
Let us normalize (spot) prices : Ex=
)

= 1
.

Ann's demand of consumption today :

x = b

3 = 30 - ( +
rib) B . 7

) = b*
(r)=

X = 3
&) optimali

CONSOLIDATING THE B
. C : (1+ r)X + y = 30 (> X + E =



Bob's demand of consumption today :

X = 20 + D

& B
.

C. (X (1 + r)x + y = 20 (1 + u)

y =
- (1 + r)b

* = ( +r)) optimalit

((r) = - 10

ALTERNATELY :

max (20 + b) ( ( + r > b)
↳ EIR

EOC : Zo + 2b = 0

Credit Market CLEAMNG
--

-" (r) + b
*

(r) = 0

-10 =0=

Roxer CE :

# , 3) = 110 ,
10)

(x , 3) = 110
, 20)
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() AssumePet there is a firm with a technologythat produce

us - S X according to the production function y = 3

Are and Bob have equal shares ofme fi

Calculate in Radnar CE ofThe econom.

Firm's Demand of Credit :

⑧ if 3 < 1 + r

mex 3 b -
(1+ rib) 5(r) =

20
,
6) 1f 3 = 1 + m

bEIR + E
& Jundefined if 33 Its

.

Hence
,

in a CE : 3 1 1 +r (2 and +
= 0 3 .

Ann's Demand of Credit : b
*

Ir)=

Bob's n - 1 : b3(r) = - 10

Credit Market Clearing : B
+ (r) + b

*

(r) + b
-

(r) = 0

For r32 : y+ (r) + 33(r) + 5 (r) = in-10 + 0=1

Hence ra
= 2

,
and bt(0) == =

7
.

5
,
>

B
(4 = 0

,
b(r) = 2

.
5.

-



S

(x ,
y*) =

(7 .

5
.
7

.

5)

(x
,
,yz) = (10 ,
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()
Asens' Budget Gretnants : X

,

= 10 + b
, xy + (1 +rb = 4.

mcX (10 +b)(4 - (1 +r)b)
be IR

Fo
.

C ..
- (1 + r)(10 + b) + 4 - (1 + r)b = 0

b(r)= = = 5

A stris Borrow/Land WE ounG .
Hence

,
The Young ano Ord present

* Date t Do NOT inmilde in The Credit Market
.

-
-

Market Ccasmng or t N b(r) = 0 =) b(r) = 0

i = = = H + r = = ,

v= - 3
->

-----
BuT NOBODY Borrows On LEND.

CE ALo cat our - (x
,, xz) = (10 ,

3)
.

-
1 it iS D LL COST ON IS T /TECHNICALLY) Pareto OPTIMALI



If THE Young of EDI GENERATION DONATED 2 UNITS

of Consumption TO TAE OLD AND THESE DONATIONDRE SHARED

E QUALY B2 THE OLD
,

THEN THE CONSUMPTION STEAMS ARE :

* X

Distei I 2 3 --
- t --

OLD g
*

g 8 - -- j --- (Case Ne = 2 Ne-i)
YOUNG 8 z z - --- z

-
-

( 4 + 2/2)
·
NoteThaT ThEire DRE TWICE AS MANY YOUNG INDIVIDUALS

T HAN OLD INDIVIDUALS

(d) The Consumpton Strean of Deneration to is 110
, 8) .

ALL

THE Other benations' Consumption Stran is 18
,

8)
.

-
IS SCHEME is NOT A MARKET OUTCOME.... BUT IT CAN Be

TheResult of * CULTURAL TRIT
B WHICH EDCH MOTHER

RECIEVES I UNIT Of CONSUMPTION From EACH of HER O DAUGHTERS

What If The population iS S MNKiNG T
-



(b) Money) Mean of transaction , deport of value &
Z

SUPPOSE ThatThe Stock of MONEL IS GIVEN To THE OLD PRESENT It

- = 1
.
Natural

,
LESE Agents WILL Use MONEY N BAY As Much

of the consumption Good as ES can. A Towns AGENT

Saturs So ME of Its Endowment or Time t CAN HOLi

↓ o The Money HE TECHUES to Bu) GOOD The NEXT

-

DATE
. IMS

,

HER BUDGET CONSTRAINT 1S

P((X - E ) + p = + (y - j) = 0 Ill

Obviously
,

in EQUILIBRM PETO ,

XL
.

HENCE 12

MAY BE WRITEN AS

(x - 10) + (2 - 4) = 0

S

-

A -

S

ex + y = 10 + 4 ,



An ASErt Born at t croses (X
, Xm) to socre

mcX Xy
s .+

2 =
X + 3 = 102 + 4

THE SOLUTION Solves TE Sas TEM

E = T

((((()
= 3 + 5

2X + y = 101 + 4 Yy(() = 2 + 594

HENCE
,
Market CLEARING MEQUIRES

INt-r(2 + 59 ) + N
=

S + z) = m
,

(4) + N
= (00)

(i) Nz = 2 Ne-
,

51 + 7 = 12.

A
stationses CE (1 . E .,

f += 2
,
#t) satisfies

Pr
↓

Se-12p + 4 =0==
5



For 1
= 7 ,

x (5) = 10
, y(5) = 4

, u(x15) , 3(1) = 40

In his <E There is no Those !

For f = 2
,
X(2) = 6

, y(2) = 12
,

4(x(2)
, %(2)) = 72

Pareto Sudemor The "Golden Ruce" 1 r
= 2

.

(ii) Nz = No Market Clorws : 2+ 2 + + 5 + z = 4 + 10

i
. e-, Se-ze + 2 =0=40 / 2

-
xH 00

, y (t) = 4 ; x() = y() =7
,
u(x(x)

, y()) = 49
.

(iii) 2 Nz = Nt -1
Mc : 4 + 10) + s + 2 = 2(4) + 10i

+ Por
: . e
, 10th-ce + 2 =
0 -2

-5

x(=) = 10
, y(z) = 4 ; x(2) = 2 , 3(2) = c

, u(x(2) ,z(z)) =&


