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1. The diagram above shows the production possibilities curves for two countries: Artland and Rayland. Using equal amounts of resources, Artland can produce 600 hats or 300 bicycles, whereas Rayland can produce 1,200 hats or 300 bicycles.

(a) Calculate the opportunity cost of a bicycle in Artland.

(b) If the two countries specialize and trade, which country will import bicycles? Explain.

(c) If the terms of trade are 5 hats for 1 bicycle, would trade be advantageous for each of the following?

(i) Artland

(ii) Rayland

(d) If productivity in Artland triples, which country has the comparative advantage in the production of hats?
2.  The following chart shows the total number of consumer goods, military goods, and capital goods that can be produced by each country with a given set of resources.

	
	Country 1
	Country 2
	Country 3

	CONSUMER
	400
	300
	250

	MILITARY
	200
	600
	750

	CAPITAL
	100
	900
	1000


(a)  Calculate the opportunity cost of each good for each country.
(b)  Who should specialize in consumer goods, military goods, and capital goods?
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1. The diagram above shows the production possibilities curves for two countries: Artland and Rayland. Using equal amounts of resources, Artland can produce 600 hats or 300 bicycles, whereas Rayland can produce 1,200 hats or 300 bicycles.

(a) Calculate the opportunity cost of a bicycle in Artland.

(b) If the two countries specialize and trade, which country will import bicycles? Explain.

(c) If the terms of trade are 5 hats for 1 bicycle, would trade be advantageous for each of the following?

(i) Artland

(ii) Rayland

(d) If productivity in Artland triples, which country has the comparative advantage in the production of hats?

2.  The following chart shows the total number of consumer goods, military goods, and capital goods that can be produced by each country with a given set of resources.

	
	Country 1
	Country 2
	Country 3

	CONSUMER
	400
	300
	250

	MILITARY
	200
	600
	750

	CAPITAL
	100
	900
	1000


(a)  Calculate the opportunity cost of each good for each country.

(b)  Who should specialize in consumer goods, military goods, and capital goods?

