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1he ar Preductron and the Welfare Theorems 

Prodactcon possibilites, comparative advantage and Pareto efficieney. a 



Chapter 2 

General Equilibrium,
Efficiency and Welfare 

The Edgeworth Box 
In economics, an Edgeworth box, named after Francis Ysidro 

Edgeworth, is a way of representing various distributions of resources. 

Edgeworth made his presentation in his book Mathematical Psychics: An 

Essay on the Application of Mathematics to the Moral Sciences, 1881. 

Edgeworth's original two-axis depiction was developed into the now 

familiar box diagram by Pareto in his 1906 book "Manual of Political 

Economy" and was popularised in a later exposition by Bowley. The 
modern version of the diagram is commonly referred to as the Edgeworth 
Bowley boOx. 
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advantage.
Better 

access 
to quality 

resources can 

absolute advantage 
as can a higlher 

level of cducation, skil 
irces can give a cuntry an 

t. It is not possible, howevo."and 
for 

, skilled labou 

country to have an 
absolute 

advantage 
in everything that 

ever 

it will always be able to 
benefit 

from trade. 
overall 

technological 

advancenent. 

It is 

everything 

not possible. 

that 

ibou. 

it produces so 

Pareto Eficiency 

Pareto 
efticiency, 

also 
known as "Pareto optimality 

state where 
resources 

are 
alloOcated in the most efficient 

eto optimality," is an conomic efficient manner, and it 
where one party's situation 

cannot be improved 
without making another party's 

Pareto efficiency 
does not imply equality or fairness. Pareto 

naking another party's situation wOrse 

is obtained when a distribution strategy exists where one partvnd Worse. 

fairness. Pareto efficiency 

has broad implications in economiCs, 
particularly in game theom.ncy 

the predicted logical 
outcome of a prisoner's dilemma (particinanke 

theory. Unlik 
ilemma (participants choog 

selfishly and do not achieve the best possible outcome), if an eOe 

state is Pareto efficient, 
individuals are maximising their utility, Thef 

onomic 

amount of 
allocation decision cannot be improved upon, given a limited aman 

resources, 
without causing harm to one of the participants. 

Pareto efficiency does allow for a party to experience improvemer 

a process 
known as Pareto improvement, but it must not come at 

expense of any other party. For example, it a company produces three 

products as part of its normal business operations, the addition of n 

employee on one production line may result in higher outputs of that 

at the 

product without any negative impact on the other two. 

In contrast, if the company move one employee from one production 

line to another, there may be an increase in productivity in one line. This 

may be offset by the decrease in the other and, therefore, is not an 

example of Pareto efficiency since a negative outcome occurred. 
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