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= ~ Consider a Treasury-Bill market in which only consumers borrow and lend.
Suppose that all 200 consumers have the same two-period consumption-utility
function: U =2c,c,. Let each of 100 consumers have the expected-income stream
Y1 =5000, y, =4000,and let each of the remaining 100 consumers have the
expected-income stream y, = 3,000, Y: =5,000. At what rate of interest will the
Treasury-Bill market be in equilibrium? (25%)

74 ~ Assuming the demand for telephones in X city is given by

@ =1,000-50P, where O is the number of homes buying service (in thousands)
and P is the monthly connect charge (in dollars). Phone system costs are given by
TC = 5001 (0.1Q - 20) for O > 200. [Note: "In" represents natural log]
{1). Is telephone production & natural monopoly in this city? (5%)
(2). What output level will an unregulated monopoly produce in this situation?
What price will be charged? What will monopoly profits be? (10%)
(3). If there is active (contestable) competition for the city franchise, what price
will prevail? (10%)
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