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Consider a pure exchange economy with two goods, X and Y. There are only two individuals in the
economy, Individual A and Individual B, whose utility functions are defined as U, = m and
Ug = \/—m , respectively. Individual A’s endowment is ey = (X4, Ys) = (40,40), and Individual
B’s endowment is eg = (X5, Yg) = (60, 10).
(1) Derive the contract curve. (5 %)

(2) Find the prices and allocations of X and Y in the competitive equilibrium. (15 %)
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