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competitive equilibrium

1.NAME THE PRICE OF EACH GOOD 
price of , price of p A w x  

2.NORMALIZE PRICES(OPTIONAL)
1p  

3.SOLVE THE OPTIMIZATION PROBLEMS OF FIRMS

The profit function is   

ˆ ˆ ˆ ˆ ˆ1 1s s sp A wX A wA w A  
The firm chooses the level of ouput Â  so as to maximize profit.  

 

, , if w<1+s
ˆ ˆ ˆ ˆ, , 0, 0,0 if w=1+s

0,0,0 if w>1+s

A X A A  (1)  

4.DEFINE CONUMER INCOME 

 
value of property profit income lump-sum tax

M wx T  (2)   

5.SOLVE THE OPTIMIZATION PROBLEM OF THE CONSUMER 

 The consumer chooses ,A X  so as to maximize 

log log ,subject to u A X A wX M  

               The solution is  
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 (3)   

6.SOLVE THE EQUILIBRIUM CONDITIONS 
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equilibrium prices and profits

equilibrium allocation
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