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+ To find +he competitive eqm, mkts should cleag ¢ a maeket is cleaced ¥ the sum
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@ (a) The competitive  ( Walrasian) eqm- |s defied as the allocation (u*, 1, 4B, 6°)
and the Pzias (Pi/f’*) such that ot Ms, A and Mr® are oolvlrg thelr consumer

problem with  enclowments and mits clear for kboth \9°°d°
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(b) Test solve the set of Paetn efficient allocations in the interior of the Edgewortir Rox
by setting Mmesiy = mes s :
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et p= P'/Pz so that values are measured in teems ofgood 2.

(@) Alf: AM's budget constraint is: px*+ %%= 14
Therefore, given +he information in the question , the. demand functions are -
a

% 1 T
ptl

This behavior is consistent with the following utitity fnc:

a a a :
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guL: eudget constraint is p x°+ P = 1° and the expenditure on good | is
P.?qb 5 the expend'\tun: on300d a is 'xnb

Feom the c‘uesﬁon, we know that P.x,b—_-.:z'xg"
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(b) sine wp= (5,0) , wp= (%86) , wc=(0/4) by using &he results found in pazt (a):

.Alf's demfd 7 Ia:: SpP % W|a=xaq= .-1|5,—-E-|-

e pill's demand:  IP=2p+¢ = xP= ;“__TD_ Xb— P42

o Charlie's demand: I=4 = e 4/P 'xf,-_-o
Hence, excess demand for good 2is:
Ea= 8P 4 P+2-10 andf Ep=0= p=-2 ok p=4v
P+l Henwe, eqm. ?n'a. ratio |s equal 1o 4-
wglity levels are: u%=4 ; u?- 2,#8 ond u=1.

(i) exass demand is now (wy = (940))

£y = -?-_E—l--.- p+2-10 and the eqm. price is .
Then, e utitity levels are: U%=6, ub= 4 and U°=2

(i) we= (44) =5 TS 4P+ 4
X = P+l and ‘Xac'-'—o
US4 pal
Exeess cemard for good 2 i Ey = 'ETPI' +P+a-10- and the price is 4.

adlity levels: %=y , UP= 3.38 and U= 4+i=5.
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. The point A= (ay,bp)= (12, )
is on line of P.0. allocations, so, it
is paveto effident

+ The plnt B = (ap,bp)= (61 13) is not.



(e) m“%=—‘,:=% o Moaqm. 2R
Take Pa=l = PL=2
» Fatma daoose le.:b;: = la.F-i-Rb-F =TI=13.2
ap=12-8=4 and bp= 12-8=4

)
( ) i) o= 12, bp= ‘JIG.F_—..O , be=0 = w=maX 136/05:’.36

(l!-) u}—_—'min{l.lp,UF} = Up=UWUF

d.b-l-.'lbb =as =-.b-f' aﬂd ap+ag =|a
bp+bs=12

(i) =120 up +120Uf

o =0, bF=O

(1) 100 of the traders' initial endowment is  (10,0,0) , eacw of them
” is (0,5,0) eachL

(2) »oO
“ is (0,0,20) eacht

(%) 90

so0, the +otal initial endowment is € totat = (1000, 250,:900)

Al 4he traders hawe dw same utlity function: (L= X2 %, X34 and a monotonic
toansformartion of this function 15 w'=log (W= Liog Xi+ 4 (09 X2 + % (og X3
whidt @n be used for maximization instead of u.

Then ,for eack group of traders +he Lograngian:

&'=-—:lz- log Kit*‘—j—@xit-f' %LD_QX3{- -+ At[-wt- let-p;xgt —-Pant-]
whare = 1, 2,3 ond w* is the budget of traders.

+ Teom FOCs ; &y £=0, K46 =0 , Wyt =0 o find demand

functions for a tradee of type t:

—_— 2

2P Ape ’ 4P3
¢ Mkt deaz'lng: +otal demand should be qua,( o fotal SUPP‘H Gni-ha( endou)mnt)
so, there should not be excess demand foe any good.
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v b (i) mplies Fa _ Pa _
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usiag good | as numeradre , we immediately see that
W= 2= w310 , then all are equally well off,



