1.  Imagine a linear city, a segment [0, 1], where all consumers are located at the point 0. Denote by s > 0 the consumers’ valuation for the good. Consumers must pay a transportation cost of dt to travel a distance equal to d. Assume the marginal cost is zero. 
· (a)  If only one firm enters this market, which location will it choose? and what price would it charge? Explain.  
· (b)  If there are two firms in this market A and B where A is located at zero and B is located at 1. What is the Nash equilibrium if firms compete in prices? And what are the profits of the firms? Does the value of s matters?  
· (c)  If there is a cost of entry F > 0 and if N ≥ 1 firms may enter the market, how many firms will enter? and what the market price will be? Explain.  

2.  Imagine a road with two sellers A and B located at 0 and 1 respectively. The road’s length is one but there is a mountain right in the middle of the road (at 1/2) that impedes the passage of consumers. Suppose there are N potential consumers. Half of them live at 0 and the other half at 1. As usual assume all consumers have a gross consumer surplus equal to s and transportation costs is equal to one per unit of distance (i.e. 1 × d), where d is distance to the chosen firm, and firms have zero marginal costs. 
	(a)  Compute the equilibrium prices and compute the firms’ profits  
[bookmark: _GoBack]	(b)  Now suppose a tunnel is constructed to connect the two sides of the road. Compute the new equilibrium prices and the firm’s profits.  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