Trade and Specialization
a)
i. 









ii. As the production of food increases, the opportunity cost increases.
	Output of food (units)
	Opportunity cost (in units of clothing)

	0
	0

	4
	7

	11
	12

	15
	17

	18
	25

	21
	28


iii. 








iv. 







b)
i.


	Output of Clothing
	Output of Food

	53
	0

	46
	11

	34
	23

	25
	31

	15
	37

	0
	43


ii. Production possibility without trade, when countries devote equal proportions of resources to producing each good:






iii. 	Country A has the comparative advantage in producing clothing and country B has comparative advantage in producing food. This is because the opportunity cost for country A to produce one more unit of clothing is less than the cost for Country B. Likewise; the opportunity cost for country B to produce one more unit of food is much less than it is for country A. 
If country A were to specialize in producing clothing and if country B were to specialize in producing food, the total production of clothing would be 28 units and the total production of food would be 22 units. 












Demand and Supply
a.
	Price($)
	Qd
	Qs

	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

























b. The slope of quantity demanded is negative, because as the law of demand states, as price goes up, quantity demanded goes down. The slope of quantity supplied is positive, because as the law of supply states, as price goes up, quantity supplied goes up as well. 
c. At $25, the market will be in equilibrium.  *see highlight on graph (pg.4)
d. The reservation price for demand, in this case, is $39.99. If the price were to be raised by $0.01, the quantity demanded would collapse to zero.
e. 
 
*also see table (pg.6-7)
f. The market equilibrium price is still $25. 





g. 
	Price($)
	Qd
	Qs
	D'
	S'

	0
	80
	-20
	320
	-70

	2
	76
	-16
	312
	-66

	4
	72
	-12
	304
	-62

	6
	68
	-8
	296
	-58

	8
	64
	-4
	288
	-54

	10
	60
	0
	280
	-50

	12
	56
	4
	272
	-46

	14
	52
	8
	264
	-42

	16
	48
	12
	256
	-38

	18
	44
	16
	248
	-34

	20
	40
	20
	240
	-30

	22
	36
	24
	232
	-26

	24
	32
	28
	224
	-22

	26
	28
	32
	216
	-18

	28
	24
	36
	208
	-14

	30
	20
	40
	200
	-10

	32
	16
	44
	192
	-6

	34
	12
	48
	184
	-2

	36
	8
	52
	176
	2

	38
	4
	56
	168
	6

	40
	0
	60
	160
	10

	42
	-4
	64
	152
	14

	44
	-8
	68
	144
	18

	46
	-12
	72
	136
	22

	48
	-16
	76
	128
	26

	50
	-20
	80
	120
	30

	52
	-24
	84
	112
	34

	54
	-28
	88
	104
	38

	56
	-32
	92
	96
	42

	58
	-36
	96
	88
	46

	60
	-40
	100
	80
	50

	62
	-44
	104
	72
	54

	64
	-48
	108
	64
	58

	66
	-52
	112
	56
	62

	68
	-56
	116
	48
	66

	70
	-60
	120
	40
	70

	72
	-64
	124
	32
	74

	74
	-68
	128
	24
	78

	76
	-72
	132
	16
	82

	78
	-76
	136
	8
	86

	80
	-80
	140
	0
	90

	82
	-84
	144
	-8
	94

	84
	-88
	148
	-16
	98

	86
	-92
	152
	-24
	102

	88
	-96
	156
	-32
	106

	90
	-100
	160
	-40
	110

	92
	-104
	164
	-48
	114

	94
	-108
	168
	-56
	118

	96
	-112
	172
	-64
	122

	98
	-116
	176
	-72
	126

	100
	-120
	180
	-80
	130




h. 

i. The new equilibrium price is approximately $56.67 and the equilibrium quantity is approximately 93 units. The shift from D to D’ is an increase in demand. This is because there has been a shift to the right. Possible factors that could have caused this shift could be an increase to consumers’ income, expectations for the future, and possibly even a change in taste. The new reservation price is $79.99, which is an increase from $39.99. This makes sense as the 
j. *see table (pg.6-7)
This constitutes as a decrease to supply because the supply curve has shifted towards the left, which means suppliers are supplying less.


k.
 
l. The latest equilibrium price is $65.00 and the latest equilibrium quantity is approximately 60 units. Factors that could explain this shift in supply could be increased input prices, technology, and possibly the number of sellers.













Questions about Elasticity
i)
	Price($)
	Revenue from business travellers
	Revenue from vacationers

	225
	$607,500
	$337,500

	300
	$750,000
	$360,000

	375
	$862,500
	$412,500

	450
	$945,000
	$405,000

	525
	$997,500
	$315,000



ii) a) PED for business travellers is 0.269, which is inelastic.
    b) PED for vacationers is 0.77, which is also fairly inelastic.
iii) Yes
iv) a) PED for business travellers is 0.65, which is inelastic.
     b) PED for vacationers is 2.6, which is elastic.
v) We would expect that the PED of vacationers to be much more elastic. This is because vacationers are very flexible. If the prices are too high, vacationers would decide to travel less or not to travel at all, and when prices decrease, vacationers would probably decide to travel again. 
vi) The vacationers have a different elasticity than business travellers because they are more flexible. Their travel is not mandatory, it is not a must. On the other hand, business travellers have a much lower PED; more inelastic, because they need to travel for work. They don’t have a choice as to when they can travel or not travel and therefore, prices are not as much of an influence. 
Country B PPF
Output of food	25	21	17	13	8	0	0	7	12	16	19	22	Output of clothing
Output of food
World PPF
Output of Food	53	46	34	25	15	0	0	11	23	31	37	43	Output of clothing
Output of food
Demand and Supply
Qs	-18	-16	-14	-12	-10	-8	-6	-4	-2	0	2	4	6	8	10	12	14	16	18	20	22	24	26	28	30	32	34	36	38	40	42	44	46	48	50	52	54	56	58	60	1	2	3	4	5	6	7	8	9	10	11	12	13	14	15	16	17	18	19	20	21	22	23	24	25	26	27	28	29	30	31	32	33	34	35	36	37	38	39	40	Qd	78	76	74	72	70	68	66	64	62	60	58	56	54	52	50	48	46	44	42	40	38	36	34	32	30	28	26	24	22	20	18	16	14	12	10	8	6	4	2	0	1	2	3	4	5	6	7	8	9	10	11	12	13	14	15	16	17	18	19	20	21	22	23	24	25	26	27	28	29	30	31	32	33	34	35	36	37	38	39	40	Quantity
Price ($)
Demand and Supply
Qd	80	76	72	68	64	60	56	52	48	44	40	36	32	28	24	20	16	12	8	4	0	-4	-8	-12	-16	-20	-24	-28	-32	-36	-40	-44	-48	-52	-56	-60	-64	-68	-72	-76	-80	-84	-88	-92	-96	-100	-104	-108	-112	-116	-120	0	2	4	6	8	10	12	14	16	18	20	22	24	26	28	30	32	34	36	38	40	42	44	46	48	50	52	54	56	58	60	62	64	66	68	70	72	74	76	78	80	82	84	86	88	90	92	94	96	98	100	Qs	-20	-16	-12	-8	-4	0	4	8	12	16	20	24	28	32	36	40	44	48	52	56	60	64	68	72	76	80	84	88	92	96	100	104	108	112	116	120	124	128	132	136	140	144	148	152	156	160	164	168	172	176	180	0	2	4	6	8	10	12	14	16	18	20	22	24	26	28	30	32	34	36	38	40	42	44	46	48	50	52	54	56	58	60	62	64	66	68	70	72	74	76	78	80	82	84	86	88	90	92	94	96	98	100	D'	320	312	304	296	288	280	272	264	256	248	240	232	224	216	208	200	192	184	176	168	160	152	144	136	128	120	112	104	96	88	80	72	64	56	48	40	32	24	16	8	0	-8	-16	-24	-32	-40	-48	-56	-64	-72	-80	0	2	4	6	8	10	12	14	16	18	20	22	24	26	28	30	32	34	36	38	40	42	44	46	48	50	52	54	56	58	60	62	64	66	68	70	72	74	76	78	80	82	84	86	88	90	92	94	96	98	100	Quantity
Price ($)
Demand and Supply
Qd	80	76	72	68	64	60	56	52	48	44	40	36	32	28	24	20	16	12	8	4	0	-4	-8	-12	-16	-20	-24	-28	-32	-36	-40	-44	-48	-52	-56	-60	-64	-68	-72	-76	-80	-84	-88	-92	-96	-100	-104	-108	-112	-116	-120	0	2	4	6	8	10	12	14	16	18	20	22	24	26	28	30	32	34	36	38	40	42	44	46	48	50	52	54	56	58	60	62	64	66	68	70	72	74	76	78	80	82	84	86	88	90	92	94	96	98	100	Qs	-20	-16	-12	-8	-4	0	4	8	12	16	20	24	28	32	36	40	44	48	52	56	60	64	68	72	76	80	84	88	92	96	100	104	108	112	116	120	124	128	132	136	140	144	148	152	156	160	164	168	172	176	180	0	2	4	6	8	10	12	14	16	18	20	22	24	26	28	30	32	34	36	38	40	42	44	46	48	50	52	54	56	58	60	62	64	66	68	70	72	74	76	78	80	82	84	86	88	90	92	94	96	98	100	D'	320	312	304	296	288	280	272	264	256	248	240	232	224	216	208	200	192	184	176	168	160	152	144	136	128	120	112	104	96	88	80	72	64	56	48	40	32	24	16	8	0	-8	-16	-24	-32	-40	-48	-56	-64	-72	-80	0	2	4	6	8	10	12	14	16	18	20	22	24	26	28	30	32	34	36	38	40	42	44	46	48	50	52	54	56	58	60	62	64	66	68	70	72	74	76	78	80	82	84	86	88	90	92	94	96	98	100	S'	-70	-66	-62	-58	-54	-50	-46	-42	-38	-34	-30	-26	-22	-18	-14	-10	-6	-2	2	6	10	14	18	22	26	30	34	38	42	46	50	54	58	62	66	70	74	78	82	86	90	94	98	102	106	110	114	118	122	126	130	0	2	4	6	8	10	12	14	16	18	20	22	24	26	28	30	32	34	36	38	40	42	44	46	48	50	52	54	56	58	60	62	64	66	68	70	72	74	76	78	80	82	84	86	88	90	92	94	96	98	100	Quantity
Price ($)
Country A PPF
28	25	17	12	7	0	0	4	11	15	18	21	Output of clothing
Output of food
Country A
28	25	17	12	7	0	0	4	11	15	18	21	Output of clothing
Output of food
Country A
28	25	17	12	7	0	0	4	11	15	18	21	Output of clothing
Output of food
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