Homework 6
The purpose of this homework is to teach you how to generate a beta distribution. This distribution is very flexible and can be used among other things to represent grain yields.

First generate 5000 draws from a 0,1 normal. Next turn these draws into probabilities using the NORMSDIST command. Now to turn these probabilities into a beta distribution use the BETAINV command. The beta distribution has four parameters. These are called alpha beta and the min and max. For this exercise use 3,1,40,220 to represent a low risk producer in North Central Iowa and 2,1,20,180 to represent a producer in Southern Iowa.

(1) Make a histogram of the distributions that you have just specified, and calculate the average yield.

(2) Assume that each bushel is valued at $1. Find the fair rate of an option that pays $1 for each bushel below 75% and 85% of the expected yield value for each producer. 

(4) Send me an email with one of the histograms and the two option values

