PS2 Due 10/4
Q1.  You operate a software company that produces a word processing program and a spreadsheet.  For simplicity, suppose that your MC=0 and that you had no fixed costs (so TC=0 as well).  The following table shows the values for each of the 36 people who might be interested in your products.  Person P9 values the spreadsheet at .4, the word processor at .2, and thus the set together at .4+.2 = .6.

	
	Value for word processor

	
	0
	.2
	.4
	.6
	.8
	1

	Value for spreadsheet
	0
	P1
	P7
	P13
	P19
	P25
	P31

	
	.2
	P2
	P8
	P14
	P20
	P26
	P32

	
	.4
	P3
	P9
	P15
	P21
	P27
	P33

	
	.6
	P4
	P10
	P16
	P22
	P28
	P34

	
	.8
	P5
	P11
	P17
	P23
	P29
	P35

	
	1
	P6
	P12
	P18
	P24
	P30
	P36


If you sold the two products separately, how much profit could you earn?  If you only sold the software as a set (people pay one price and get both items) what would be your maximum profit?  Suppose instead that you could offer a price for just the word processor, a price for just the spreadsheet and a price for the set, what would be your maximum profit?  {Hint:  The solution is symmetric so the price for just the word processor is the same as the price for just the spreadsheet.  The price for the set must be less than twice the price of the single item for anyone to buy the set rather than the buying the items separately.}       
Q2.  You operate stores in Fayetteville and Little Rock.  Your total cost is TC=10Q so MC=10.  Fayetteville demand is given by P=80-Q (so MR=80-2Q) while Little Rock demand is given by P=140-2Q (so MR=140-4Q).  If you can charge different prices in each town, what is your maximum profit?  Suppose that it only costs $10 for someone else to ship the good between Little Rock and Fayetteville (notice we are assuming that you can freely move inventory between the locations).  Now how much profit can you make?  If the state legislature passes a law forcing you to charge one price anywhere in the state, how much profit will you earn?  Who is helped by this legislation and who is hurt by it?    
Q3:  You are a monopolist with TC= 2.5Q2+10Q+35 (so MC=5Q+10) and you face a downward sloping demand curve of P=80-2Q.  What is the maximum profit for a first degree price discriminating monopolist?  Demonstrate how you could achieve this profit through a) block pricing or b) a two part tariff.   

