
1 Answers to Exercise 1.

1.1 Budget 1

Since the price of apples went up from 2 to 3, Sam must spend an additional
100. In order for Sam to afford the same bundle, the expense on oranges
must go down by the same amount. Thus the price must drop to 2.

1.2 Budget 2

Two possibilities. First, price of doughnuts goes up. Second, Income drops
and price of coffee drops.

1.3 Budget 3

p2 = 2p1 and p12 + p23 = 24. Solving gives us p1 = 3 and p2 = 6. Thus the
answer is 36.

1.4 Tickets

For the plot remember to sort from highest to lowest. Price should be 18.
It is the same as the competitive equilibrium. The scalper would buy up all
the tickets at 18 and sell only 4 at 25 (and perhaps go to the game). If he
can tell the difference he would sell them all at the reservation value and it
would be fully efficient.

1.5 Pareto Optimality 1

There are six possible allocations: (a, b, c), (a, c, b), (b, a, c), (b, c, a), (c, a, b),
and (c, b, a). Note that the first is the only Pareto optimal allocation since
when it is compared to any other allocation it is preferred by everyone and
strictly preferred by at least two people.

1.6 Pareto Optimality 2

There are 6 possible allocations. Preferences violate transitivity. There are
no Pareto optimal allocations since there is always another allocation that
makes someone better off (by doing a 3 way swap everyone is happier).
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1.7 Pareto Optimality 3

Similar to Kiyotaki-Wright model. Have A start with b. B with c and C
with a. A has preferences a > b > c. B has preferences b > c > a. C
has prefences c > a > b Requires 3-way swap. Shows need for money in
the market. Foresight could help. Could bring up time-sharing. I think it
is called REI makes a fortune by acting as a market for time-sharing. They
help create trades that would have difficulty before.

1.8 Pareto Optimality and Envy Free

(i) There are 9 possibilities. (ii). Just with Joel getting (0,0) (1,1), (2,2).
(iii) The ones with Joel getting (1,1), (2,0), (0,2). (iv) (1,1). (v) (2,0) and
(0,2).

1.9 Evertrade

Have A start with b. B with c and C with a. A has preferences a > b > c > a.
B has preferences a > b > c > a. C has prefences c > b > a > c. C would
trade with A and then B and then A and then B, etc..

1.10 Indifference Curves 1

22.

1.11 Indifference Curves 2

D.

1.12 Multiple Choice questions

1.D, 2.E, 3.A, 4.E, 5.C, 6.B, 7.B, 8.E, 9.C, 10.C, 11.E, 12.E
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