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Basic theory and economic approach to decision-making
1)    What does Pavan Sukdev mean when he says the essential problem of the invisibility of nature in
markets is in trading public wealth for private profit? Is private profit bad?
The economic invisibility of nature in our economic model is the cause of human disconnection with nature. The services that nature offers us such as clean air, fertile soil, preventing floods, clean water and rainfall among others are public goods (wealth) and traded at no cost. However, we have a tendency to value private wealth at the expense of public wealth (nature)
Pavan Sukdev puts a price tag on the services that the ecosystem (nature) has to offer. Pavan relates the cost of air pollution, loss of oceans, atmosphere and biodiversity to the private profits and clearly finds that these profits do don’t much the externalities, costs that we incur when we destroy nature. With the nature operating currently beyond its carrying capacity, there is need to conserve nature for its benefits. Pavan comparison of natural resources such as swamps, forests and oceans to public wealth, and activities that deplete or destroy the environment  as trading nature for private profit shades light on the need to price nature’s services so as to attempt to reverse the declining ecosystems and biodiversity. Private profit is not bad but without if it is traded with public wealth it is bad.
2)    What are the determinants of demand? Reflect on how those determinants reveal themselves in
your demand for food. What is the role of willingness-to-pay relative to ability-to-pay in reflecting
individual and societal values? What are some other means of expressing and comparing individual
Values?
The five determinants of demand are:
i) The price of the good or service.
ii) Buyers Income.
iii) Prices of related goods or services. 
iv) Tastes or preferences of consumers.
v) Expectations. 
In my o demand for food, I would prefer shop for foods that are healthier like cereals as compared to junk food and red meat. In relation to the price of goods, for necessities, I have to buy them whether the price goes up or not. But for carbonated drinks, if the price goes high, I will not buy them. If I expect that the prices of food items will go up, I can buy more and stock for use when the prices go up. The price of related goods also affects my demand for certain food items. For example, bread and butter are complimentary goods, if the price of butter goes up I definitely won’t buy bread, for substitutes, if the price of coffee goes up, I choose to buy tea instead. Lastly, if I have a lot of income at my disposal, my demand for food increases. 
The willingness to pay evaluates the value a person places on a good or service and ability to pay relate to social status and individuals views on reservation price of a good. Willingness to pay even extra are linked of increased social status. Individual values can express and compared by willingness to accept a good.
3)    Calculate the present value of the following sequence of willingness to pay amounts: this year, $75;
next year, $100; year 2, $150; year 3, $50. Use a 5 percent discount rate. Recalculate using a
discount rate of 10 percent. What is the effect of using a higher discount rate? Do individual people
value consumption today over consumption tomorrow? What about society? Should they/it? Why
or why not?
For 5% discount
	year
	Cash flow
	Discount rate
	Present discount
 factor
	Present values

	1
	150
	0.05
	0.95238
	142.8571

	2
	150
	0.05
	0.90703
	136.0544

	3
	50
	0.05
	0.86384
	43.19188




For a 10% discount,
	year
	Cash flow
	Discount rate
	Present discount
 factor
	Present values

	1
	150
	0.10
	0.90909
	136.3635

	2
	150
	0.10
	0.82645
	123.9675

	3
	50
	0.10
	0.75131
	37.5655


When a higher discount rate is used, the present value is less compared to when a smaller discount rate is used.
Since the discounts are high, Individual people value consumptions today overs consumption tomorrow.
At a higher discount rate, the society is willing to trade current ever future consumption. 
4)    Graphically illustrate and discuss what happens to the statically efficient rate of output when there is: 
a) a technical change in the mode of production, such as new satellite-based resource exploration techniques; 
Technical change in production means that the process becomes more effective hence reducing the cost of production and finally translating to increase in output. This means that the production curve shifts to right; an indication that more will be produced using the same amount of resources. Supply of the commodity increases in the market. A graphical representation is as shown below;

	
		       Output 	
	
	
				Shift in production

	    


	


			Output 


b) Population or income growth; 
Given that the product is a basic one, demand will increase as the number of consumers will have increased. The same case happens for income growth, since disposable income increases. When demand increases, it means that more production will be carried out to satisfy the market. Shift in demand.
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c) a new substitute technology; 
A new substitute technology can either be more effective for the production process or otherwise. A new technology can, therefore, increase the production rate. The production curve shifts to the right as in figure in question (a).
d) a change in consumer tastes and preferences away from some dimension of the product, e.g., plastic straws/bottles.
Tastes and preferences are determinants of demand of a product. If they change, demand is affected. If more people turn to consume a product, it means that their preferences and tastes have been targeted on the very product and therefore its production increases. This translates to a movement along the demand curve. 
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5) Describe a real situation where external costs (negative production or consumption externalities) are observed. Show graphically that when external costs are involved, market outputs tend to be too high, and market prices too low, relative to socially efficient levels. What is the associated effect on the incentive for individuals to engage in activities that created negative externalities?

An example of a negative production is the cost of health problems that are caused by harmful materials and ingredients. 
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Breaking it down, P2 represents the low price from the high market or equilibrium output. 
The associated effect of the incentive of a production that leads to a negative externality or profit is tax. Engaging in such a production activity earns you good profits which are offset by government taxes. 
6)    Chapter 6, #4] Refer to the open-access beach problem in the text of this chapter and table 6-2. If the cost per day rose to $18, how many people would maximize the net benefits of the beach? And how many people would visit the beach under open access? Describe in economic terms why this would happen and what are some potential solutions to the problem?
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4 people would maximize the net benefit (8). 
	Visitors 
	Individual marginal willingness to pay
	Aggregate marginal willingness to pay 
	Cost per visit 
	Total cost
	Aggregate WTP - cost

	1
	20
	20
	18
	18
	2

	2
	20
	40
	18
	36
	4

	3
	20
	60
	18
	54
	6

	4
	20
	80
	18
	72
	8

	5
	18
	90
	18
	90
	0

	6
	16
	96
	18
	108
	-12

	7
	14
	98
	18
	126
	-28

	8
	12
	96
	18
	144
	-48

	9
	10
	90
	18
	162
	-72

	10
	8
	80
	18
	180
	-100



5 people will visit the beach under open access since the 6th person visiting will result to a net loss of $-12 following other bigger losses in subsequent visits. Loss cannot be embraced in any business and this is why visits should be maintained at 5 people. Improving technology can better the situation. 

