AP Economics 

Chapter 2 Homework


1. What is an opportunity cost? How does the idea relate to the definition of economics? Which of the following decisions would entail the greatest opportunity cost? Allocating a square block in the heart of New York City for a surface parking lot or allocating a square block at the edge of a typical suburb for such a lot? Explain
.

2.  Below is a production possibilities table for consumer goods (automobiles) and capital goods (forklifts):

	
	Production Alternatives

	Type of Production
	A
	B
	C
	D
	E

	Automobiles
	0
	2
	4
	6
	8

	Forklifts
	30
	27
	21
	12
	0


a. Show these data graphically. Upon what specific assumptions is this production possibilities curve based?

b. If the economy is at point C, what is the cost of one more automobile? Of one more forklift? Explain how the production possibilities curve reflects the law of increasing opportunity costs.

c. If the economy characterized by this production possibilities table and curve were producing 3 automobiles and 20 fork lifts, what could you conclude about its use of its available resources?

d. What would production at a point outside the production possibilities curve 
indicate? What must occur before the economy can attain such a level of production?

3. Referring to the table in question 3, suppose improvement occurs in the technology of producing forklifts, but not in the technology of producing automobiles. Draw the new production possibilities curve. Now assume that a technological advance occurs in producing automobiles but not in producing forklifts. Draw the new production possibilities curve. Now draw a production possibilities curve that reflects technological improvements in the production of both goods. 

4. The following are production possibilities tables for China and the United States. Assume that before specialization and trade the optimal product mix for China is 
alternative B and for the United States is alternative U. 

	
	China Production Possibilities

	Product
	A
	B
	C
	D
	E
	F

	Apparel (in thousands)
	30
	24
	18
	12
	6
	0

	Chemicals (in tons)
	0
	6
	12
	18
	24
	30


	
	United States Production Possibilities

	Product
	R
	S
	T
	U
	V
	W

	Apparel (in thousands)
	10
	8
	6
	4
	2
	0

	Chemicals (in tons)
	0
	4
	8
	12
	16
	20


a. Are comparative-costs conditions such that the two areas should specialize? If so, what should each produce?

b. What is the total gain in apparel and chemical output that would result from such specialization?

c. What are the limits of the terms of trade? Suppose actual terms of trade are 1 unit of apparel for 1 ½ units of chemicals and that 4 units of apparel are exchanged for 6 units of chemicals. What are the gains from specialization and trade for each nation?

d. Explain why this illustration allows you to conclude that specialization according to comparative advantage results in more efficient use of world resources.

5. Suppose that the comparative-cost ratios of two products – baby formula and tuna 
fish – are as follows in the hypothetical nations of Canswicki and Tunata:

Canswicki: 1 can baby formula = 2 cans tuna fish

Tunata:       1 can baby formula = 4 cans tuna fish

In what product should each nation specialize? Explain why terms of trade of 1 can formula = 2 ½ cans tuna fish would be acceptable to both nations.
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