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=, Suppose there are three decision makers A, B, and C with the following utility

functions:
A:UW)=W
B:Uw)= ¢/ W

C:UWw)= -exp(-rW)
Discuss the characteristics of these decision makers { W denotes thc wealth of the

decision maker) (154)

PYsBilly wants to purchase a book from his friend, Scott. This book has private value
to Scott denoted V. Scott knows V; Billy only knows V is uniformly distributed
between 0 and 100. Scott knows this about Billy. Finally, whatever V is, the value
of the book to Billy is 1.5V. Scott also knows this about Billy.

(1) Who should own this book and why?

(2) Suppose the trade encounter between the two individuals proceeds as follows.
Billy offers to purchase the book at price P, If Scott agrees, Billy pays P in
exchange for the book. If Scott does not agree, the game ends, and Scott keeps
the book, What is the equilibrium of this game?-Explain.

(3) Use this example to explain the phenomenon of “winner’s curse™. (1543)

71~ Consider the industry in which N firms all produce an undifferentiated product.

Demand for the product is given by X = A-P. Each producer is identical, having

a constant average cost of k.

(1) Suppose all N producers have Cournot conjectures. What is the symmetric

_equilibrium in this case? What happens to the equilibrium price as N

approaches infinity?

(2) Suppose all N firms have Bertrand conjectures. What is the symmetric
equilibrium in this case? .

(3) Suppose one firm is a Stackelberg leader and all the rest have Cournot
conjectures. What equilibria can you find? What happens to price as N
goes to infinity? (2043)



