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1) For Question (a)and (b\,you can solve thew 53 seHinJ MC= NMK.

(a)

u.ring the monopoly mid-paint role, P (40410) /L 40
Urina the demand curve fo solve Por Q%, 40+ 40- 0.5Q s0 Q- 60.

(b)
Softco sold ‘the Fiest 60 unit ab the price of 40

The residval demand thal is not  €ul filled by soffco is fhe
horizontal difference belween the market demand and the Firsh

60 units sold.

Form P-10-0.50 e market demand is Qmkt - 140-2¢.
The residual demand is Qres: Qnkl- 60« 80 -2°.
Rearrange Qres into the inverse demand, we gef P-40-0.5Q.

Next, Soflco maximizes pofit subject to the resdual demand.

(Here,qou can also solve by setting MR- MC.)
Using the monopoly mid-point rule, P’ (¢0+10) / 2-25.
Using the residual demand curve fo solve for

Q1*, 25 40-0.5Q so Q2" - 30.
In conclusion, Softco sells another 30 units at P=15. the tfotal
ou’rpuf soud = 60+ 30 4p.

(c)

Please see anofher solulion mole for this question.



12.) if there were no subscription change ,each consumer

1)

would realize a comsumer surplus of 0.5°(10-1)"8: 32
this mean that each consumer will be willing to buy clechricily
as long as the subscription charge is less than 3.

With 100 consumers, the electric utility can then
charge each customer a Subscription fee of

of #12 to cover its fixed costs of J 1200, leaving each
consumer with a consSumer Surplus of 32 -12-120.

$0 the total revenue form Fhe usage charge 100(3)
(1-1)=0. Total revenue will just cover total cost and the
firm will earn zero economic profit.

o) With third- degree price discrimination Me firn should
Jet MR = MC in each market to debermine price and quantify,
Thus,in Europe J‘iHing MR = MC
+0-18,= 10
B = %0

At this wantity,price will be Ps=40. Profit inEurope
is then To=(P-100Q,-(40-10)30<400. Setting (R<MC in the
US implies
110-18, =10
Qo =50

At this 1um’m‘5 price will be Py 0. Profit in the U will then
be T, = (Py-10) Qu=(60-10)50-2500. Total profit will be @ = 3400.

b) If the Firm can inly sell the drug at one prince, it
will set the price to profit. The total demand the firm will face
is 0:0+Qu. In this case



The inverse demand is then Pea0-058.5ince MC-10,
Jitting MR=MC implies
a0-Q-10
a-30

At this q,uan’ri’r3 price will be P=50.1f the firm sebs
price ot 50, the fivm will seil Q=20 and Q. 60. Profit will
be - 50(30)-10(50) = 3200

20) Q1= 150471 =4 <1805 - (1) QL. This implies
MRY - 13%.5-(1/2) A1,
Gg - 350- 2P0 ~ P2 = 425-(1/2) Q2. This implies MR2=415- Q2.

When we have limited capacity we solve the following
two equations: MR1-MRL- 19%.5- (1/2) QL < 450- Q2

(Equate the MRs) Go+B2 =500 (Quantities sold must add up
Yo ca(mci’fg)

We thos have ‘two equahon in fwo unknowns.
181.6-(1/1)81 = 415 -81
Qy+Q1-500

Jolving fhese equations 3iclds:
Q1 - 115
Gy - 926

Plugging these back into Me inverse demand
curves gives us the profil- maximizing grices:
Pl=18%°5- (1/4)(195)= 143 35,

Pe - 415- (1/2) (325) = 262.5.



11.) a)

b)

c)

Without bunding the best the firm can
do is set the price of airfare at 300 and the
price of holel at £300.In cach case e firn
attracks a single customer and carns
profit of £500 from each for a tolal profid

of f1o00. Te firm could atbyact bwo customer
for a total of S0 grofit, less grofit than the
J 800 price.

With bunding the best the Firm can
do is charge a"price of $400. The Firm could
raise its price to S1o00, but then it would only
attract one customer and total profit would
be $400. Notice that with bundling Fhe Firm
cannot do as well as it could with mixed
bundling.

Because costomer 1 has a willingness-to-

pay For airfare below marginal cost and customer
shas willingness-pay for hotel below marginal
cost, the firm can potentially earn greater profits
through mixed bundling. Tn this problem,if the firm
charges § 100 For airfare only, 200 For hotel only,
and § will purchase the bundle, then customer

1 will purchase notel anly, costomer 2 will purchase
fne bundle,and costomer 3 will purchase airfare
only. This will earn the Fivm § 1400 profit,
inplying that mixed bunding is the best gption in
this problem,



¢) Now, reconsider your answer to (b). Find the structure of prices
and quantities in each of the two blocks that maximizes profit. In other
words, you no longer assume that the price and quantity that you
determined in (a) is fixed. Instead, you must find the optimal price for
both blocks.

Qe - Q1 <120 (nid (oinf)
1

P$ < TR-V(
PS « (B1°f1)+(PL)(gr-01)-1042

Find Q1', 027, P12

%= (01 (10-5)-(10-%) (01-01) - 1082

LR TS i &y +1002 - 4 - Gzzl+ 0102 - 1002
I3 21

A - -0y +3 A

28,

am = 0> 281+Q1 P

301

2% - 60-01+7 Gy Shade avea:frofil

102

AN - 0—>@1=i{61+60 1

3@1. P’.' ¢

Solving 1 b
101 = 701 440 ik \

Ry - 10 L . 0
@‘l 5 zol-_go Ql &2
PL = S0

P~ 30



12 %%

Consider a bar whose owner plans to set profit-maximizing

two-part tariff (entry fee and per-drink price) on two types of customers.
The owner would like to welcome both types into his bar, meaning
that he will not charge an entry fee that is too high.

There are 20 people of the X-type whose individual demand is given by

P =10 — Qx. There are 30 people of the Y-type whose individual
demand is given by P =10 — 2Qy. The MC = AC = $2 per drink.

Find the optimal entry fee and per-drink price. Also, calculate the profit
the bar can make from these 50 customers.

*0 h‘ Revenue

&5: 10'?
4 .
X-Type Bx=10-P
P=10-8%x 20 people
y-Fype
p<10-28y 3pptople
mc=AC: 1
0 P
\\‘ ' : r-l-
= ". me-1
dx d By 8
x-type Y-ty e
total erofit = TR -T¢

so (3 10-P) 8y )+ 20 §y 0"+ 30 Qyp*

A
=50 (15-5p+% )+ 200 e~ 200" 150 ¢ - 15"

12,50 250 p+1250 + 200 P- 20¢ +150¢-15F

fotal cost

T 2 Qxl+ 1-&9

- 400 (10-7) « 00 - (22t)
. $00-40p « 300 - 309

< 100-1908

total profil
< 125 P- 150 141250 ¢
200¢-20P"+ 1500 - 150" 300
£30p
AT . 15P-250200- 40150
S0P 404300

=

ALY

O‘J Fional tntry Fee

= (10 -3.18) (lgjl)l
)

=941 §
T« (50)9.415 + 133 (3.1)(30)
+ 11 Le) (20)
T 489954 16b.034 4211432
= 911156



