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( YOU May unswer the following questions either in Chineae ot in English.)

In Game Theery, why do people emphasize the concept of Nash Equilibriam? "
Please discuss the propertics of N.E. n detal.

I Consumet Theory, there is “dual approach™ (i.c., utility maximization vs. cost
minimization); In Pruduction Theory, thera ig also “dual approach” (ie., revenue
ruaximization ve. cost minirnization), Why du we need to discuss these different
approaches? What is their ultimate purpoze?

What is 5t. Petersburg Paradnx? How is it related to the Expected Utlity
Theory?

Please siate the First and the Second Fundamental Theorem of Welfare
Econnmics. How is the Scoond Fundamental Theorem related to the Eyuwilibrium
Approuch of Macroeconnmics?
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{— ) Consider a secunly todrkel economy comaining savings account &
(riskless asset) B, a risky asset 8 and a zero-conpon hond !
B(r, T). The price dynanvics of B and & are:

dB, =1 Rdr
dS, — u S.di+o S,dW

where ¥, isa standard Brownian motion, B{t, 1) is the price of a

zero-coupon bond at (, matred at T for § 1. Assume 4, s
deternmimstic, lhen what 1s the fair price of an Furopean put option on
the risky asset with strike price K ?

{-=—) Under the same economy as above, 1f ¥, 1s stochastic, how do
vou denive the price B{t, T} and (e cunesponding term structure of
interest rales ? You should srate the models and make siritable
assumptions when needed.

{ =) Docs there exist any optimal capital structure of a firm? S1are the
relevant 1ssues and explamm the recent development i theory and
empirical cvidence.

(7} lhere 15 evidence showing that forgigh investment instilubions
have higher rates of return compared to domestic inveators in
investing Taiwan’s stock market at both the time periods of before and
after the oceurrence of Asian financial erisis. Can you explain this
superior performance based on some theory. Dertve and comment the
model on which you are based.

(5.3 lixplain in detail the following terms ( you may construct models

tor deseribe the theory )
1. Real options
2. Asset pricing under complete vs. incompletc market
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