
Seminar 1 ECON 4240 (01.02.2017 and 02.02.2017)

Exercise 1

Suppose there are 50 identical firms in a perfectly competitive industry. Each firm has a short

run total cost function of the form TC = 0.2q2 + 5q + 10.

1) Calculate the firm’s short run supply curve with q as a function of market price (P )

2) On the assumption that there are no interaction effects among costs of the firms in the

industry, calculate the short-run industry supply curve.

3) Suppose market demand is given by Q = 500− 75P . What will be the short-run equilibrium

price-quantity combination?

Exercise 21

The 2 agents (denoted a and b) in 2-commodity exchange economy have the following utility

functions:

U(xa) = log(xa
1) + 2log(xa

2)

U(xb) = 2log(xb
1) + log(xb

2)

The property distribution is given by the endowments wa = (Ra
1, R

a
2) and wb = (Rb

1, R
b
2).

1) Obtain the function z(p) := [z1(p), z2(p)] where, for each good i ∈ {1, 2}: zi(p) = xa
i (p) +

xb
i(p) − Ra

i − Rb
i and xa

i (p) is demand by individual a for good i at given prices p. Verify that

Walras Law is true.

Assume now that wa = (9, 3) and wb = (12, 3),

2) Find the equilibrium price ratio.

1Courtesy of Alessia Russo.
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Exercise 3

(exercise 7.1 from Cowell’s textbook) Suppose there are 200 traders in a market, all of whom

behave as price-takers. Suppose there are 3 goods and the traders own initially the following

quantities:

• 100 traders own 10 units of good 1 each;

• 50 traders own 5 units of good 2 each;

• 50 traders own 20 units of good 3 each;

All the traders have utility function:

U = x
1/4
1 x

1/4
2 x

1/2
3 .

What are the equilibrium relative prices of the three goods?


