1. Trade and specialization
a. Country A
i. 

ii. 
	Country A: The opportunity cost of food production in terms of clothing production foregone

	
	100% to 80%
	80% to 60%
	60% to 40%
	40% to 20%
	20% - 0%

	C2
	28
	25
	17
	12
	7

	C1
	25
	17
	12
	7
	0

	F2
	0
	4
	11
	15
	18

	F1
	4
	11
	15
	18
	21

	
	
	
	
	
	

	
	
	
	
	
	

	Answer
	-0.75
	-1.14
	-1.25
	-1.67
	-2.33



To calculate the opportunity cost of food production in terms of clothing production foregone, I had to divide the change in clothing by the change in food. The answers I got from these calculations have negative values because the Production Possibility Frontier (PPF) is always decreasing as we move along the x-axis. However, when looking at the absolute values of these answers, we can see that the opportunity cost is increasing because the more food that Country A wants, the more clothing they must give up each time. 
iii.

If Country A is becoming better at the production of food, the PPF will shift outwards. The production of clothing alone will remain at (28,0) because the country only got better at producing food, not clothes. Therefore, all points will reach outwards except for that one. 
iv.
If the country gets equally better at producing both food and clothing, the PPF will expand outwards on both axes. 





[bookmark: _GoBack]
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
	100%
	0

	80
	46
	80
	11

	60
	34
	60
	23

	40
	25
	40
	31

	20
	15
	20
	37

	0
	0
	0
	43





iii.
Using the relative efficiency method, we can look at how much of each good each country can produce when they devote 100% of their resources to that one specific good. Looking at the output of clothing for each country, we can see that Country A has an output of 28 and Country B has an output of 25. Looking at the output of food, Country A has an output of 21 and Country B has an output of 22. Therefore, Country A has the comparative advantage of clothing and Country B has the comparative advantage of food. If these countries specialize in the production of the good they have comparative advantage over, the total production of clothing would be 28 and the total production of food would be 22. 








2. Supply and demand problems
b. 
The sign of the slope for the quantity demanded is negative because as the price of the good goes up, the quantity demanded goes down. This is the law of demand. The sign of the slope for the quantity supplies is positive because as the price of the good goes up, the quantity supplied goes up. This is the law of supply.
c.
	Price
	Quantity Demanded
	Quantity Supplied

	0
	80
	-20

	1
	78
	-18

	2
	76
	-16

	3
	74
	-14

	4
	72
	-12

	5
	70
	-10

	6
	68
	-8

	7
	66
	-6

	8
	64
	-4

	9
	62
	-2

	10
	60
	0

	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

	29
	22
	38

	30
	20
	40

	31
	18
	42

	32
	16
	44

	33
	14
	46

	34
	12
	48

	35
	10
	50

	36
	8
	52

	37
	6
	54

	38
	4
	56

	39
	2
	58

	40
	0
	60



d. 
The reservation price for a demand function is defined as the highest price that can possibly be paid without the quantity demanded hitting 0. In this case, the reservation price would be between $39.50 and $40.00 but not including those two values. This is because when it is at $39.50, the quantity demanded is 1 and when it is at $40.00, the quantity demanded is 0. Within those values is the range where consumers are indifferent to buying and not buying the good in question. 
e.
	Quantity
	Price (Quantity Demanded)
	Price (Quantity Supplied)

	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.
Looking at the Supply and Demand Graph above, I can see that the equilibrium price is $25.00 and the equilibrium quantity is 30.  This is consistent to the data highlighted in question c. 
g. 
	Quantity
	Price (Quantity Demanded)
	Price (Quantity Supplied)
	Price (D')

	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


h.

i.
From part h, the new equilibrium price is $56.67 and the new equilibrium quantity is 93.33. The shift from D to D’ is an increase in demand. This is because when the demand curve shifts to the right, this signifies that a change has occurred that raises the quantity that buyers wish to purchase at any given price. Three factors that could have explained this shift in demand could have been change in consumers’ income, change in price of related goods, and change in the number of buyers. The new reservation price for curve D’ would be between $79.75 and $80.00 but not including those two values. This is because when it is at $79.75, the quantity demanded is 1 and when it is at $80.00, the quantity demanded is 0. Within those values is the range where consumers are indifferent to buying and not buying the good in question. It has increased in comparison to D because of the increase in demand that has occurred in curve D’. 
j.
	Quantity
	Price (Quantity Demanded)
	Price (Quantity Supplied)
	Price (D')
	Price (S')

	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



This new supply curve constitutes a decrease in supply because any change that lowers the quantity that sellers wish to produce at a given price shows a decrease in supply. 
k.


l. 
Based on the new supply curve, S’, the latest, new equilibrium price would be $65.00 and the new equilibrium quantity would be 60. Three factors that could have explained this shift in supply could be a change in the input prices, a change in expectations, and a change in the number of sellers. 

3. Questions about elasticity
i.
	Price
	Quantity Demanded (Business Travelers)
	Quantity Demanded (Vacationers)
	Revenue (Business Travelers)
	Revenue (Vacationers)
	Total Revenue (Both)

	$225 
	2700
	1500
	$607,500 
	$337,500 
	$945,000 

	$300 
	2500
	1200
	$750,000 
	$360,000 
	$1,110,000 

	$375 
	2300
	1100
	$862,500 
	$412,500 
	$1,275,000 

	$450 
	2100
	900
	$945,000 
	$405,000 
	$1,350,000 

	$525 
	1900
	600
	$997,500 
	$315,000 
	$1,312,500 


 
ii.
	Price Elasticity of Demand from $225 to $300

	Business Travelers
	Vacationers

	Price Elasticity of Demand = 

	
	

	
	

	-0.2692
	-0.7777

	Inelastic
	Inelastic



iii.
As the price increases from $220 to $300, the total revenue for business travelers increased by $142,500 and the total revenue for vacationers increased by $22,500. If a demand is inelastic, then an increase in the price would result in an increase in the total revenue. This is the case for both cases above. Therefore, the value I obtained is consistent with the direction of change in total revenue because if the price elasticity of demand is below 1, the demand is inelastic, which is the case for both values obtained above. 




iv. 
	Price Elasticity of Demand from $450 to $525

	Business Travelers
	Vacationers

	Price Elasticity of Demand = 

	
	

	
	

	-0.65
	-2.6

	Inelastic
	Elastic



v. 
The price elasticity of demand (PED) becomes more elastic as the price of the tickets increases. The PED for business travelers for the lower price range is 0.2692 and for the higher price range it is 0.65. The PED for vacationers for the lower price range is 0.7777 and for the higher price range it is 2.6. We can see from these values that as the price increases, the PED becomes more elastic because it is closer to 1 in the case of the business travelers and over 1 in the case of the vacationers. This makes sense because goods are more likely to be inelastic in the start because they are used to buying these goods. However, there will come a point where the prices become so high that people will begin to try to cut down and buy less of that good, no matter how necessary it is for them. They will begin to try to find and buy cheaper substitutes. 
vi.
For business travelers, airline tickets are a necessity. For vacationers, airline tickets would be more considered as a luxury. Business travelers are required to go on business trips and will tend to buy airline tickets no matter what the price is at the time of the year. There are sometimes substitutes that can be found, such as taking a train, but these are very limited. However, for the vacationers, these airline tickets are bought when the time is right. Vacationers tend to pick the cheapest time of the year to travel and to buy tickets because the vacation is not completely necessary. Therefore, if the prices go up a lot, vacationers will simply pick a different time to take their trip, making the airline tickets much more elastic, as opposed to business travelers who will have to buy the tickets at that exact time no matter the price, making the airline tickets more inelastic. 
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