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Problem Set #8

1.  In an Edgeworth box economy with goods x, y, and total endowment of each good of 20, draw out in each case the Pareto set for the following various utility functions of each person:
a.  U1(x,y) = min(x,y); U2(x,y) = min(x,y)
b.  U1(x,y) = min(x,y) ; U2(x,y) = min(x,2y)
c.  U1(x,y) = min(x,y) ; U2(x,y) = x + y
d.  U1(x,y) = x*y ; U2(x,y) = 2*x+ y
e.  U1(x,y) = 2*x + y ; U2(x,y) = x + 2*y

2.  In an Edgeworth box economy with goods x, y and endowments of w1 = (8, 2), w2 = (8, 2), find the (a) competitive equilibrium(ia) for the following pairs of utility functions :
a.   U1(x,y) = min(x,y); U2(x,y) = min(x,y)
b.  U1(x,y) = x*y ; U2(x,y) = x*y.

3.  Derive and compare the first order conditions of the following problems:

The economy is a pure exchange economy with three consumers and two goods x and y.  The utility of the three consumers is given by Ui(x,y) for i=1,2,3.  Let the total endowment of good x be X and the total endowment of good y be Y.  Let λi ≥ 0 be welfare weights for i=1,2,3.

Problem A:  Maximize U1(x1,y1)
		Subject to	U2(x2,y2) = u2
				U3(x3,y3) = u3
				X = x1 + x2 + x3
				Y = y1 + y2 + y3

Problem B:  Maximize λ1*U1(x1,y1) + λ2*U2(x2,y2) + λ3*U3(x3,y3)
		Subject to 	X = x1 + x2 + x3
				Y = y1 + y2 + y3

