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• Pure exchange economy: 
- Week 2 material: Edgeworth Box, Pareto Efficiency 

- Week 3 material: Walrasian equilibrium 

• Economy with production (Robinson Crusoe economy): 
- Week 4 material:  Walrasian equilibrium with production

Recap of what we’ve been through so far…



• The First Fundamental Theorem of Welfare Economics 
- If (markets are complete and) everyone’s preferences are locally non-satiated then any 

Walrasian Equilibrium is Pareto optimal.  
- (Assuming markets are complete.) Given an economy with fundamentals listed in 

Lecture 4, Definition 2.1, let (p, x, y) be a Walrasian Equilibrium. If all consumers have 
locally non-satiated preferences then the allocation (x,y) is Pareto efficient.  

• The Second Fundamental Theorem of Welfare Economics 
- (Assuming markets are complete) Let x be a Pareto efficient allocation. If all agents have 

continuous, convex and locally non-satiated preferences then there exists a reallocation of 
resources such that for some price schedule p, (p, x) is a Walrasian Equilibrium. 

-  (Assuming markets are complete.) Given the fundamentals listed in Lecture 4, Definition 
2.1, let (x, y) be a Pareto efficient al location where xij > 0 forall i∈I and j∈J. Suppose  

• i) all preferences are convex, continuous and locally non-satiated. 

• ii) all production sets are convex, closed and satisfy free-disposal. 

Then there exists a distribution of resources such that (x,y) is a Walrasian Equilibrium 
allocation. 

The Welfare Theorems
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