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Due in Lecture on Wednesday, February 16th, in lecture. 
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6. a. Suppose that the number of workers doubles in Home. What happens to the Home PPF, and 
what happens to the no-trade relative price of wheat? 

 

 
 

Answer: With the doubling of the number of workers in Home, it can now produce 200 4 50   
bushels of wheat if it concentrates all resources in the production of wheat, or it could produce 
100 2 50   yards of cloth by devoting all resources to the production of cloth. The PPF shifts 
out for both wheat and cloth. The no-trade relative price of wheat remains the same because 
both WMPL  and CMPL  are unchanged. 

 
b. Suppose that there is technological progress in the wheat industry such that Home can 
produce more wheat with the same amount of labor.What happens to the Home PPF, and what 
happens to the relative price of wheat? Describe what would happen if a similar change 
occurred in the cloth industry 
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. 
Answer: Because the technological progress is only in the wheat industry, Home’s production 
of cloth remains the same if it devotes all of its resources to producing cloth. If instead Home 
produces only wheat, it is able to produce more wheat using the same amount of labor. Home’s 
PPF shifts out in the direction of wheat production. Recall that the relative price of wheat is 
given by / /W C C WP P MPL MPL . With the technological progress in wheat, the marginal 

product of labor in the wheat production increases. Thus, the relative price of wheat decreases. 
As shown in the graph, the relative price of wheat drops from 1/2 to 1/4. 

 
If instead the technological progress is in the cloth industry, we would have the opposite 
results. Home’s PPF would shift out in the direction of cloth production and the relative price 
of wheat would increase. 
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