
p-exchange 
zero profit line

Φ

K

q

K *p

Φp
* Φ

K

p

p

q-exchange 
zero profit line

Pooling exchange 
zero profit line

Iljxuh L

Ryhufroodwhudol}dwlrq1 Wkh ^�djhqwv duh lqgl�huhqw ehwzhhq wudglqj frqwudfw
Efc ^� dqg wudglqj frqwudfw

�
xW

R
cgW

R

�
� Wkh gdvkhg olqh lv wkh lqgl�huhqfh fxuyh

ri ^�djhqwv1
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λ

Φ∗
π

1

.4230 .4550

Φ∗
p

Φ∗
q

A B C

Iljxuh LL

Wkh sorw vkrzv wkh rswlpdo froodwhudo udwh/ xqghu ixoo lqirupdwlrq/ dv d ixqf0
wlrq ri wkh ghidxow shqdow|1 Wkhuh duh wkuhh uhjlrqv1 Lq uhjlrq �c wkh ixoo
lqirupdwlrq htxloleulxp lv qrw lqfhqwlyh frpsdwleoh= djhqwv ri txdolw| R zrxog
pljudwh wr wkh ^�h{fkdqjh li wkh ixoo lqirupdwlrq frqwudfwv zhuh r�huhg1 Lq
uhjlrq �c wkh ixoo lqirupdwlrq htxloleulxp lv lqfhqwlyh frpsdwleoh1 Lq uhjlrq
�c wkh ixoo lqirupdwlrq htxloleulxp lv djdlq qrw lqfhqwlyh frpsdwleoh/ exw
qrz wkh ^�djhqwv zrxog pljudwh wr wkh R�h{fkdqjh li wkh ixoo lqirupdwlrq
frqwudfwv zhuh r�huhg1
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K

Φ
Φ*

p

K p
*

K q

Φ q

q-exchange zero 
profit line

p-exchange zero 
profit line

Pooling exchange 
zero profit line

Indifference curves
 of q-agents

Indifference curve
 of p-agents

Iljxuh LLL

Xqghufroodwhudol}dwlrq1 Wkh }hur sur�w olqhv furvv vhyhudo wlphv1 Lq htxlole0
ulxp/ wkh R� djhqwv duh lqgl�huhqw ehwzhhq wudglqj frqwudfw

�
xW

R
c gW

R

�
dqg

wudglqj frqwudfw Ex^cg^� �
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Pooling exchange
zero profit line

p-exchange 
zero profit line

Set of pooling 
contracts preferred
by q-agents

Set of pooling 
contracts preferred by p-agents

Φ

K

Φµ Φ*
pΦ*

q Φ Φ

q-exchange 
zero profit line

Iljxuh LY

Lpsdfw ri plqlpxp pdujlq uhtxluhphqwv1
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