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1) You have an opportunity to invest in a new vacuum, the iSuck.  Investment requires $5,000 now and $10,000 next year, but is expected to return $20,000 after 5 years.  If interest rates are 4.5%, is this a good investment?  Why or why not? (5 marks)
2) Bob’s lifetime utility is expressed as: (19 marks)
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a) Use the lifecycle model to calculate Bob’s consumption when young and when old that maximizes utility
b) If income when young is $1,600,000, income when old is $100,000, and r=0.2, calculate consumption when young and when old that maximizes utility.  Calculate utility and show graphically.
3) Given the demand curve: (30 marks)
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a) Calculate the equilibrium price, quantities, and profits in a Cournot Oligopoly with 9 firms if MC=0.
b) Calculate a Bertrand Oligopoly (Homogenous Goods) equilibrium price, quantity, and profits if MC=20.

c) Calculate a Stackelberg Oligopoly price, quantities, profits and market shares if MCL=5, and MCF=0.
4) Given the following demand curve, fringe supply, and MC of the dominant firm of $30, calculate price, quantities, dominant firm profit, and market shares in a Dominant Firm situation. (12 marks)
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5) Only two firms (Shar and Teslu) supply internet access for the small town of Podunk.  The marginal cost of supplying internet is 0.  Given the following reaction functions, calculate equilibrium quantities, prices, and profits using a Bertrand differentiated product model: (16 marks)
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6) Answer the following questions: (10 marks)
a) Why is the lifecycle model superior to a simple present value calculation?

b) How can you calculate market structure and what values would you expect for a market with two firms with 40% and 60% share?

c) Briefly explain the Bertrand outcome for homogenous product Oligopolies.

d) Briefly explain the long term Monopolistic Competition outcome.

e) Explain best responses and how a Nash equilibrium relates to best responses.
7) Give the best responses, dominant strategies, dominated strategies, and Nash equilibrium(s) for the following game an econ study session:

(8 marks)

                                            Hot Guy

	
	
	Study
	Flirt

	Hot Girl
	Study
	40, 30
	30,0

	
	Flirt
	0, 10
	20,30


Assignment is due in Tory 8-14 by 2:30 pm Friday Feb. 8th.  It is the student’s responsibility to ensure assignment is handed in, and office is closed from 12 noon to 1 pm. Late assignments must be time stamped and will receive a 1% per minute penalty.
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