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Homework #2

1) U(CF, CNF) = .10( CF + .9(CNF
CF = $50000

CNF = $500000

U(CF, CNF) = .10(50000 + .9(500000


      = 22.3607 + 636.3961


      = $658.76

2) CF = 50000 + x - .1x = 50000 + .9x


CNF = 500000 - .1x

3)  Multiply the equation for CNF by 9 and add to equation for CF

CF + 9CNF = 4550000


CNF = 505555.5556 – 1/9 CF
4) MRS = - ((F/(NF) (( CNF/CF)


MRS = -(.1/.9) (( CNF/CF)

Set slope of the budget line equal to MRS

(-.1/.9) = -(.1/.9) (( CNF/CF)

1 = (( CNF/CF)

Square both sides and multiply by CF
CF  = CNF
5) CNF = 505555.5556 – (1/9) CF

CNF = 505555.5556 – (1/9) CNF

(10/9) CNF = 505555.5556


CNF = $455000


CF = $455000

6) $455000 = $50000 + .9x

405000 = .9x

$450000 = x

7) Premium = .1x


    = .1($450000)


    = $45000
