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lntrodocinJprodoctioo 

Lectures: General Equ ilibrium 

lntrodocinJprodoctioo 

What aboottO<prodoce"i"tO<economy? TO<n,aretw,ca ... 

J TO<n,a,e <>Cprodu<.,. intO< e•:<•<>Cmy·thi> i>wh>ti>calleda 
pureexcha"ge«Ol'IOOly inwhKh alla.»lablecood•aretl>ooe 
com ingl,om.,._,,_.,1,omconw.,,.cs(upu"til°""') 

2. T0<n,a,eprod.«<$whocanprod...cecommo<lrties int0< 
ecooomy(today) 

TO<firmjh>< aprod octioofunctioooltO< form 

r,!(,:J.l)-(g,f ,,{' .. .. ,,-1_)). C·,_l 

~ ! 4"S .,,..CJ 

V)o\ LA- Ff/t.,...,,,.) ,....,. r ... ,o,tl 



n .• ~,mjh .. ,pr,,cfo,:tioofu""tioooltho fo,m 

• ,)J fo, fam j d<,scr,b,s t ho vtttot of input< that fom j ,,_ in 
tO<product iooolgood l (/) 

"' lnothorwotd,, fimij.,..,.,fun it<ofoommodityi to 
producocommod;1y/ 

"' f imi, .,e"""10dbycoo,urner,in,ociety 

"' W• nffdto <l<scrib< whoowoswhid,fam , 

"'{Cllt'Fio,,J,,p;s1•' •· •• ••og•noo;s . .J_..:r ,..~.;t~ 

"' f imi, .,e"""10dby coo,urner, insoc;.1y 

"' Wenffd todeoc rib<whoow"'whid,firm 

"' 0w..,s1,;p;s,.~..,, •• ,.,Oi""°"'····- ' .. 1;.,,:mod,,I 
might in,ot,,,con,ume,schoo<;ng ..t>ichfom,toown 

• ~ :l~~~..,nt t O< frac:t iot, of firm j that ;s owned by 

• Fi,ms .. • o,,,,,>«11,ycor,,urner, in'°"ioty 

• Wonffdtodoocrib<whoow"'whichfom 

• Ownership ;s takena,oxogeooos .. . • mo<< real;<ticmodel 
m;ght ;nvol,ocon..,m,r,,:hoo<;ng..t,ich fomstoown 

., 00 .,;11,. pr.,.nt t O< frac:tion of famjthat;s owntdby 

• Foreachfirmj.0,; E [0. 1] 

"' f irm, .,eownedby coo,urner, insoc;.1y 

"' Wenffd to deoc rib< whoow"'whid,firm 
.. 0w,,or,1,;p;s,.~..,, ., ,.,Oieooos .. . •..,..., ,.,.1;s,icmod,,I 

might in,ot,,,con<mnttschoo<;ng ..t>ichfirm, to°"'n 

• o,, .,;11,.pr..,nt t O< frac:t iot,off irmjthat;sownedby 

• Fi,ms at• o,,,,,,odbycor,..,m,r, in '°"ioty 

• Wonffdtodoocrib<who°"'n<whichlirm 

• Ownership ;s takena,oxogeooos .. . • mo<o real;<ticmodel 
m;1ht ;nvol,ocon..,m,r,,:hoo<;n1..t>ichfirrn,toown 

o, O;; will"pr.,.nt t O< fract ion offirmjthn;s owntdby 

• For eachfirmj.0,.E [0. 1] 

• L ~,9• ~ 9,; + 0,,; + .. . + O~ ~ 1 

"' Animphc~as,umptioohe« ;s thatfirmsdoooth•"" • "Y 
ondowm<o!S 



Loctu,.5 ~o,,alEQuihbnum 

lntroducincproductioo 

Gffl<r•lequi li bnumwnhproductioo 

E,ampifl 

Loctu,eS: ~n.,,alEqu ilibnum 

Lectu,eS: ~n.,,alEqu ilibnum 

lntrodocinc prodoctioo 



Loctu,.5 ~o,,alEQu ihbnum 

~ 
IA.~l'\oi> 

1. lm,,i..,th<p,obl<mofRobon<onCrn=. li,ong,ioM in,n \~..t,{..u-'"'"a>,oo,'? 
;ol>n<IHe;s the~,>n<lthe ~ , 

~~~-.. ,.,.!%[t::~~-cw·-') 
1 ,;: ,ol,esthelol'°"'"ngm>•imiz>!ioo>p,obl<m 

n• ,=mt"~ 

2. (.::' !,'. J .. tisfios th<fol'°"'"ng . ,. 

";~t ~ ·-hth•t e: • ;c ~ :-£ • !!: -4Y.x~ ..,~--1- n 
3. ~· ~ L·i ,no L+L, - 1.,_ ;;;;ro ill-l!M'so 
roror~u,~ 

~ ~ 

• p,=O •n<I,. Oc>nflQt h>pi>en in•compet iti~equilihfium 
(w+.y7) 

.. p. - O,n<lw • Oc, nflQth>Wffiin,compet itM equihbnum 
(why?) 

• p, > O>n<l w=Oc>nnoth>P?ffi(Why >) 



.. (.:m:?~aodw • 0 <annotha-in>O>rnp<t ;t i..,tquihboium 

: :: : ~ :~:: ~::~:: :::~ :::;;: 

").:"pt~ - l, 

fir>tordt,<oodi t io,,oy;.ld 

TOCp,oblemof thefirm 

: ~ ~~:,:~:~, ~~::::~'::":.., t "< profit enter> into 

f= .:· /:~~ ~:t::~~: :·::,"""' 
"l!'pt~ - l. 

fost ordtrcood,t ioo,yoekl 

TOCp,~mof the firm 

: ~~:;%;~~::;::/::"..,, .. profa tnter,into 

.. We fir<t«>lve tOCprofi!maximiz.otioo 

For>ny(p . w • l ), .,,..w;,ntto..,.... 

").:" pt~ - l , 

fir>tordt,<ooditio,,oy;.ld 

n'(p) - p(pfJJ 6 -(ptf).n-~ 

TOCouwJyofx~thtn i i,,...,,by· 

x'(p) ~ i;(p)e~ (p{J)c':. 



n,, p,obl, mofth, con,um,r 
To'°""'bth<d<m•ndrn=x' (p), L' (p) , ,..,"""" 

";:r'x''L'-~ wchth•t r»<+L :, i + n"(p) 

n ,, p,oblemoftheconsum,r 
To""""fo•th<d<m•ndcufW>'(p).L"(P) , ,..,,ol~ 

By tO<fi"t0<d<r cood it100, ,.,.g<t 

" ' r=-;; ;=P 

Substitu! in1thist»cl<i ntotO<budg,tcom.1<• iM,,.,.g,t 

2-,;L+L • l +p~ (tl6 - e~) . 

TO<p,obl,mofth,consum,r 
To '°""'bth<d<m•ndcu""'x' (p), L" (p),we"""" 

"' r=-;;; • p 

Sut>sti!u!ingthisbocl; in!ot O<budg,tcom.t<a int, ,.,.g,t 

2-,;L+L - i+p¢1 (e6 - n~) . 

Thep,oblemofthe consumer 
To'°""'fo,th<d<m•nd<u""'x"(p),L"(P) , we'°""' 

By tO<fi"totd<rcond itlOO, ,.,. , <t_ 

"' r=-;; ; = P 

Sut>stotut ingthisb•d into thebudgcoostt> nt , weg,t 

Thus ~ L+ L=l +p¢1 (tl6-e0) 

T...,. L4(p) =(l - nJ( l + p0 (/l6-/l,-!;,)) 

x0(P) · ~(l+p¢. (136 _er¾)) 

Mark,tC l, anng 

Ma,k,t( lu nng 

x•(p) a x-'(p) 

Mark<t( luri ng 

WeooJyJlttdto chedooemarketdea<iniconditioo{why]) 

3) Ji,Gl:x,S, v' t<Gt6 I\J . 13 

~ rJ~rf) cc_ {rT3 )' )3 

~ J_ ~ 

I ib!-ij?O.g CJ~)(1>r1')+ (rp Jd3 =:- ~ 
--= -



Ma,~Clu nng 

·z::.~= ,'~ =::..:.:~~=~~ :'t''°" (why?) 

x'(P) a x'(p) 

A<areou lt 

Ma,~Cl~anng 

:•:.~;::: ,: =:: .. :.:~~=~~ :'t''°" (why?) 

x'(P) ~ x'(p) 

A<ar..u lt 

-C>(L 

-1 - f 
I~ 

...L ,.....,, 



Su?P'°"'th>ttO<r, i> ooe coo,ume, with • ut1hty fuoct""1 

Toe,,.,., ,,.,firms ~ 
f,(l,.K,) • l ! l ' K:1• 

;"'•~ •'•:;::::,:: :.~';K!:.· ano O un;t,cf x .no 

~=:·:::~~:m;;.::I:~:::.-··--· 
(L;. K; J><>tve l,•\ 

TO<p,~mof th< fi,m 

(r,,fr/,"') 

i~</1,Y,N) 
@t,t•t) 



n,,p,obl,mofth,fi,m 

n ,, p,oblemofthefi,m 

Toep,oblemofthefi,m 

Toep,obl,mofth,fi,m 

Toep,oblemofthefi,m 
We '°"" toe p,ofit m•>Jmiut,00 of toe fi,m th• t prodoc .. x 



n,,p,obl,mofth,fi,m 

~; ~;~ :i~:,::;t:·:.~r.~--!."' th>t prodo<« X 

n ,,p,oblemofthefi,m 

~; ~~--==7:.:·:t:':.~r.~--~: that prodoc,o X 

Toep,oblemofthefi,m 

We50IYetMprofitmaximizat""1oftMfirm thatprod..c"'y 

r.'tP,L~PK; /> L,w-K,, 

TO,p,oblemofthefi,m 

T..p,obl,mofth,fi,m 

We al50 koowthatPy - i. Whyl 

yow 

J_, ..,• 

~ 

j(.'( d C !:l, j;z! 
l.1 VF t<-~ 

-=rJKy,t,y 



The ""ot>lemofthe firm 

Bym >< ketclearinJ""'m"'th,,. 

r It L f( L 
.1_ :::. /<.')C )( 
l-

F,.,c.::--Lr 
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OJ11n»> to +7~~ ~c) __ _'.'.__ ____ _ 

• 1k<f , / , -1/v1 r 1 / l f \ ~ 




