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3. Consider the following markets. Indicate whether the change will be represented as a
movement along o a shift of the demand curve, and illustrate the change graphically.

(a) Market for pomegranates: Nutritionists laud |
pomegranates, with their tasty but inconvenient seeds, as
a “superfruit” because of their high concentrations of
antioxidants.

(b) Market for imported olive oil in the U.!
Spain slows production and export of olive oil to the [
United States, pushing up the price of Spanish olive oil in
the U.S. (Much of the imported olive oil in the U.S. comes
from Spain.)

labor strike in
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(c) Market for domestically produced olive oil in the U.S.: A
labor strike in Spain slows production and export of olive
oil to the United States, pushing up the price of Spanish
olive oil in the U.S. (Much of the imported olive oil in the
U.S. comes from Spain.)

(d) Market for tourism: The recent resurgence in real estate |
market in the Bay Area makes people feel wealthier.
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4. In the 1980s and most of the 1990s, landlords in Berkeley were subject to rent control
laws that prevented them from raising rents above prescribed limits. Let’s check in in
1995.

() Please draw a graph of the rental housing market in Berkeley in 1995. Mark the
transacted price and quantity as Po and Qo.
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(c) In 1999, rent control was repealed. What effect did this have on the housing
market? Mark the new equilibrium point, P; and Qs, on the original graph, and
explain briefly.

(d) At the same time, the Internet start-up craze attracted many new workers to the Bay
Area. What effect did this have on the rental housing market in Berkeley? Mark the
new equilibrium point, P; and Qz, on the original graph, and explain briefly.
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1. Amyand Garret just moved to Florida. Unaccustomed to the local fauna, they team up
with local animal control. One day per weekend, they set about catching rogue alligators
and pythons in the canals around their home, and they surrender the animals to the

authorities for an honorarium. These are their production possil

Alligators Pythons
Amy 2 8
Garret 4 10

Let's suppose that they initially split their time evenly between catching alligators and
snaring pythons and pool their spoils at the end of the day.

(a) Draw their individual PPFs, with alligators (A) on the horizontal axis and pythons
(P) on the vertical. Mark their initial production points. How many alligators and
pythons are they catching together?
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(b) Who has absolute advantage in alligators? In pythons?.

How do you know?

() Draw their joint PPF. What does the shape of the joint PPF tell us about Garret and
Amy's individual opportunity costs?
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(d) What is Amy’s opportunity cost of catching an alligator?
What is Garret's opportunity cost of an alligator?

(e) Who should tackle and catch alligators? Who should snare pythons? Why?

(f) Whatare the gains from complete specialization, i.e. how many more alligators and
pythons can they catch compared to their initial arrangement of incomplete
specialization?
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(g) Amy and Garret share their spoils. But suppose they have a fight and enter a trading
arrangement. What is the range of mutually acceptable prices for their alligators and
pythons (in terms of pythons per alligator)? How do you know?

2. Consider the PPF for an economy that produces two goods, food and cars. Briefly
explain why the PPF is bowed outward.




