Questions 1. Extra PPC and Comparative Advantage Questions
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On the basis of the diagram above showing an economy's production possibilities curve for two goods, which of the following statements must be true?
The opportunity cost of moving from point Q to point R is 0 units of Y.
I.	The opportunity cost of moving from point P to point R is 10 units of Y.
II.	The opportunity cost of moving from point R to point P is 8 units of X.
III.	The opportunity cost of moving from point Q to point R is 0 units of Y.
A: I only
B: III only
C: I and II only
D: II and III only
E: I, II, and III
2. 
If a certain combination of goods or services lies outside the production possibilities curve of an economy, which of the following is true?
A: Effective trade barriers have reduced foreign imports into the economy.
B: New technology is being used in production.
C: Resources are not available to achieve that combination of goods or services.
D: Resources are not being used efficiently to achieve that combination of goods or services.
E. Resources are being used at a more rapid rate than they were in the past.
3.
Which of the following concepts can be illustrated using the production possibilities curve?
I. Choice
II. Scarcity
III. Price level
IV. Opportunity cost
A: II only
B: I and III only
C: III and IV only
D: I, II, and IV only
II, III, and IV only



Free Response Questions
4.
Country A and Country B produce the same two products, hammocks and looms. Country A can produce a maximum of 60 hammocks or 40 looms, while Country B can produce a maximum of 40 hammocks or 20 looms.
a) What is the opportunity cost to produce a loom in terms of hammocks in Country A?
b) Which country, if either, has a comparative advantage in producing looms? Explain.
c) Internationally, if 1 loom is traded for 1.75 hammocks, who will benefit from trading: Country A only, Country B only, both countries, or neither country?
d) Assume there is international trade.
i) Can a country produce beyond its production possibilities curve (PPC) ?
[bookmark: _GoBack]i) Can a country consume beyond its PPC?
5.
A country is at full employment and produces two types of goods: consumer goods and capital goods. Draw a correctly labeled graph of the production possibilities curve, with consumer goods on the horizontal axis and capital goods on the vertical axis. Indicate a point on your graph, labeled X, that represents full employment and a possible combination in which both goods are being produced.




6.
In answering the question, you should emphasize the line of reasoning that generated your results; it is not enough to list the results of your analysis. Include correctly labeled diagrams, if useful or required, in explaining your answers. A correctly labeled diagram must have all axes and curves clearly labeled and must show directional changes.
Country X and Country Y are trading partners, and both produce furnaces and solar panels. The countries can produce the following amounts using equal amounts of resources.
Country X: 6 furnaces or 8 solar panels
Country Y: 6 furnaces or 12 solar panels
a) Which country has an absolute advantage in producing solar panels?
b) Calculate the opportunity cost of a furnace in Country Y.
c) Which country has the comparative advantage in producing furnaces? Explain.
d) If the terms of trade were that 2 furnaces are exchanged for 1 solar panel, should Country X produce solar panels domestically or import solar panels from Country Y?

7.
a) Countries face trade-offs between producing consumer goods and producing capital goods. Country X takes one hour to produce a unit of consumer goods and two hours to produce a unit of capital goods. Country Y takes two hours to produce a unit of consumer goods and four hours to produce a unit of capital goods. Which country has a comparative advantage in the production of consumer goods? Explain.

b) Draw a correctly labeled graph of the production possibilities curve for Country X, with consumer goods on the horizontal axis and capital goods on the vertical axis. Indicate a point on your graph, labeled Z, that reflects the current level of unemployment which is quite high.







Answers
1.E 2.C 3.D
4.
 Part a 1L = (60/40) = 1.5H 
b One point is earned for stating that Country A has a comparative advantage in producing looms because it has a lower opportunity cost than Country B. 
c One point is earned for stating that both countries will benefit from trade. D. no. yes.
5.
A [image: ]
6.
A One point is earned for stating that Country Y has an absolute advantage in producing solar panels.
b. One point is earned for calculating the opportunity cost of a furnace for Country Y: 2 solar panels per furnace.
c. One point is earned for stating that Country X has the comparative advantage in producing furnaces.
One point is earned for explaining that Country X has a lower opportunity cost of producing furnaces than Country Y.
d One point is earned for stating that Country X should produce solar panels domestically.

7
A• One point is earned for stating that neither country has a comparative advantage in producing consumer goods and for explaining that the opportunity cost of producing 1 unit of consumer goods is the same for both countries (which is 1/2 a unit of capital goods).
B • One point is earned for correctly calculating the unemployment rate as 10 percent (20,000/200,000 × 100 = 10%).
C • One point is earned for correctly calculating the labor force participation rate as 66.67 percent (200,000/300,000 × 100 = 66.67%). 
[image: ]
D One point is earned for drawing a correctly labeled graph of the production possibilities curve (PPC).

• One point is earned for correctly showing point Z below the PPC.
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