FINANCE 20/30 MODULE 1: WHY MONEY MATTERS: EXPLORE THE VALUE OF
MONEY
A.

Explore the concept that every money decision involves a trade-off and an
OPPORTUNITY COST

Opportunity Cost Assignment
For each of the scenarios below develop the equation, solve for what it asks and write a sentence that states what
the opportunity cost would be.
1. A farmer has a quarter of land. He can use this land to raise either 75 tonnes of wheat or 25 tonnes of lamb.
What is the opportunity cost if the farmer was to use the land for lamb?
Answer: If the farmer uses the land entirely for lamb, the opportunity cost is 75 tonnes of wheat. He can no
longer produce wheat if he is producing lamb. It’s an EITHER-OR situation.
We must value opportunity cost as the what we GAVE UP.
2. Using the same numbers above. Calculate the opportunity cost if he wanted to know what the opportunity
cost would be to raise 1 tonne of lamb.
Answer: For every 1 tonne of lamb, the farmer gives up 3 tonnes of wheat Use a ratio to calculate this. 3 times as
many production values of wheat than there is as lamb. But! If the lamb is more valuable than wheat, then
maybe that exchange is worth it.
3. A creamery has one room in which they produce both cream and butter. In 3 hours they can produce 50 lbs
of butter or 350 litres of cream. What is the opportunity cost if they produce the 350 litres of cream?
Answer: If the creamery uses the one room to produce only cream, they have given up the 50lbs of butter. They
can not use the room for both. This decision is favorable if the value of the cream is greater than the price/value
of the butter. Once you know what you gave up, you can put a value on the opportunity cost and decide if it’s
worth it..
4. What is the opportunity cost if they were to produce 1lb of butter?
Answer: For every 1 pound of butter, they give up 7 litres of cream. You can use a ratio for this:
50lbs of butter = 350 litres of cream, so 1lb of butter = 7 litres of cream.

5.

Answer: 4 pens. You must forego purchasing 4 pens if you are to free up enough money (4 x $2.50 = $10)
to purchase a stapler.

6.
Answer: An opportunity cost is what was sacrificed to do or acquire something else. The condition of
scarcity creates opportunity cost. If there was no scarcity, there would be no need to sacrifice one thing
to acquire another. The opportunity cost would be much higher in Toronto as the alternative uses for
that square block are much more valuable than for a typical suburban city block.
7.

Answer: 4.
Feedback: Pham will choose to work at the bookstore as long as the wage rate at the bookstore exceeds
her other opportunities. However, if another job offers a higher wage rate she will choose employment
there. She will work until her total time allotment (for work) is exhausted.
She will choose to work at the café for the full 6 hours because the wage rate at the café is $12 per hour,
which is greater than the wage rate at the bookstore of $9. This leaves her with 9 hours of work time
remaining. Next, she will choose to work at the garage for the full 5 hours because the wage rate here is
$10, which again is greater than the bookstore wage rate $9. After this decision she only has 4 hours of
work time remaining. She will choose to work these last 4 hours at the bookstore because the bookstore
wage rate of $9 exceeds the daycare center wage rate of $8.50.
$12x6hrs=$72
$10x5hrs=$50
$9x4hrs=$36
Total $158
8.
Goods
A
B
C
D
E
F
Answer: Here is the exchange of values that you could
buy with the $15. One would have to determine which of
Candy bars
0
4
8
12 16 20
the combinations has more value to the person spending
Bags of peanuts 10 8
6
4
2
0
the money. You may prefer candy bars and want more of
those. I may not like the sugar in candy bars and prefer the peanuts, knowing that I will get less of them in this
exchange. This choice is a personal choice and based on a person’s preference. These must also be considered,
not just “how many” you can get.

