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Summary.

In this paper we develop a differential technique for investigating the welfare

effects of financial innovation in incomplete markets. Utilizing this technique, and

after parametrizing the standard competitive, pure-exchange economy by both

endowments and utility functions, we establish the following (weakly) generic

property: Let S be the number of states, I be the number of assets and H be the

number of households, and consider a particular financial equilibrium. Then,

provided that the degree of market incompleteness is sufficiently larger than the

extent of household heterogeneity, S−I≥2H−1 [resp. S−I≥H+1], there is an open

set of single assets [resp. pairs of assets] whose introduction can make every

household better off (and, symmetrically, an open set of single assets [resp. pairs

of assets] whose introduction can make them all worse off ). We also devise a very

simple nonparametric procedure for reducing extensive household heterogeneity
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to manageable size, a procedure which not only makes our restrictions on market

incompleteness more palatable, but could also prove to be quite useful in other

applications involving smooth analysis.

 This is a preview of subscription content, log in via an institution  to check access.

Access this article

Subscribe and save

Springer+ Basic €32.70 /Month

Buy Now

Price includes VAT (Poland) 

Instant access to the full article PDF.

Institutional subscriptions 

Similar content being viewed by others

Log in via an institution 

Get 10 units per month

Download Article/Chapter or eBook

1 Unit = 1 Article or 1 Chapter

Cancel anytime

Subscribe now 

Buy article PDF 39,95 €

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 94 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1007%2Fs001990050198
https://www.springernature.com/gp/librarians/licensing/agc/journals
https://wayf.springernature.com/?redirect_uri=https%3A%2F%2Flink.springer.com%2Farticle%2F10.1007%2Fs001990050198
https://link.springer.com/product/springer-plus
https://link.springer.com/privacystatement


Explore related subjects
Discover the latest articles and news from researchers in related subjects, suggested using machine learning.

Financial Economics Heterodox Economics Market Structure and Economic Design

Microeconomics Agent-based Economics Financial Technology and Innovation

Author information

Authors and Affiliations
Economics Department, European University Institute, Badia Fiesolana,   

San Domenico di Fiesole, I-50016 Firenze, ITALY, , , , , , IT

David Cass

GSIA, Carnegie Mellon University, Pittsburgh, PA 15213, USA, , , , , , US

Alessandro Citanna

Additional information

Received: August 14, 1995; revised version: April 14, 1997

Rights and permissions

Asset pricing in a pure
exchange economy with
heterogeneous investors

Article  29 May 2020

Full and constrained Pareto
efficiency with incomplete
financial markets

Article  26 November 2019

Opportunity-based other-
regarding preferences in
general equilibrium: existence

Article  Open access

28 January 2025

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 94 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://link.springer.com/subjects/financial-economics
https://link.springer.com/subjects/heterodox-economics
https://link.springer.com/subjects/market-structure-and-economic-design
https://link.springer.com/subjects/microeconomics
https://link.springer.com/subjects/agent-based-economics
https://link.springer.com/subjects/financial-technology-and-innovation
https://link.springer.com/10.1007/s11579-020-00266-x?fromPaywallRec=true
https://link.springer.com/10.1007/s00199-019-01239-y?fromPaywallRec=true
https://link.springer.com/10.1007/s10203-025-00510-3?fromPaywallRec=true
https://link.springer.com/privacystatement


Reprints and permissions

About this article

Cite this article
Cass, D., Citanna, A. Pareto improving financial innovation in incomplete markets. Economic Theory 11,

467–494 (1998). https://doi.org/10.1007/s001990050198

Issue Date

April 1998

DOI

https://doi.org/10.1007/s001990050198

JEL Classification Numbers: C60 D60 G10 D52.

Search

Search by keyword or author

Navigation

Find a journal

Publish with us

Track your research

Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 94 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://s100.copyright.com/AppDispatchServlet?title=Pareto%20improving%20financial%20innovation%20in%20incomplete%20markets&author=David%20Cass%20et%20al&contentID=10.1007%2Fs001990050198&copyright=Springer-Verlag%20Berlin%20Heidelberg&publication=0938-2259&publicationDate=1998-04&publisherName=SpringerNature&orderBeanReset=true
https://link.springer.com/search?query=JEL%20Classification%20Numbers%3A%20C60&facet-discipline=%22Economics%22
https://link.springer.com/search?query=D60&facet-discipline=%22Economics%22
https://link.springer.com/search?query=G10&facet-discipline=%22Economics%22
https://link.springer.com/search?query=D52.&facet-discipline=%22Economics%22
https://link.springer.com/journals/
https://www.springernature.com/gp/authors
https://link.springernature.com/home/
https://link.springer.com/privacystatement


Your privacy, your choice

We use essential cookies to make sure the site can function. We, and our 94 partners , also

use optional cookies and similar technologies for advertising, personalisation of content,

usage analysis, and social media.

By accepting optional cookies, you consent to allowing us and our partners to store and

access personal data on your device, such as browsing behaviour and unique identifiers.

Some third parties are outside of the European Economic Area, with varying standards of

data protection. See our privacy policy for more information on the use of your personal

data. Your consent choices apply to springer.com and applicable subdomains.

You can find further information, and change your preferences via 'Manage preferences'. 

You can also change your preferences or withdraw consent at any time via 'Your privacy

choices', found in the footer of every page.

We use cookies and similar technologies for the following purposes:

Store and/or access information on a device

Personalised advertising and content, advertising and content measurement,

audience research and services development

Accept all cookies

Reject optional cookies

Manage preferences

https://link.springer.com/privacystatement

