HINTS:

Let’s assume we are advisors in TRANSTION economy to the Minister of Agric. 

Reform has to assure higher competitiveness of farm producers (higher TFP)  comparing to the current distribution of land. 

You can suggest two types of policies : 

(i) efficiency oriented land reform (all land is attributed in farms of the most socially efficient size

(ii) welfare oriented land reform  (all the land will be distributed equally to all farms).  

So you have to compute TFP, under different price scenarios, and compare the results of the two policies and select the desired ideal farm size range. 

Price scenarios are more and more advanced in due course of the exercise,  in order to make the exercise as close to the reality as possible (taking into account transaction costs, market price distortions, etc.). 

Definitions: 

Market prices - directly taken from markets (e.g. interest rate from bank, minimum wage from statistical office, etc.) – include markets distortions

Social prices: opportunity costs (e.g. for own labour it can range depends on the level of education, for own land it can range depends on the geographic position, for capital it can range depending on the form of borrowing – bank, stock market, etc.) – try to avoid market distortions

Effective prices: prices taking into account the transaction costs (e.g. costs of supervision, differences in costs of acquiring capital (of credit) – affected by market distortions

Effective social prices: prices taking into account the transaction costs and reducing the distortions

