e TryNo.1, 3,and 6




a) Expected value:
0.1(100) + 0.2(50) + 0.7(10) =
217

b) Variance:
0.1(100 - 27)% + 0.2(50 - 27)?
+0.7(10-27)? = 841

c) $27




a)

b)

d)

Expected value:

0.5(0) + 0.25(1) + 0.2(2) +
0.05(7.5) = 1.025

Variance:

0.5(0-1.025)* + 0.25(1-1.025) 2
+0.2(2-1.025) * + 0.05(7.5-
1.025)% = 2.812

No. He prefers to have $1 with
certainty.

We might need to draw a
picture. Scale everything up
1000 times.

Up to you



a) The utility function is u = y~,

hence:
yzleu:l
y:29u:32

y=3 = u =243
This is a convex function,
Natasha is a risk lover.

b) Expected utility from the new

job is:

0.5(16)°+0.5(5)° = 525,850.5.
The utility from the current
insurance. job is: (10)° = 100,000.

She will take the new job.

c) Natasha will not buy an
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