Sasha Glebov Group C

Home Assignment #2

1 A

Table 1 Patterns of production in each tribe
	
	Tribe A
	Tribe B

	Onion (max)
	400
	400

	Wheat (max)
	2000
	4000

	Onion (current)
	200
	200

	Wheat (current)
	1000
	2000

	Price of Onion (Tons of Wheat)
	5
	10

	Price of Wheat (Tons of Onion)
	0,2
	0,1


Figure 1
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Figure 2
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1 B

If the tribes are allowed to trade a t the price of 6 kg of wheat for 1 kg of onion then the specialization occurs. Tribe A has the comparative advantage at production of onion and tribe B is comparatively better at producing wheat. Therefore, Tribe A will produce 400 tons of onion, it will exchange 200 tons of onion for 1200 tons of wheat. Tribe B will produce 4000 units of wheat and use 1200 of them to buy 200 tons of onion. The patterns of consumption are shown on table

Table 2 Consumption of tribes when they exchange wheat for onion at 6:1

	
	Tribe A
	Tribe B

	Onion
	200
	200

	Wheat
	1200
	2800


1 C

If the price of onion rises to 7:1 the patterns of production and exchange won’t change as the tribes will specialize fully according to their comparative advantage: it is still better for tribe B to buy at 7:1 rather then produce at the cost of 10:1. What will change, however, is the pattern of their consumption. An increase in the price of onion will make tribe A better off because now they can buy more wheat for 200 tons of onion. The patterns of consumption are summarized on table 3
Table 3 Consumption of tribes when they exchange wheat for onion at 7:1

	
	Tribe A
	Tribe B

	Onion
	200
	200

	Wheat
	1400
	2600


1 D

If each household decides to increase its consumption then full specialization of tribe A on production of onion will not lead to enough amount of onion being produced. Therefore, tribe A will produce onion at full capacity (400) and tribe B will have to reduce the production of wheat in order to satisfy its demand for onion. Let’s consider numerical example. Suppose that tribes want to consume 300 tons of union annually. In that case tribe A will produce 400 tons of union. It will consume 300 tons of it and use 100 tons to buy 600 tons of wheat from tribe B (the price ratio is 6:1). Tribe B will buy 100 tons of union for 600 tons of wheat and has to forgo 2000 tons of wheat in order to produce 200 tons of onion and achieve the desirable level of onion consumption. Table 4 shows the patterns of consumption of each tribe. If onion consumption of the tribe A reaches 400 tons then there will be no trade as  tribe A will produce only onion and consume all of it
Table 4
	
	Tribe A
	Tribe B

	Onion
	300
	300

	Wheat
	600
	1400


1 E

Yes, both tribes will find trade beneficial. The thing is that for tribe B it is better to buy onion as long as the price is lower then 10:1, which is their alternative cost of producing onion. In turn, for tribe A it is cheaper to buy wheat then to produce it. They will be willing to trade as long as the price is higher then 5:1. If we stay in this price corridor the trade will occur, but it will be more profitable for tribe A as the price of onion goes up and it will be more profitable for tribe B as the price of onion goes down.
1 F

The transformation curve for the united tribes is shown on figure 3. Tribes can produce either 800 tons of union or 6000 tons of wheat at the extremes; however, the transformation curve undergoes a change in slope at point (400, 4000). This happens because as tribes move from extreme points the transformation is fueled by those members of the united tribe who are more productive. When they reach a point (400,400) less productive members are incorporated into the production and the transformation continues with the lower pace. The total consumption at point (400, 4000) – is the same as in the case of the two separate tribes trading. That’s the case where fully informed central planner secures the same outcome as the one provided by market forces. However this doesn’t indicate that the actual outcome for EACH particular tribe member would be the same. For example, the central planner may decide to distribute wheat equally among all the members of the united tribe. Then the members of tribe A, who at the price of 6:1 consumed 1200/1000 = 1.2 tons of wheat per capita, would consume 4000/5000 = 0.8 tons of wheat and become worse off and the tribe B members who formerly consumed 2800/4000= 0.7 tons of wheat per capita would become better off.
Figure 3


[image: image3.emf]Transformation Curve for United Tribes

0; 6000

400; 4000

800; 0 0

1000

2000

3000

4000

5000

6000

7000

0 200 400 600 800 1000

Tons of Onion

Tons Of Wheat


2 A
At the extremes the kolkhoz can produce either 1500 tons of vegetables or 1600 tons of wheat. Suppose that kolkhoz produces only wheat. In that case, if the decision makers at the kolkhoz are want to transform to the production of vegetables they would want to use at first the most productive plot of land which is D (the price of wheat in terms of vegetables is 400) then they would want to take the second best plot B (the price of wheat in terms of vegetables is 4). The overall sequence would be D, B, E, C, A. This reasoning is summarized on Table 5
Table 5

	
	A
	B
	C
	D
	E

	Tons of Vegetables
	100
	200
	300
	400
	500

	Tons of Wheat
	500
	50
	450
	0
	600

	Price of Wheat
	0,2
	4
	0,666667
	400
	0,833333

	Sequence of wheat to vegetables switch
	5
	2
	4
	1
	3


The pattern of transformation process includes changes in the production of wheat and vegetables. It is shown on table 6

Table 6 Transformation from wheat to vegetables

	Vegetables
	1500
	1400
	1100
	600
	400
	0

	Wheat
	0
	500
	950
	1550
	1600
	1600

	Sum
	1500
	1900
	2050
	2150
	2000
	1600


Now it’s easy to draw the transformation curve
Figure 4
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2 B
If the price of both vegetables and wheat is the same then the kolkhoz would simply maximize the sum of vegetables and wheat that are produced. It is clear from figure 4 that this point is (600, 1550). The value for another points are on table 6.
If the prices of the vegetables are higher we need some further calculations. Let’s extend table 6 in order to include prices. Those calculations are summed up on table 7
Table 7 Calculations

	Vegetables
	1500
	1400
	1100
	600
	400
	0

	Wheat
	0
	500
	950
	1550
	1600
	1600

	Price of Vegetables
	2600
	2600
	2600
	2600
	2600
	2600

	Price of Wheat
	2000
	2000
	2000
	2000
	2000
	2000

	Value (P*Q)
	3900000
	4640000
	4760000
	4660000
	4240000
	3200000

	Sum
	6100
	1900
	2050
	2150
	2000
	1600


It is clear that the highest value is attained at point (1100, 950). This result is in line with intuition which suggests that as the price of a good rises we want to produce more of it.
2 C

If each plot has its own owner and a decision maker then he will want to maximize his own revenue. If the prices are the same (2000) there will be the following pattern of production. The owner of plot A would want to concentrate on the production of wheat because this will yield more revenue? The owner would want to grow vegetables, and so on. The pattern is on table 8
Table 8
	
	A
	B
	C
	D
	E
	Sum

	Tons of Vegetables
	0
	200
	0
	400
	0
	600

	Tons of Wheat
	500
	0
	450
	0
	600
	1550


If the price of vegetables is higher then the price of wheat (2600, 2000) then the owner of plot E would want to switch to the production of vegetables since this will bring him more revenue (1.3 million instead of 1.2 million ). This will yield the following pattern of production:
Table 9

	
	A
	B
	C
	D
	E
	Sum

	Tons of Vegetables
	0
	200
	0
	400
	500
	1100

	Tons of Wheat
	500
	0
	450
	0
	0
	950


Comparing with results from task B we may find an illustration to the fact that fully informed central planner secures the same outcome as in the case of free market.
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