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ArExample

A good of two qualities : High and Low
-

-

There are b buyers ,
each of whom wants to buye uit.

Thre un sH sellars
,
each with one unit of It quality,

-nd S
L

1.
↓

w h ~ > -L u

Assumption : 24 >+ >u >al



I

. Assume that quality is observable
-

-

&E - 1 No competitive we rents :

-
C market for good It

-

E market for good L.

Suppl
-

For [c 3 H , 24 :

Pcc

Sin =Lo



Demand :

-

The demands of goods H
andL depend on Iph , p") :

Graumers demand in quality that gives hem he largest utility :

ni
= pT = max(u p

,

u"
- pH)30

.

For (pt , pH) c90 , 4] XCo .
4") :

(Avoix ! (

~
jo

,
b) if 4" - E maxyu= p

,

u"
- pH)30

((x ,z)(x + y= b) if 24 - p) = uk-pl) o

(D(p4PH)
,
D+4PH)) = < (b

,
0) if n -p maxu2 p

,

u"
- pH330

I((x ,z)(x +y b) if 24 - p) = uk- pl = ⑧

10
,
0) if mexuhput - p +30

.
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CE Assume 6 max &S? S"3 . Ten :

-

L

· If b > s + s
,

Than
. P = n2

, p
*
= u

,

and all units trade
.

L
-c u" - 24 = pict , pi = # - (uc)

· If b < s+s" ,
im E > => pt = c"

,
pl = n= (ut- c)

Moreor
,

b units trade

CE is Pareto efficient (i ..., maxuman surplus

is realized)

Exemp : b = 3 ,
s4
= s = 2

,

2" = 10
,
u = 3

,
c = 6

,

c = 2
.

Thn : pn = 2
, pH = 10 - (4 - 2) = 8 .

Sorples reclized :
2110 - b) + (4 - 2) = 10

Each buyer : 2.

It sollo ~ 2

L sollas - O
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Assome quality is known to sellers
,
but is observed by

buyrs onl upon porchuse

In his case there is a single market where both qualities

trade
.
Hance buyers are unertain about in quality of

Te good they are offered
IP

CE
& SIp)

Z

Supply :

sip =[ ch =

(s' + s4 if p > CH .

c =

& F+Sk



Demee(buyus or disel) :

E[u]= n=

Assume E[h] < Ct. Hance
# All selles suppy at
Mis price

Psuh

S - p =
u

D(p= pa



IP

E[u] < C SIp)

ut
-

ch =

E[u] =
i unque equili

-

I S brium is inaffi ant
h 1 -

c = /p)

# & F
S
L S"+Sk



Assume E[h] < Ct. Hance

H

c+ p = h

=(cap = CH

↳ if c'=p cu

1 : it paal



PE[u] > +

S(p)

UH ↓
E[u] ·

ch =-E
-

26 A
S"+Sk
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extrema example.

A in en sur 1 of sellers .

The quality ofhe good supplied by
(

T ~le se[o
,
1) is q(s) = S , and

its oportunity cost is CISES.
(

Buyes' value of quality Scto .
1] is hisi = cs

,
<10

,
2).

CE
z

Supply : PERRt ,
Sep) = mi- < p . 1) ·

Demand
:((p) e %0

if PLE[ulS)( < p)
1 oherwise

. p A N

E P &
-

E[u(s)(s < p] ?
uniform

10 p( ,
Eu(s)) = p] = < EMS)s = p] = </2 <p = 4(p) = 0

If
p = 1 :E [u(s)(s =p) =CEMS)s = p] =C(E) p = D(p) = 0



P 5(p)

L = &

CE : No trade !

S (Market disappears)

⑧ p

1 I



Let p1 :

E[u() /S = p] = E[CS)S = p]

= CE[Sls = p)

S ~ Vo , is
, f(s) = 1 (1 : fids = (x = = 1)

5)(S = p : F(s(S = p) = pr(S = s(Sep]

=ESise
1 if S > P

- EE f Se

Hence
f (s)2 p) = Get S ↑

if S & P



ETs(Sep] = sfis/scp) as

= (as
= + ( ! = () = -
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