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1. How do cost minimization and profit maximization of a firm combine into a dual optimization framework?
2. Consumer has a utility function
Uxy,x3) = xll/zx;/z,where X1 >0,%, >0
and her budget constrain is M = p,x; + p,x,. Use this information to calculate
a) Marshallian demand functions x(p,M)
b) Indirect utility function v(p,M)
¢) Hicksian demand function H(p,U)
d) Expenditure function m(p,U).
3. Explain the difference between adverse selection and moral hazard. Assume that high-risk and low-risk
customers want to buy insurance from the insurance market and the seller cannot identify the types. Write

down the incentive compatibility constraints and reflect the choices made under these constraints.

4. Make the necessary assumptions and show how a two players two choices game can be solved by mixed

strategy approach.

5. Two firms produce homogeneous outputs with cost functions C, = 2¢;,C, = g> and the inverse market

demand function p =100—(g, +g,). Show the Cournot-Nash equilibrium and the joint-profit maximizing

equilibrium. Explain your results graphically.



