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Figure 3. Welfare possibilities frontiers (� > 0, t2 > t1).

Figure 4. Consumption allocations (� > 0, t2 > t1).

Figures 3 and 4 are analogous.15 Notice that, as in Figure 2, the dashed lines in Figure 4
are to the right of the corresponding solid lines.16 In this case, however, federalism makes
both groups better off.

4. Equilibrium on the Frontiers

4.1. Transfers Under Autarky and Regime Dominance

Under autarky, each worker is paid his marginal product and a per-worker intra-regional
transferzi . Whether the transfer is positive or negative is addressed below. Net income
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