Sasha Glebov Group 3 Assignment 3


	L input
	Annual Output

	Years
	A
	B

	0
	0
	0

	1
	1400
	800

	2
	2400
	1400

	3
	2800
	1800

	4
	2800
	2000


Table 1 (Given data)

1

We draw the transformation curve using the following figures

Table 2

	Wheat L
	0
	50
	100
	150
	200
	250
	300
	350

	Corn L
	350
	300
	250
	200
	150
	100
	50
	0

	A (Wheat)
	0
	70000
	140000
	190000
	240000
	260000
	280000
	280000

	B (Corn)
	190000
	180000
	160000
	140000
	110000
	80000
	40000
	0


Figure 1 Transformation curve
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2 A

In order to answer the questions lets rewrite the table 1 in terms of marginal products we will also need the marginal products in money terms. 

Table 3 Marginal product

	L input
	Marginal product in kg

	Years
	A
	B

	0
	0
	0

	1
	1400
	800

	2
	1000
	600

	3
	400
	400

	4
	0
	200


Table 4 Marginal product in money terms

	L input
	Marginal product in $

	Years
	A
	B

	0
	0
	0

	1
	2800
	1600

	2
	2000
	1200

	3
	800
	800

	4
	0
	400


Table 5 Annual output in money terms

	L input
	Annual Output in $

	Years
	A
	B

	0
	0
	0

	1
	2800
	1600

	2
	4800
	2800

	3
	5600
	3600

	4
	5600
	4000


Landlord would compete for labor and the owners of field A don’t want more then 300 workers so the lowest price they can offer is 800 $/year. The allocation of workers would be 200 workers on fields of type A and 150 to field B. Now, the landlords of fields of type B won’t pay more then $1200 to their workers. There are two types of B-type landlord: those with 1 worker and those with two workers and if those with 2 workers pay less then $1200 then the workers will move to those who will offer more. Therefore the market wage would be $1200. The A-type landlords would get a profit of $2400. The B-type landlords would get a profit of $400.
2 B

Consumption curve is the locus of all combinations that are attainable is the economy is allowed to trade. We will do it this way. First, we maximize the amount of money that the economy can get from its own production and then assume that this money can be used to purchase wheat and corn in the world market. Let’s consider the following table:
Table 6 Maximizing the consumption in Trade

	Wheat L
	0
	50
	100
	150
	200
	250
	300
	350

	Corn L
	350
	300
	250
	200
	150
	100
	50
	0

	A (Wheat),kg
	0
	70000
	140000
	190000
	240000
	260000
	280000
	280000

	B (Corn), kg
	190000
	180000
	160000
	140000
	110000
	80000
	40000
	0

	A (Wheat), $
	0
	140000
	280000
	380000
	480000
	520000
	560000
	560000

	B (Corn), $
	380000
	360000
	320000
	280000
	220000
	160000
	80000
	0

	Sum, $
	380000
	500000
	600000
	660000
	700000
	680000
	640000
	560000


Now, the economy faces the following constraint

2*W + 2*C = 700000

The consumption curve is the locus of the points that satisfy that constraint. We may see from these figures that the market allocation in the framework of profit maximizing landlords and in the framework of the consumption curve yields the same outcome therefore the market allocation is indeed efficient
Figure 2 Transformation curve and the consumption curve
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3 A

No, an increase in prices would affect the actual choices that are made but not the potential choices that can be made and are attainable. Transformation curve is determined by the amount of resources at the disposal.

3 B 

We rewrite output and the marginal product in the new money terms

Table 7 Annual output in the new money terms

	L input
	Annual Output in $

	Years
	A
	B

	0
	0
	0

	1
	2800
	3200

	2
	4800
	5600

	3
	5600
	7200

	4
	5600
	8000


Table 8 marginal product in the new money terms 

	L input
	Marginal product in $

	Years
	A
	B

	0
	0
	0

	1
	2800
	3200

	2
	2000
	2400

	3
	800
	1600

	4
	0
	800


Now 200 workers would work on the fields of type B and 150 workers would work on fields of type A. The market wage would be $2000. B-type landlords would come up with a profit of $1600 and A-type landlords with a profit of $800.
3 C

We will use the same logic to build the new consumption curve

Table 9

	Wheat L
	0
	50
	100
	150
	200
	250
	300
	350

	Corn L
	350
	300
	250
	200
	150
	100
	50
	0

	A (Wheat),kg
	0
	70000
	140000
	190000
	240000
	260000
	280000
	280000

	B (Corn), kg
	190000
	180000
	160000
	140000
	110000
	80000
	40000
	0

	A (Wheat), $
	0
	140000
	280000
	380000
	480000
	520000
	560000
	560000

	B (Corn), $
	760000
	720000
	640000
	560000
	440000
	320000
	160000
	0

	Sum, $
	760000
	860000
	920000
	940000
	920000
	840000
	720000
	560000


The consumption curve is the locus of the points that satisfy the following constraint:

C=235000-(1/2)W

Figure 3 Transformation curve and the consumption curve, new prices
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the market allocation is again efficient
3 D
Those three types of agents are worker, A-type landlords and B-type landlords. Their welfare is what they earn from their factor of production.
A-type landlords used to receive a profit of $2400 and now they receive a profit of $800. They would actually loose.

B-type landlord would be better off with the profit of $1600, compared to $400 before prices changed.

The worker’s used to have $1200 wage and after prices underwent the change their wage became $2000 so they would be better off.
3 E

If the economy is an exporter of wheat it would actually loose as a whole from that change in prices. Whereas agents have more money they will receive less utility, because the price of the good they prefer doubled

If the economy is an exporter of corn it will gain as a whole. Again the income that they receive is the same, however, if they prefer wheat they would feel better, because wheat is relatively less expensive.

4 A

The subsidy acts like an increase in marginal product of each worker, because government sort of compensates the landlords $500 of the money they pay to each worker. This changes the figures for the annual and marginal output in money terms.
Table 10 Annual output, $, after subsidy
	L input
	Annual Output

	Years
	A
	B

	0
	0
	0

	1
	3300
	3200

	2
	5800
	5600

	3
	7100
	7200

	4
	7600
	8000


The marginal product is on table 11

Table 11 Marginal product, $, after subsidy

	L input
	Marginal product in $

	Years
	A
	B

	0
	0
	0

	1
	3300
	3200

	2
	2500
	2400

	3
	1300
	1600

	4
	500
	800


Under the new market allocation 200 workers would be employed in wheat sector and 150 workers would be employed in corn sector. The equilibrium wage would be $2400 – the marginal product of the last 50 workers. A-type landlords would get $1000 in profit, B-type landlords would get $800 in profit.
4 B

To derive the consumption curve we will use the date from the last row of the table 9.

With the government policy of that sort the society does not maximize the market value of the produce and chooses the point to the right from the optimal (920000 instead of 940000)
The consumption curve is the locus of the points that satisfy the following equation:
2W+4C=920000
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