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Kafli 3, deami 4, bls. 60.

a

Pat’ s opportunity cost of making apizzais 1/2 galon of root beer,
snce she could brew 1/2 gdlon in the time (2 hours) it takes her to
make apizza. Pat has an absolute advantage in making pizzasince she
can make one in two hours, whileit takes Krisfour hours. Kris's
opportunity cost of making a pizzais 2/3 gdlons of root beer, snce she
could brew 2/3 of agdlon in the time (4 hours) it takes her to make a
pizza. Since Pat’s opportunity cost of making pizzaislessthan Kris's,
Pat has a comparative advantage in making pizza.

Since Pat has a comparative advantage in making pizza, she will make
pizza and exchangeit for root beer that Kris makes.

The highest price of pizzain terms of root beer that will make both
roommates better off is 2/3 gallons of root beer. If the price were
higher than that, then Kriswould prefer making her own pizza (at an
opportunity cost of 2/3 gallons of root beer) rather than trading for
pizzathat Pat makes. The lowest price of pizzain terms of root beer
that will make both roommates better off is 1/2 galon of root beer. If
the price were lower than that, then Pat would prefer making her own
root beer (she can make 1/2 galon of root beer instead of making a
pizza) rather than trading for root beer that Kris makes.

Kafli 3, daami 9, bls. 60.

a

With no trade, one pair of white socks trades for one pair of red socks
in Boston, since productivity is the same for the two types of socks.
The pricein Chicago is 2 pairs of red socks per pair of white socks.

Boston has an absolute advantage in the production of both types of
socks, since aworker in Boston produces more (3 pairs of socks per
hour) than aworker in Chicago (2 pairs of red socks per hour or 1 pair
of white socks per hour).

Chicago has a comparative advantage in producing red socks, since the
opportunity cost of producing apair of red socksin Chicago is 1/2 pair
of white socks, while the opportunity cost of producing a pair of red
socksin Boston is 1 pair of white socks. Boston has a comparative
advantage in producing white socks, since the opportunity cost of
producing apair of white socksin Bostonis 1 pair of red socks, while
the opportunity cost of producing a pair of white socksin Chicagois 2
pairs of red socks.



If they trade socks, Boston will produce white socks for export, since it
has the comparative advantage in white socks, while Chicago produces
red socks for export, which is Chicago's comparative advantage.

Trade can occur at any price between 1 and 2 pairs of red socks per
pair of white socks. At apricelower than 1 pair of red socks per pair
of white socks, Boston will choose to produce its own red socks (at a
cost of 1 pair of red socks per pair of white socks) instead of buying
them from Chicago. At aprice higher than 2 pairs of red socks per pair
of white socks, Chicago will choose to produce its own white socks (at
acost of 2 pairs of red socks per pair of white socks) instead of buying
them from Bogton.

Kafli 4, daami 3, bls. 90.

a

If people decide to have more children (a change in tastes), they'll want
larger vehicles for hauling their kids around, so the demand for
minivanswill increase. Supply won't be affected. Theresultisarise
in both price and quantity, as Figure 4-12 shows.

Price of Minivans

—
Quantity of Minivans

Figure4-12
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If astrike by steelworkers raises stedl prices, the costs of producing a
minivan rise (arise in input prices), o the supply of minivans
decreases. Demand won't be affected. Theresult isarisein the price
of minivans and adecline in the quantity, as Figure 4-13 shows.

The development of new automated machinery for the production of
minivans is an improvement in technology. The reduction in firms
cogsresultsin an increase in supply. Demand isn't affected. The
result isa decline in the price of minivans and an increase in the
quantity, as Figure 4-14 shows.

Price of Minivans
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Figure4-14
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d. Therisein the price of gtation wagons affects minivan demand because
dtation wagons are subdtitutes for minivans (thet is, therésarisein the
price of ardated good). Theresult isan increase in demand for
minivans. Supply isn't affected. In equilibrium, the price and quantity
of minivans both rise, as Figure 4-12 shows.

e. The reduction in peoples wedlth caused by a stock-market crash
reduces their income, leading to areduction in the demand for
minivans, snce minivans are anorma good. Supply isn't affected. As
aresult, both price and quantity decline, as Figure 4-15 shows.

Kafli 4, deami 11, bls. 91.
a As Figure 4-31 shows, the supply curveisverticd. The constant

supply makes sense because the basketball arena has a fixed number of
Seats no matter what the price.
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Figure4-31

b. Quantity supplied equas quantity demanded et a price of $8. The
equilibrium quantity is 8,000 tickets.

C.
Price Quantity Demanded Quantity Supplied

$4 14,000 8,000

8 11,000 8,000

12 8,000 8,000

16 5,000 8,000

20 2,000 8,000

The new equilibrium price will be $12, which equates quantity
demanded to quantity supplied. The equilibrium quantity is 8,000
tickets.

Kafli 5, daami 2, bls. 115.

a For businesstravelers, the price dadticity of demand when the price of
tickets rises from $200 to $250 is[(2,000 - 1,900)/1,950]/[(250 -
200)/225] = 3/13 = 0.23. For vacationers, the price elasticity of
demand when the price of tickets rises from $200 to $250 is [(800 -
600)/700] / [(250 - 200)/225] = 9/7 = 1.29.

b. The price dadticity of demand for vacationersis higher than the
eladticity for business trave ers because vacationers can more easily
choose a different mode of transportation (like driving or taking the
train). Busnesstraveers arelesslikely to do so sncetimeis more
important to them and their schedules are less adaptable.



Kafli 5, daami 10, bls. 115.

a As Figure 5-2 shows, in both markets, the increase in supply reduces
the equilibrium price and increases the equilibrium quantity.

b. In the market for pharmaceutica drugs, with indastic demand, the
increase in supply leads to ardatively large decline in the price and
not much of an increase in quantity.

Price of Computers

Price of Pharmaceutical Drugs
-

Quantity of Quantity of Computers
Pharmaceutical Drugs

Figure5-2

c. Inthemarket for computers, with dastic demand, the increase in supply
leadsto ardaively large increase in quantity and not much of adeclinein
price.

d. Inthe market for pharmaceutical drugs, Snce demand isindadtic, the
percentage increase in quantity will be less than the percentage decreasein
price, so total consumer spending will decline. In contrast, sSince demand
isdadtic in the market for computers, the percentage increase in quantity
will be grester than the percentage decrease in price, so total consumer
spending will increase.

Kéfli 6, deami 8, bls. 137.

a Figure 6-8 shows the effects of the minimum wage. In the absence of
the minimum wage, the market wage would bew; and Q; workers
would be employed. With the minimum wage (W) imposed above wi,
the market wage is wi, the number of employed workersis Q,, and the
number of workerswho are unemployed is Qs - Q.. Totd wage
payments to workers are shown as the area of rectangle ABCD, which
equals Wiy times Q..

b. An increase in the minimum wage would decrease employment. The



size of the effect on employment depends only on the dadticity of
demand. The dadticity of supply doesn't matter, because there'sa

surplus of labor.

The increase in the minimum wage would increase unemployment.
The gze of the rise in unemployment depends on both the eladticities
of supply and demand. The eadticity of demand determinesthe
quantity of labor demanded, the dadticity of supply determinesthe
quantity of labor supplied, and the difference between the quantity
supplied and demanded of labor isthe amount of unemployment.

If the demand for unskilled Iabor were indagtic, therisein the
minimum wage would increase tota wage payments to unskilled labor.
With indagtic demand, the percentage decline in employment would
be less than the percentage increase in the wage, so totad wage
paymentsincrease. However, if the demand for unskilled labor were
eladtic, total wage payments would decline, since then the percentage
decline in employment would exceed the percentage increase in the

wage.
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Figure 6-8



Price of Guns

Kafli 7, deami 4, bls. 159.
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Figure 6-9

a Ernie’ s supply schedule for water is.

Price

Quantity Supplied

More than $7

$5t0$7

$3t0 $5

$1to $3

Less than $1

Ol |IN(W|h~

Erni€ s supply curve is shown in Figure 7-10.
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Quantity of Water



Figure 7-10

When the price of abottle of water is $4, Ernie sdlls two bottles of
water. His producer surplusis shown asarea A inthefigure. He
receives $4 for hisfirg bottle of water, but it costs only $1 to produce,
S0 Ernie has producer surplus of $3. He aso receives $4 for his second
bottle of water, which costs $3 to produce, so he has producer surplus
of $1. Thus Ernie' stotal producer surplusis $3 + $1 = $4, whichisthe
areaof A inthefigure

When the price of abottle of water rises from $4 to $6, Ermie sdls
three bottles of water, an increase of one. His producer surplus
conssts of both areas A and B in the figure, an increase by the amount
of area B. He gets producer surplus of $5 from the first bottle ($6 price
minus $1 cost), $3 from the second bottle ($6 price minus $3 cost), and
$1 from the third bottle ($6 price minus $5 price), for atotal producer
surplus of $9. Thus producer surplus rises by $5 (which isthe size of
area B) when the price of abottle of water rises from $4 to $6.

Kafli 7, deami 6, bls. 159.

a

The effect of fdling production cogts in the market for stereos results
in aghift to the right in the supply curve, asshown in Figure 7-11. As
aresult, the equilibrium price of stereos declines and the equilibrium
quantity increases.

The declinein the price of stereos increases consumer surplus from
aeaAtoA+B+C+D,anincresseintheamount B + C+ D. Prior
to the shift in supply, producer surplus was areas B + E (the area above
the supply curve and below the price). After the shift in supply,
producer surplusisareasE + F + G. So producer surplus changes by
theamount F + G - B, which may be positive or negetive. The
incresse in quantity incresses producer surplus, while the declinein the
price reduces producer surplus. Since consumer surplusrisesby B + C
+ D and producer surplusrisesby F + G - B, total surplusrisesby C +
D+F+G.

If the supply of sereosisvery dadtic, then the shift of the supply curve
benefits consumers most. To take the most dramatic case, suppose the
supply curve were horizontd, as shown in Figure 7-12. Then thereis
no producer surplusat al. Consumers capture al the benefits of

fdling production cogts, with consumer surplusrisng from area A to
area A +B.
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Aukadaami til ad hnykkja & muninum a eftirgourn (frambodi) og magni eftirspurnar
(magni frambods).

Breyting a ftirgourn (frambodi) => eftirspurnarferillinn (frambodsferillinn)
hlidrast

Breyting a magni eftirspurnar (magni frambods) => faaumgt til a
eftirgpurnarferlinum (frambodsferlinum), p.e. engin hlidrun.



Daamia:
Ef pizzur og hamborgarar eru stadkvaamdavorur mun lagkkun averdi pizzu.

1. Minnka magn eftirgournar eftir hamborgurum.
2. Hakka verd a hamborgurum.

3. Minnka eftirgourn ftir hamborgurum.

4. Draga Ur frambodi & hamborgurum.

5. 309 4 eru réttir

Svar:

Ef verd a pizzum lakkar mun eftirgpurn eftir hamborgurum minnka, p.e. eftirspurnar
karfest hlidragt til vingri:

Hamborgaramarkadurinn

Price

Quantity

Athugum svarmogulekana

1. Minnkamagn eftirspurnar eftir hamborgurum.
=> pydir ad vid erum ad fagadt til & eftigpurnarklrfunni => ekki rétt

2. Hakkaverd & hamborgurum.
=> verdid lakkar => ekki rétt

3. Minnka eftirgpurn eftir hamborgurum.
=> pydir ad eftirspurnarferillinn hlidrast til vingri => réit

4. Draga ur frambodi & hamborgurum.
=> pydir ad frambodskarfan hlidrast til vingri => ekki rétt (athugid ad hins vegar
er frambodsmagnid minnkar par sem vid faaumg til & frambodsferlinum).

5. 30g4eurétir
=> 3 er réit, ekki 4

Réttur svarmoguleki er pvi nr. 3.



