
Kultti (2003) model

There are buyers each with unit demand and unit valuation.

There are sellers each with unit supply and zero valuation.

In…nite horizon, discrete time economy.

Sellers may choose location which buyers visit.

If there are location the number of sellers in location is .

Buyers use symmetric mixed strategy = ( 1 ).



The number of sellers expected at location is distributed by ( ).

If in any location there are at least as many sellers as buyers each buyer makes
a take-it-or-leave-it o¤er to some seller.

If in any location there are more buyers than sellers the buyers engage in an
auction to get the objects.

If there are more sellers than buyers the sellers do not want to go to a same
location.



De…nition 2. A Walrasian market is a con…guration where the sellers go to
the same location.

Result 1. Assume that ¸ . Then the Walrasian market is not an equilib-
rium.

Result 2. Assume that ¸ . Then in equilibrium, in any location , .



Consider a large market where and approach in…nity such that
remains constant.

If there are sellers in each location the number of buyers expected in any
location is distributed by ( ) where = .

Assume from now on that = 1.



Focus on a steady state equilibrium where those who trade exit and are replaced
by identical agents.

A seller’s life time utility is given by
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For economy denote the CDF of a ( ) by
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Solving for and
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The lower ( ) the higher the sellers’ utility.

Since sellers get to choose locations the aim is to determine that maximises
the sellers’ utility.

Result 3. Assume that = 1, and that there are sellers per location. When
is close to zero regrouping so that there are + 1 sellers per location

increases the sellers’ utility.



Proof. The claim is equivalent to +1( +1) ( ). Using the fact that
( )-distribution function can be expressed as ( ) = 1
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The integrand on the right hand side is increasing in [ + 1] and reaches
its maximum at point where

( + 1) ¡ ¡ +1 ¡ = 0

that is at = + 1.



The integrand is then at least +1 ¡ .QED



Increasing the number of sellers makes competition for buyers more severe, and
one would expect that the sellers are more dispersed.

De…ne ´ [log( + 1)¡ log ]. Notice that is increasing in .

Result 4. When ¸ ¡1 the equilibrium market structure is such
that there are sellers in a location.


