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Of| Al: 2Rt FH0 =257

Suppose gold (G) and silver (S) are substitutes for each other because both serve as hedges
against inflation. Suppose also that the supplies of both are fixed in the short run (Qg = 75
and Qg = 300) and that the demands for gold and silver are given by the following equations:

a. What are the equilibrium prices of gold and silver?
CH210| 2| =3 Q=752 1. O|E 2| =2%+0| [ stH
Ps=975-75+0.5P; = 900 + 0.5Pg

CH710)| 22| 2k Q. = 30022 1. 0|2 29| Q40| CUSHH

L—

1

P, =600 — 300 + 0.5P¢ = 300 + 0.5P
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O|F 52| =80 CHctH

Ps =900 + (0.5)(1000) = $1400

b. What if a new discovery of gold doubles the quantity supplied to 150. How will this
discovery affect the prices of both gold and silver?

=2 Qs 7t 75 -> 1502 2 75 THe| S7IoHH, &EF R 52| 744 5t

[ot

Fl

To see this, resolve the system of equations:
Ps=975-150+ 0.5P; = 825+ (0.5)(300 + 0.5P;) => Pg=$1300.

O| & 22| =280 CHSIH P, =300 + (0.5)(1300) = $950.

O
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o SHAICHM|E marginal rate of substitution (MRS)
AH|XFZF O Mzt 15HR| & F7E L= 7] fI6H 27(3t8 1 5t=
CHE M=tel .

=EM CONVEXITY

FAESME Mt L] 2LEHM MRSZF 2 OFXK| = A2 AH|AHA 2 0f Cf ot |
R 7t 01 SHAICHA| € X 2 diminishing marginal rate of substitutionS
o|0|St= AO|LC X8 =4S et LHHA 2HA MRSQ| 20| ZHOFRICHH
fxg=6d2 (FE U tioll) == (convex)otLt.

Copyright © 2013 Pearson Education, Inc. « Microeconomics ¢ Pindyck/Rubinfeld, 8e. 18 of 61



o S &&= utility function
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