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Question 1.
Suppose that Natasha’s utility function is given by U(I) =+/1007 , where J represents monthly income.

Currently Natasha is earning a monthly income of $ 40,000 NTD and can earn that monthly income next
year with certainty. However, she is offered a chance to take a new job that offers a 0.6 probability of]
monthly earning § 44,100 NTD and a 0.4 probability of monthly income $ 32,400 NTD. What is

expected utility of the her new job’s monthly salary =_ (1) » and in the case of that she would like to
take this new offer next year and she is willing to buy insurance against the variable income associate

with the new job, how much she needs pay for the risk premium every month=_(2 ) °

Question 2.
Suppose the process of producing light-weight parkas by Polly’s Parkas is described by the (production)

function: q=10K°'8(L—40)0'2 » Where ¢ is the number of parkas produced, X is the number of

computerized stitching-machine hours, and 7 is the number of person-hours of labor. In addition to
capital and labor, $ 10 of raw materials are used in the production of each parkas. Therefore, with the
costs of capital (r) and labor (w), includes $ 10 of raw materials per unit of output, the total cost function

becomes TC (g) = wL+ rK + 10q. By minimizing cost, find the optimal function of L * = (3) - (n
terms of only 7, w, and q ) :

Question 3. 4

The market demand and supply function for imported beer are: 0% =4800~40P and
0° =-1200+20P. To encourage the consumption of domestic beer, Congress has imposed a quota of]
600 units of imported beer. After the quota, the producer surplus = _(4) » and deadweight Joss =

(5) -

Question 4.
A monopolist is deciding how to locate output between two geographically separated markets (East for

1* market and West for the 2™ market). Demand for these two markets are: R=15-0, P, =25-2Q,.
The monopolist’s total cost is 7C =5 + 3(Q1+ Q) , if the monopolist can price discriminate, total

quantity (Q) + Q,) is (6) » total profitis _(7) °
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Question 5.

Suppose that two identical firms produce weapons and that they are the only firms in the market. Their
costs are given by C; =600, and Cy =600, , where Q is the output of firm 1 and Q, is the output of]

firm 2. Price is determined by the following demand curve: P=300-0Q, where Q = O +0,. At the
Cournot-Nash equilibrium, the profit of firm 2 =_ (8) > Suppose two firms form a Cartel to
maximize joint profits, total output is 9 > each firm profitis (10)
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