ shows an increase in demand because as the price rises more, the quantity demanded is higher than before.  There are several factors that could have explained this shift in demand such as consumer income.  Depending on the consumer’s state of wealth, they may or may not be in the position to purchase that specific good.  This variable is subject to change at any time so it is unpredictable.  If the consumer’s income increased, they can choose to buy more of this good since they have the money to do so.  Another factor that could shift the demand curve is tastes.  There might be an increase in demand for this good because celebrities started using it more.  Due to popularity factors, more people have changed their tastes towards this specific good.  The last factor that could cause this shift is expectations.  If a consumer expects the price to increase in the future, they will buy the good now to get the better deal.  The new reservation price for D’ is  $79.75.

j.  This new supply curve represents an increase in supply because as the price increases, the quantity supplied is a higher amount than before.  
	Quantity
	Price (Quantity Demanded)
	Price (Quantity Supplied)
	Price (D': New Quantity Demanded)
	Price (S': New Quantity Supplied)

	0
	40
	10
	80
	35

	2
	39
	11
	79.5
	36

	4
	38
	12
	79
	37

	6
	37
	13
	78.5
	38

	8
	36
	14
	78
	39

	10
	35
	15
	77.5
	40

	12
	34
	16
	77
	41

	14
	33
	17
	76.5
	42

	16
	32
	18
	76
	43

	18
	31
	19
	75.5
	44

	20
	30
	20
	75
	45

	22
	29
	21
	74.5
	46

	24
	28
	22
	74
	47

	26
	27
	23
	73.5
	48

	28
	26
	24
	73
	49

	30
	25
	25
	72.5
	50

	32
	24
	26
	72
	51

	34
	23
	27
	71.5
	52

	36
	22
	28
	71
	53

	38
	21
	29
	70.5
	54

	40
	20
	30
	70
	55

	42
	19
	31
	69.5
	56

	44
	18
	32
	69
	57

	46
	17
	33
	68.5
	58

	48
	16
	34
	68
	59

	50
	15
	35
	67.5
	60

	52
	14
	36
	67
	61

	54
	13
	37
	66.5
	62

	56
	12
	38
	66
	63

	58
	11
	39
	65.5
	64

	60
	10
	40
	65
	65

	62
	9
	41
	64.5
	66

	64
	8
	42
	64
	67

	66
	7
	43
	63.5
	68

	68
	6
	44
	63
	69

	70
	5
	45
	62.5
	70

	72
	4
	46
	62
	71

	74
	3
	47
	61.5
	72

	76
	2
	48
	61
	73

	78
	1
	49
	60.5
	74

	80
	0
	50
	60
	75

	82
	-1
	51
	59.5
	76

	84
	-2
	52
	59
	77

	86
	-3
	53
	58.5
	78

	88
	-4
	54
	58
	79

	90
	-5
	55
	57.5
	80

	92
	-6
	56
	57
	81

	94
	-7
	57
	56.5
	82

	96
	-8
	58
	56
	83

	98
	-9
	59
	55.5
	84

	100
	-10
	60
	55
	85



k.


l.  Based on the new supply curve, the latest equilibrium price is $65 and the equilibrium quantity is 60.  There are several factors that could have contributed to this shift upward in the supply curve such as technology.  If there is an improvement in technology that reduces the amount of labour, then the supply curve will increase because more goods will be produced at each specific price.  Another factor that could be the determinant for this shift is the number of sellers.  If more companies decide to be apart of a specific business then the supply would increase.  The last factor that could shift this supply curve is input prices.  If the prices of the inputs used to produce this good decreases, then the company will buy more of the inputs to stock the supply.  This situation would cause an upward shift in the supply curve since they can produce more of the good at a specific price.  












[bookmark: _GoBack]3.  Questions About Elasticity

i.
	Price
	Quantity Demanded (Business Travellers)
	Quantity Demanded (Vacationers)
	Total Revenue (Business Travellers)
	Total Revenue (Vacationers)

	$225 
	2700
	1500
	$607,500 
	$337,500 

	300
	2500
	1200
	750,000
	360,000

	375
	2300
	1100
	862,500
	412,500

	450
	2100
	900
	945,000
	405,000

	525
	1900
	600
	997,500
	315,000



ii. Business Travellers: Price Elasticity of Demand from $225 to $300
Price Elasticity of Demand = (Q2 – Q1)/[(Q2 + Q1)/2]
                                                        (P2 – P1)/[(P2 + P1)/2]
= (2,500 – 2,700)/[(2,500 + 2,700)/2]
             (300 - 225)/[(300 + 225)/2]
= -200/2600
     75/262.5
= -0.2692
= Inelastic 

Vacationers: Price Elasticity of Demand from $225 to $300
Price Elasticity of Demand = (Q2 – Q1)/[(Q2 + Q1)/2]
                                                        (P2 – P1)/[(P2 + P1)/2]
= (1,200 – 1,500)/[(1,200 + 1,500)/2]
         (300 – 225)/[(300 + 225)/2]
= -300/1350
     75/262.5
= -0.7777
= Inelastic

iii.  As the price of tickets rises from $225 to $300, the total revenue for business travellers increases by $142,500 and the total revenue for vacationers increases by $22,500.  For both cases as the price increases, the total revenue increases which represents an inelastic demand.  Both values that I obtained using the mid point method correspond with the direction of the total revenue.  By using the mid point method, I proved that the type of demand elasticity is inelastic.  If the absolute value of the answer is below 1, there is an inelastic demand; if the answer is above 1, there is an elastic demand; and if the answer is equal to 1, the demand is unit elastic.  In both cases, the calculations resulted in numbers below 1, which concludes that the demand is inelastic between $225 and $300.    

iv. Business Travellers: Price Elasticity of Demand from $450 to $525
Price Elasticity of Demand = (Q2 – Q1)/[(Q2 + Q1)/2]
                                                        (P2 – P1)/[(P2 + P1)/2]
= (1,900 – 2,100)/[(1,900 + 2,100)/2]
         (525 - 450)/[(525 + 450)/2]
= -200/2,000
     75/487.5
= -0.65
= Inelastic

Vacationers: Price Elasticity of Demand from $450 to $525
Price Elasticity of Demand = (Q2 – Q1)/[(Q2 + Q1)/2]
                                                        (P2 – P1)/[(P2 + P1)/2]
= (600 - 900)/[(600 + 900)/2]
   (525 – 450)/[(525 + 450)/2]
= -300/750
    75/487.5
= -2.6
= Elastic

v.  As the price of airline tickets increases, the price elasticity of demand becomes more elastic.  You can notice this by comparing the answers drawn from the mid point method.  The PED for business travellers was approximately 0.3 and is now 0.65.  The PED for vacationers was approximately 0.78 and is now 2.6.  These numbers prove that there is a more elastic demand as price increases.  In most cases, I would expect that when products are at a higher price range, the demand tends to be more elastic.  This is due to the consumer’s willingness to buy a product.  When a product’s market value increases by a small amount, most people will still purchase it with no concerns.  When the product’s market value increases by a large amount, most people will respond to this price change and search for substitutes.  It is becoming more elastic because the quantity demanded is nearing the reservation price.    

vi.  Vacationers might have a different elasticity than business travellers for airline tickets due to the determinant of necessities versus luxuries.  Business travellers are required to go on these trips and must buy an airline ticket therefore it is a necessity.  They can search for other ways of transportation if the price increases but substitutes are limited in this case.  Vacationers buy airline tickets as a luxury purchase.  If the price increases, they have the opportunity to wait and find another date for the vacation.  Vacations occur when the time and price is right, therefore when the price rises there is an extremely elastic demand by this specific customer.  
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Price (Quantity Demanded)	0.0	2.0	4.0	6.0	8.0	10.0	12.0	14.0	16.0	18.0	20.0	22.0	24.0	26.0	28.0	30.0	32.0	34.0	36.0	38.0	40.0	42.0	44.0	46.0	48.0	50.0	52.0	54.0	56.0	58.0	60.0	62.0	64.0	66.0	68.0	70.0	72.0	74.0	76.0	78.0	80.0	82.0	84.0	86.0	88.0	90.0	92.0	94.0	96.0	98.0	100.0	40.0	39.0	38.0	37.0	36.0	35.0	34.0	33.0	32.0	31.0	30.0	29.0	28.0	27.0	26.0	25.0	24.0	23.0	22.0	21.0	20.0	19.0	18.0	17.0	16.0	15.0	14.0	13.0	12.0	11.0	10.0	9.0	8.0	7.0	6.0	5.0	4.0	3.0	2.0	1.0	0.0	-1.0	-2.0	-3.0	-4.0	-5.0	-6.0	-7.0	-8.0	-9.0	-10.0	Price (Quantity Supplied)	0.0	2.0	4.0	6.0	8.0	10.0	12.0	14.0	16.0	18.0	20.0	22.0	24.0	26.0	28.0	30.0	32.0	34.0	36.0	38.0	40.0	42.0	44.0	46.0	48.0	50.0	52.0	54.0	56.0	58.0	60.0	62.0	64.0	66.0	68.0	70.0	72.0	74.0	76.0	78.0	80.0	82.0	84.0	86.0	88.0	90.0	92.0	94.0	96.0	98.0	100.0	10.0	11.0	12.0	13.0	14.0	15.0	16.0	17.0	18.0	19.0	20.0	21.0	22.0	23.0	24.0	25.0	26.0	27.0	28.0	29.0	30.0	31.0	32.0	33.0	34.0	35.0	36.0	37.0	38.0	39.0	40.0	41.0	42.0	43.0	44.0	45.0	46.0	47.0	48.0	49.0	50.0	51.0	52.0	53.0	54.0	55.0	56.0	57.0	58.0	59.0	60.0	Price (D': New Quantity Demanded)	0.0	2.0	4.0	6.0	8.0	10.0	12.0	14.0	16.0	18.0	20.0	22.0	24.0	26.0	28.0	30.0	32.0	34.0	36.0	38.0	40.0	42.0	44.0	46.0	48.0	50.0	52.0	54.0	56.0	58.0	60.0	62.0	64.0	66.0	68.0	70.0	72.0	74.0	76.0	78.0	80.0	82.0	84.0	86.0	88.0	90.0	92.0	94.0	96.0	98.0	100.0	80.0	79.5	79.0	78.5	78.0	77.5	77.0	76.5	76.0	75.5	75.0	74.5	74.0	73.5	73.0	72.5	72.0	71.5	71.0	70.5	70.0	69.5	69.0	68.5	68.0	67.5	67.0	66.5	66.0	65.5	65.0	64.5	64.0	63.5	63.0	62.5	62.0	61.5	61.0	60.5	60.0	59.5	59.0	58.5	58.0	57.5	57.0	56.5	56.0	55.5	55.0	Price (S': New Quantity Supplied)	0.0	2.0	4.0	6.0	8.0	10.0	12.0	14.0	16.0	18.0	20.0	22.0	24.0	26.0	28.0	30.0	32.0	34.0	36.0	38.0	40.0	42.0	44.0	46.0	48.0	50.0	52.0	54.0	56.0	58.0	60.0	62.0	64.0	66.0	68.0	70.0	72.0	74.0	76.0	78.0	80.0	82.0	84.0	86.0	88.0	90.0	92.0	94.0	96.0	98.0	100.0	35.0	36.0	37.0	38.0	39.0	40.0	41.0	42.0	43.0	44.0	45.0	46.0	47.0	48.0	49.0	50.0	51.0	52.0	53.0	54.0	55.0	56.0	57.0	58.0	59.0	60.0	61.0	62.0	63.0	64.0	65.0	66.0	67.0	68.0	69.0	70.0	71.0	72.0	73.0	74.0	75.0	76.0	77.0	78.0	79.0	80.0	81.0	82.0	83.0	84.0	85.0	Quantity
Price
Country A: Production Possibilities Frontier
Output of Food	28.0	25.0	17.0	12.0	7.0	0.0	0.0	4.0	11.0	15.0	18.0	21.0	Output of Clothing
Output of Food
Country A: Production Possibilities Frontier
Output of Food	28.0	25.0	17.0	12.0	7.0	0.0	0.0	4.0	11.0	15.0	18.0	21.0	Output of Clothing
Output of Food
Country B: Production Possibilities Frontier
Output of Food	25.0	21.0	17.0	13.0	8.0	0.0	0.0	7.0	12.0	16.0	19.0	22.0	Output of Clothing
Output of Food
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