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1. [bookmark: _GoBack] Trade and Specialization (Chapter 3) 

a) Country A’s production possibilities frontier:
i. 
ii. The opportunity cost of food in terms of clothing when the production of food is increasing is that the opportunity cost of producing food decreases as production increases. When production is at a minimum of 4 the opportunity cost is giving up 1.75 units of clothing but when the production increases to 100% the opportunity cost is only 1.33 compared to 1.75. 
	Clothing
	Food
	Opportunity Cost

	28
	21
	28/21= 1.33

	25
	18
	25/18= 1.39

	17
	15
	17/15= 1.13

	12
	11
	12/11= 1.09

	7
	4
	7/4= 1.75



iii. If Country A improves in the production of food, the production possibility curve will rise and increase at the food end of the curve and the opportunity cost of food in terms of clothing will decrease.
 
iv. If Country A improves equally at producing both food and clothing, the production possibility curve will expand and increase equally at both ends of the curve, overall remaining the same as well as the opportunity costs of the two products. 

b) Country B’s production possibilities frontier: 


i. 


ii. New 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. Country A has a comparative advantage in the production of clothing with a lower opportunity cost, when producing 1 unit of clothing Country A only has to give up 0.57 units of food and Country B has to give up 0.88 units of food. Country B has a comparative advantage in the production of food with a lower opportunity cost compared to Country A. When Country B produces 1 unit of food it only gives up 1.14 units of clothing and Country A gives up 1.75 units of clothing. 
Opportunity Cost of:
1 unit of Clothing					1 unit of Food
Country A	  0.571 units of food			      	1.75 units of clothing

Country B	  0.875 units of food				1.14 units of clothing




If IIf Country A was to only produce clothing the total production would be 28 units, using 100% of Country A’s resources devoted to clothing. If Country B was to specialize in food the total production would be 22 units of food, using 100% of Country B’s resources devoted to food.
 
2. Supply and demand problems (Chapter 4)
 
b. the sign of the slope is positive demand because it is increasing and negative supply because it is decreasing.

c. The market will be at its equilibrium when the price is $25, the quantity demanded and quantity supplied will both be equal at 30 units.


	Price
	Quantity demanded
	Quantity supplied

	0
	80
	-20

	5
	70
	-10

	10
	60
	0

	15
	50
	10

	20
	40
	20

	25
	30
	30

	30
	20
	40

	35
	10
	50

	40
	0
	60



e. 
	Quantity
	Demand
	Supply

	0
	40
	10

	2
	39
	11

	4
	38
	12

	6
	37
	13

	8
	36
	14

	10
	35
	15

	12
	34
	16

	14
	33
	17

	16
	32
	18

	18
	31
	19

	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

	80
	0
	50

	82
	-1
	51

	84
	-2
	52

	86
	-3
	53

	88
	-4
	54

	90
	-5
	55

	92
	-6
	56

	94
	-7
	57

	96
	-8
	58

	98
	-9
	59

	100
	-10
	60








f. 
	Quantity
	Demand
	Supply
	New market demand

	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



g. 
	Quantity
	D
	D'
	S
	s'

	0
	40
	80
	10
	35

	2
	39
	79.5
	11
	36

	4
	38
	79
	12
	37

	6
	37
	78.5
	13
	38

	8
	36
	78
	14
	39

	10
	35
	77.5
	15
	40

	12
	34
	77
	16
	41

	14
	33
	76.5
	17
	42

	16
	32
	76
	18
	43

	18
	31
	75.5
	19
	44

	20
	30
	75
	20
	45

	22
	29
	74.5
	21
	46

	24
	28
	74
	22
	47

	26
	27
	73.5
	23
	48

	28
	26
	73
	24
	49

	30
	25
	72.5
	25
	50

	32
	24
	72
	26
	51

	34
	23
	71.5
	27
	52

	36
	22
	71
	28
	53

	38
	21
	70.5
	29
	54

	40
	20
	70
	30
	55

	42
	19
	69.5
	31
	56

	44
	18
	69
	32
	57

	46
	17
	68.5
	33
	58

	48
	16
	68
	34
	59

	50
	15
	67.5
	35
	60

	52
	14
	67
	36
	61

	54
	13
	66.5
	37
	62

	56
	12
	66
	38
	63

	58
	11
	65.5
	39
	64

	60
	10
	65
	40
	65

	62
	9
	64.5
	41
	66

	64
	8
	64
	42
	67

	66
	7
	63.5
	43
	68

	68
	6
	63
	44
	69

	70
	5
	62.5
	45
	70

	72
	4
	62
	46
	71

	74
	3
	61.5
	47
	72

	76
	2
	61
	48
	73

	78
	1
	60.5
	49
	74

	80
	0
	60
	50
	75

	82
	-1
	59.5
	51
	76

	84
	-2
	59
	52
	77

	86
	-3
	58.5
	53
	78

	88
	-4
	58
	54
	79

	90
	-5
	57.5
	55
	80

	92
	-6
	57
	56
	81

	94
	-7
	56.5
	57
	82

	96
	-8
	56
	58
	83

	98
	-9
	55.5
	59
	84



3. Questions about elasticity (Chapter 5)

i. 
	Price
	QD (business travellers)
	QD (vacationers)
	Business revenue
	Vacationers revenue
	Total revenue

	$225
	2700
	1500
	$607500
	$337500
	$945000

	300
	2500
	1200
	750000
	360000
	1110000

	375
	2300
	1100
	862500
	412500
	1275000

	450
	2100
	900
	945000
	405000
	1350000

	525
	1900
	600
	997500
	315000
	1312500



ii. As the price of tickets rises from $225 to $300,using the midpoint method the price elasticity of demand for business travellers is -0.27 and the price elasticity of demand for vacationers is -0.78. Therefore the demand for both business travellers and vacationers is inelastic.
Business Travellers:
(2500-2700)/[(2500+2700)/2] 	= -0.27
(300-225)/[(300+225)/2]

Vacationers:
(1200-1500)/[(1200+1500)/2]	= -0.78
(300-225)/[(300+225)/2]

iii. [image: ]The value I obtained is consistent with the direction of the change in total revenue because when demand is inelastic, price and total revenue will move in the same direction. Therefore when the price increases so will the total revenue as seen in the chart above.
 
iv. As the price of tickets rises from $450 to $525, the price elasticity of demand for business travellers is -0.6 and the price elasticity of demand for vacationers is -2.6. The demand for business travellers is inelastic and the demand for vacationers is elastic.
v. Business Travellers:
(1900-2100)/[(1900+2100)/2] 	= -0.6
(525-450)/[(525+450)/2]

Vacationers:
(600-900)/[(600+900)/2]	= -2.6
(525-450)/[(525+450)/2]


vi. Vacationers might have a different elasticity than business travellers because most vacationers are spending their own money therefore they may think of the opportunity costs of spending money on a flight compared to staying at home, driving or taking the train. Vacationers elasticity becomes more elastic as prices increase because they are sensitive to the price change. Business travellers usually don’t have to pay for the expenses of a business trip therefore they don’t have to worry about comparing opportunity costs or costs in general and are less sensitive to price change, the business person isn’t worried about the costs of the flight because it’s not coming out of their pocket making their elasticity more inelastic compared to vacationers. 
Country B
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	Clothing
Food
World
Food	53.0	46.0	34.0	25.0	7.0	0.0	0.0	11.0	23.0	31.0	37.0	43.0	Clothing
Food
Country A
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	Clothing
Food
Country A
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	Clothing
Food
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