Exercise:

1. Suppose a risk averse individual has a utility function u(x) = x0.67.  Let the individual be endowed with $50,000 and face a loss of $20,000 with probability p = .02.  Note that the individual is assumed to have this loss or no loss.  What is the individual’s risk premium?  

2. Suppose a risk averse individual has a utility function u(x) = x0.33.  Let the individual be endowed with $50,000 and face a loss of $20,000 with probability p = .02.  Note that the individual is assumed to have this loss or no loss.  What is the individual’s risk premium? 
3. Suppose a risk averse individual has a utility function u(x) = 1-e-0.00003x.  Let the individual be endowed with $50,000 and face a loss of $20,000 with probability p = .03.  Note that the individual is assumed to have this loss or no loss.  What is the individual’s risk premium? 
