EC 346								Name: ____________________
Homework #2
Fall 2018
Due Tuesday, November 6


[bookmark: _GoBack]NOTE: Please either type your answers or write your answers legibly.  


Brian is self-employed and earns $80,000 per year.  He realizes there is about a 3% probability that he may suffer a major illness, with the cost of treatment of $30,000.  Brian derives utility from his income (Y) according to the following utility function:  U = 2Y1/2. 


a. Using a graph, draw Brian’s actual utility and expected utility curves.
b. Calculate Brian’s actual income with and without illness.  
c. Calculate Brian’s expected income.  
d. Illustrate the points that you found in (b) and (c) on your graph.  
e. Calculate Brian’s actual utility with and without illness.  
f. Calculate Brian’s expected utility.  
g. Illustrate the points that you found in (e) and (f) on your graph.  
h. What is Brian’s expected loss? 
i. What is the total amount that Brian is willing to pay for a health insurance premium?  What is the maximum amount that Brian is willing to pay for health insurance beyond his expected loss? 
j. Will Brian buy health insurance if the premium is $1200?  Why or why not?	 	

