
ECON 101: Principles of Microeconomics Spring 2015

Discussion Section 2 - Solutions

QUESTION 1 (International Trade)

Both France and Switzerland produce wine and chocolate. Each country has 50 workers

devoted to the production of these goods. Suppose in France it takes 5 workers to produce a

bottle of wine and 10 workers to produce a bar of chocolate. In Switzerland, it takes 5 workers

to produce a bottle of wine and 2 workers to produce a bar of chocolate.

(a) Graph the PPFs of France and Switzerland putting wine on the y-axis and chocolate on

the x-axis. Write down the equation for each PPF.

France in orange, Switzerland in green

(b) Determine the opportunity costs of each country for each good.

Opportunity costs

Chocolate Wine

France 2 bottles of wine 1
2

bars of chocolate

Switzerland 2
5

bottles of wine 5
2

bars of chocolate

(c) Which country has the absolute advantage in producing wine, which in chocolate?

Switzerland on chocolate production, none on wine production

Which country has the comparative advantage in producing wine, which in chocolate?

France on wine production, Switzerland on chocolate

(d) Is it efficient for France to produce 2 bars of chocolate and 5 bottles of wine?

No, only 45 workers are being employed

Is it attainable for Switzerland to produce 10 bars of chocolate and 6 bottles of wine?

Yes, it requires 50 workers.
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(e) Now suppose the countries agree to trade with each other by exchanging wine for chocolate

and vice versa.

(1) Would Switzerland agree to buy 1 bottle of wine from France in exchange for 3 bars

of chocolate?

No, they can produce that same bottle of wine at a lower cost (2.5 choco-

late bars)

(2) Would Switzerland agree to sell 1 bar of chocolate to France in exchange for half a

bottle of wine?

Yes, otherwise it will cost them 1.25 chocolate bars to produce half a

bottle of wine.

(3) Would France agree to buy 1 bar of chocolate from Switzerland in exchange for 2

bottles of wine?

They are indifferent, so France might agree. In general, we will assume

that they do agree in this kind of situations.

QUESTION 2 (Adding PPF’s)

Sam and Merry are throwing a birthday party for their friend, Frodo. They have two things

left to take care of – bake the cupcakes and inflate the balloons. There are only 2 hours left

before the party begins. Sam can bake 1 cupcake in 30 minutes and inflate 1 balloon in 10

minutes. Merry can bake 1 cupcake in 40 minutes and inflate 1 balloon in 20 minutes.

(a) Graph the PPFs of Sam and Merry putting cupcakes on the y-axis and balloons on the

x-axis. Write down the equation for each PPF.

Sam in red, Merry in blue

(b) Who has the absolute advantage in baking cupcakes, who in inflating balloons?

Sam in both

Who has the comparative advantage in baking cupcakes, who in inflating balloons?

Sam in balloons, Merry in cupcakes
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(c) Suppose Sam and Merry decide to combine their efforts in order to have more cupcakes

and balloons. Graph their joint PPF making sure to note the location of the kink point.

Kink in (12,3)

(d) Write down the equation of each segment of the joint PPF and compare it to the individual

PPF equations.

The slope of the first segment (for B ≤ 12) is equal to the slope of Sams PPF,

and the slope of the second segment is equal to the slope of Merry’s PPF.

At the end of the two hours, is it possible that Sam and Merry have 5 cupcakes and 9

balloons?

No, that poin is beyond their aggregate PPF.

How about 14 balloons and 1 cupcake?

Yes, that point is inside the aggregate PPF.

QUESTION 3 (More on comparative advantage)

Mario and Luigi each own a farm, where they can each produce milk and eggs. In a given

day, Mario and Luigi can produce gallons of milk and dozens of eggs. The maximum amount of

either good they can produce if they produce none of the other is given by the following table:

Gallons of milk Dozens of eggs

Mario 2 6

Luigi 10 2

(a) Draw the individual PPFs of Mario and Luigi with milk on the x axis.
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(b) What is the opportunity cost of producing one more gallon of milk for Mario? 3 dozens

of eggs For Luigi? 1
5

of a dozen of eggs

(c) Describe who has the absolute advantage and who has the comparative advantage in which

goods. Mario has both, the absolute and comparative advantage in prodcing

eggs, and Luigi has both the absolute and comparative advantage in producing

milk Who should specialize in the production of milk if Mario and Luigi trade? Luigi

(d) Can Mario and Luigi each consume 5 gallons of milk and 3 dozens of eggs if they trade?

yes, if Luigi produces 10 gallons of milk and sells 5 to Mario in exchange for 3

dozens of eggs. Mario on the other hand will produce 6 dozens of eggs and sell

3 to Luigi in exchange for 5 gallons of milk What about if they did not trade? No,

Mario cannot produce 5 gallons of milk, and Luigi cannot produce 3 dozens

of eggs

(e) Can you construct a PPF showing how much Jack and Jill can product in total? Hint:

first figure out how much of each good they could make if they made none of the other

good. Then figure out who should make the first gallon of milk.
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