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• Pure exchange economy 

• Utility function 

• Edgeworth Box 
- Convex indifference curves 

- Pareto dominating set 

- Pareto optimal set 

• Marginal Rate of Substitution (MRS) 

• Marginal utility 

• Budget set 

• Allocation

Recap



• Excess demand and supply 

• Utility Maximisation Problem 

• Walrasian Equilibrium 

- Existence?  
- Uniqueness?

Notions



• What is an Walrasian Equilibrium allocation, x? 

• Aggregate demand and supply function 

• Excess demand and supply function 

• What is a price vector, v? 

• What (the heck) is, Walras’ Law? 

• p*x = w

More Notions…



In-class Question



• a) If the price of one good equals 0 then a consumer with 
positive endowment of the other good would not have a nite 
optimal demand, since they could get more and more utility by 
forever increasing their demand. Also, at least one of the two 
consumers must have a positive endowment of the other good. 

• b) By drawing indifference curves and Budget constraint, one 
can justify that the solution must be where slope of budget 
constraint (price ratio) equals slope of indifference curve 
(MRS). Also each agent must exhaust their budget. Hence for 
Andy we solve:
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