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���� Suppose an “auctioneer” calls out prices of fruit and fish

���� The first set of prices is given by the budget line p����p���� which has 

a slope of - (p1/ p2)

���� At these prices:

���� Consumer A is in equilibrium at point A

���� Consumer B is in equilibrium at point B

���� A’s supply of good 1 > B’s demand for good 1

���� A’s demand for good 2 > B’s supply of good 2
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���� F or co m pet itive equ ilib riu m :

���� price o f fr u it p1  m ust fall

���� price o f fish p2 m ust rise

���� T h e eq u ilib r ium  set o f p rices is give n b y 
th e bu d get line p ��������p ���� ���� , w ho se slo pe is less tha n
p ����p ����

���� T h e co m p e ti tive e quilibrium is at po in t M  w h ere:

���� - (p1 / p2) =  M R S A
1 ,2 =  M R S B

1 ,2

���� De m a n d an d su p p ly o f go o d 1 are equ al

���� De m a n d an d su p p ly o f go o d 2 are equ al
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