ECC1000: PRINCIPLES OF MICROECONOMICS
Questions for Tutorial Week 2
In addition to the following problems, it is highly recommended that you work on all
the problems (including MCQs) at the end of Chapters 1, 2 and 3. Questions with * are more important than the rest, which will be covered during the tutorial as much as possible.
Chapter 1, Problem 1
Describe some of the trade-offs faced by each of the following:
a. a family deciding whether to buy a new car
b. a politician deciding whether to increase spending on national parks
c. a company director deciding whether to open a new factory
d. a professor deciding whether to prepare for a lecture
Chapter 1, Problem 4
You win $100 in a lottery. You have a choice between spending the money now and
putting it away for a year in a bank account that pays 5 per cent interest. What is the
opportunity cost of spending the $100 now?
Chapter 2, Problem 2
One common assumption in economics is that the products of different firms in the
same industry are indistinguishable. For each of the following industries, discuss
whether this is a reasonable assumption:
a. steel
b. novels
c. wheat
d. fast food
Chapter 2, Problem 4*
Imagine a society that produces military goods and consumer goods, which we'll call ‘guns’ and ‘butter’.
a. Draw a production possibilities frontier for guns and butter. Explain why it most likely has a bowed-out shape.
It has a bowed-out shape because it shows the production efficiency at optimum on that line. 
b. Show a point that is impossible for the economy to achieve. Show a point that is feasible but inefficient.
Shown. 
c. Imagine that the society has two political parties; call them the Hawks (who want a
strong military) and the Doves (who want a smaller military). Show a point on your
production possibilities frontier that the Hawks might choose and a point the Doves
might choose.
d. Imagine that an aggressive neighbouring country reduces the size of its military. As a result, both the Hawks and the Doves reduce their desired production of guns by the same amount. Which party would get the bigger ‘peace dividend’( how much needs to be given up in the production of the other), measured by the increase in butter production? Explain.

Hawks will need to give up on the a larger peace dividend because 

Chapter 2, Problem 6
An economy consists of three workers: Larry, Moe and Curly. Each works 10 hours a
day and can produce two services: mowing lawns and washing cars. In an hour, Larry
can either mow one lawn or wash one car; Moe can either mow one lawn or wash two
cars; and Curly can either mow two lawns or wash one car.
a. Calculate how much of each service is produced under the following circumstances,
which we label A, B, C and D:
i. All three spend all their time mowing lawns. (A)
ii. All three spend all their time washing cars. (B)
iii. All three spend half their time on each activity. (C)
iv. Larry spends half his time on each activity, while Moe only washes cars and
Curly only mows lawns. (D)
Graph the production possibilities frontier for this economy. Using your answers to
part (a), identify points A, B, C and D on your graph.
b. Explain why the production possibilities frontier has the shape it does.
c. Are any of the allocations calculated in part (a) inefficient? Explain.

Chapter 3, Problem 5*
Suppose that there are 10 million workers in South Korea and that each of these
workers can produce either two cars or 30 bags of wheat in a year.
a. What is the opportunity cost of producing a car in South Korea? What is the opportunity cost of producing a bag of wheat in South Korea? Explain the relationship between the opportunity costs of the two goods.
Opportunity cost of producing a car in South Korea is the lost opportunity to produce 15 bags of Wheat. 
Opportunity Cost of producing a bag of Wheat in south Korea is the lost opportunity to produce 1/15 of a car. 
There is an correlation between these two opportunity costs are the opportunity cost of producing a bag of wheat is the inverse of producing a car. 


b. Draw South Korea’s production possibilities frontier. If South Korea chooses to consume 10 million cars, how much wheat can it consume without trade? Label this point on the production possibilities frontier.
10,000,000/ 2= 5,000,000 workers producing only cars 
5,000,000 workers are remaining, which means they can produce 30 bags of wheat, which results in 150,000,000 bags of wheat. 
Therefore the total produced:
10,000,000 cars and 150,000,000 bags of wheat. 

c. Now suppose that Thailand offers to buy 10 million cars from South Korea in exchange for 20 bags of wheat per car. If South Korea continues to consume 10 million cars, how much wheat does this deal allow South Korea to consume? Label this point on your diagram. Should South Korea accept the deal?



Chapter 3, Problem 8*
The following table describes the production possibilities of two cities:
Maroon shirts per worker per hour Blue shirts per worker per hour
Brisbane 3 3
Maroon shirts per worker per hour Blue shirts per worker per hour
Sydney 2 1
a. Without trade, what is the price of blue shirts (in terms of maroon shirts) in Brisbane? What is the price in Sydney?
Brisbane price of blue shirts is 1 Maroon shirts 
Sydney price of blue shirts is 2 Maroon shirts 
b. Which city has an absolute advantage in the production of each colour shirt? Which city has a comparative advantage in the production of each colour shirt?
Brisbane has an absolute advantage in producing both blue and maroon shirts, however, Sydney has a comparative advantage in producing maroon shirts whereas Brisbane has a comparative advantage in producing blue shirts 
	Brisbane 
	Maroon 
1
	Blue 
1

	Sydney 
	1/2
	2



c. If the cities trade with each other, which colour shirt will each export?
Sydney would trade for blue shirts whereas Brisbane will trade for Maroon shirts based on comparative advantage. 

d. What is the range of prices at which trade can occur?
1 blue shirt for 1 maroon shirt 
1 blue shirt for 2 maroon shirt 


Extra Question*
Singapore Airlines Is Now Letting You Bid to Upgrade Your Seat
Fortune, July 6, 2016
The next time you fly Singapore Airlines, you may have a chance at a little more legroom. The city-state’s flagship carrier announced it has introduced a new system that would allow a few select passengers to bid for a seat upgrade.
A few days before the passengers’ departure, Singapore will invite select fliers—at its discretion—who have booked economy to bid for its premium class, which offers more comfortable seats and more leg room, according to the airline’s website. Results of the auction will be known 40 hours before the scheduled take-off. “Invitations are made at Singapore Airlines’ sole discretion based on certain criteria and combination of factors, which are dynamic,” the airline said on its website. Singapore Airline’s decision comes as more and more airlines are adding options for passengers to bid their way to better seats- either first class, business class, or premium coach.
A previous Fortune article reported that over 30 airlines around the world are using bidding systems, giving many fliers the opportunity to upgrade at fraction of the price. Why?
a. Why do you think that many airlines around the world are giving many fliers the opportunity to upgrade at fraction of the price?
Instead of leaving the premium seats empty, it is better to bid and realize some value of revenue, this would make them “better off” compared to flying with empty seats. 

b. [bookmark: _GoBack]Suppose Singapore Airlines currently charges $650 for one-way economy class fare for Melbourne – Singapore and $900 for one-way premium economy class fare for the same route. Suppose that serving a passenger in the premium economy class costs Singapore Airlines $50 more than serving a passenger in the economy class, which is mostly for differences in meals and drinks (the costs incurred in seat configuration for more legroom are all sunk, and the costs of fuel and landing charges per passenger are the same for either class). If the highest bid for the upgrade was $100, should Singapore Airlines accept the bid and upgrade the passenger to the premium economy class? Why or why not?
Yes they would go for the trade because it is higher than the cost, meaning they will make a profit of $50. 
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