TELFER SCHOOL OF MANAGEMENT

UNIVERSITY OF OTTAWA


ADM 4354, Winter 2017, Quiz #1

Questions 1-14 are based on the following information:
Assume a world consists of only 2 countries: Armenia (A) and Barbados (B), which can produce only 2 products: watermelons and fish. 
Armenia can produce 1000 tons of watermelons and no fish, or 500 tons of fish and no watermelons, or any linear combination of watermelons and fish between these two combinations. 

Barbados can produce 3000 tons of watermelons and no fish, or 2000 tons of fish and no watermelons, or any linear combination of watermelons and fish between these two combinations. 

Countries can freely trade with each other.
 1) Which country (Armenia and Barbados, both, or neither) has comparative advantage in producing watermelons?
Answer:_______ Armenia  since 500/1,000<2,000/3,000__________
2) What is the opportunity cost of producing watermelons in Armenia?
Answer:______ 500/1000=0.5_____

3) What is the total world production of fish if Armenia produces 500 tons of watermelons?
Answer: World production of fish is 2,250 tons.

Solution: Armenia has CA in watermelons. If Armenia produces just 500 tons of watermelons it means that they produce 250 tons of fish (since PPC of Armenia is: f=-0.5w+500, so if w= 500 then f=250) and Barbados produces fish only . Total world production of fish is 250+2,000=2,250 tons.
4) How many tons of watermelons are produced in Barbados if the total world production of watermelons is 1750 tons?

Answer:_____750________

Solution: Armenia has CA in watermelons, so Armenia produces first 1,000 tons of watermelons. The rest of watermelons is produces by Barbados 1,750-1,000=750 
5) Given the price of watermelons of $240 per ton, find the minimum possible price of fish in equilibrium?
Answer: minimum is $360

Solution: possible price of watermelons can be within the interval [360; 480] 
6) Which country benefits from trade (Armenia, Barbados, both, or neither) if the price of watermelons is $240 per ton and the price of fish is the minimum possible price that can exist in equilibrium (i.e., the price that you were supposed to find in Question 5)
Answer: Armenia.

Solution: If prices are pw=240 and pf=360 then Armenia specializes and produces watermelons only. Subsequently, they can sell watermelons for fish. At these prices they are getting 1 fish for every 1.5 watermelons sold, whether it took 2 watermelons to buy 1 fish in autarky.  

7) If the prices specified in Question 6 prevail, which of the statements below best describes the production of fish in Barbados?

a) It must be equal to 2000 tons

b) It must be equal to 1000 tons

c) It must be equal to zero

d) It must be between 1000 and 2000 tons but does not have to be exactly equal to 1000 or 2000
e) It must be between 0 and 1000 tons but does not have to be exactly equal to 0 or 1000
f) None of the above
Explanation: Since on this interval Barbados produces both products their production of fish can be anywhere between 0 and 2000.
8) Assuming the prices specified in Question 6 prevail, which of the statements below best describes the production of fish in Armenia?

a) It must be equal to 500 tons

b) It must be equal to 250 tons

c) It must be equal to zero

d) It must be between 250 and 500 tons but does not have to be exactly equal to 250 or 500

e) It must be between 0 and 250 tons but does not have to be exactly equal to 0 or 250
f) None of the above

Explanation: Since on this interval Armenia produces watermelons only.


9) What is the world production of fish if both countries benefit from trade?

Answer: _____2,000 tons_____

For questions 10-14 assume that people in both countries would like to consume equal amounts of watermelons and fish
10) Which country benefits from trade (Armenia, Barbados, both, or neither)?
Ans: ___ Armenia ___

11) What is the world production of fish?

Ans: ___1,600____
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12) If price of fish is $480 per ton, what is the price of watermelons?

Ans: ___$320___
Solution: Since Barbados produces both products, pf=480 then if pw=480*2000/3000=320.
13) If the price of fish is $480 per ton, what is Armenia's GDP?

Ans: __$320,000__
Solution: Armenia produces 1000 watermelons and no fish, price of watermelons is $320, so
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14) How much fish is CONSUMED in Armenia?

Ans: ___400 tons___

Solution: 
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15) Before signing PTA with Russia, Byelorussia has been importing beluga caviar from Norway. The price of caviar in Norway is $9,000 per kg (yes, beluga caviar is that expensive!). The price of caviar in Russia is $10,000 per kg. Byelorussia has a 20% tariff on all fish products imported from countries that are not PTA members and imports a total of 500 kg of beluga caviar each year. Does signing the PTA agreement increase or decrease Byelorussia’s total (as a country) wellbeing from caviar import? Please specify whether Byelorussia wins or loses money and how much.
Ans: __$5,000 loss__

Solution: Before PTA Byelorussia was losing $9,000 to foreigners (tariff money stayed in the country), after the PTA they are losing 10,000, Since 500kg are purchased every year, the total annual loss is 500*1,000= 5,000 
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