Econ 410	Professor Chapman
Spring 2013	JH 4234
[bookmark: _GoBack]Assignment 7
1.  Suppose that firm “A” has a monopoly on the manufacture of a product that it sells to a monopoly retailer that we’ll call firm “B”.  Firm “A” produces the manufactured item at a constant marginal cost of $10.
	A.  Is there incentive for Firms A and B to merge?  That is, will the profit of a merged firm be bigger than the separate profits of Firms A and B added up?  Defend your answer with respect to discussion presented in class and in the text.
	B.  Suppose that Firm A sells its manufactured item to retailer B using a two-part tariff.  The price per unit is set at the marginal cost of production, and the membership fee is set at the most the retailer would ever be willing to pay (minus a penny).  Would there be incentive for firms A and B to merge now?
2.  Queeny Cruises runs a fleet of enormous cruise ships that visit small islands in the Caribbean.  At many of the smaller islands it needs to use small boats to unload its passengers to the shore.   Use concepts developed in chapter 12 and in class to discuss whether Queeny Cruises should hire a local service on each island to transport customers from the boat to the shore, or whether the cruise company should carry its own boats for this purpose.  
3. Carmen runs a monopoly that sell “widgets” to Dale’s monopoly firm DALECO that makes “squidgets.”  To make squidgets, DALECO must buy widgets from Carmen, and “gadgets” from a competitive gadget industry.  Carmen is considering buying DALECO.  What factors will determine whether or acquiring DALECO will be profitable according to the material on vertical integration discussed in class?

