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Assignment 5

1.  	Your firm is a monopoly that has two types of customers (un-imaginatively called type A and type B). Inverse demand curves for the two types of customers are:




Your firm’s marginal cost is constant at $10 per unit.

A. Suppose that your firm charges a single price to both groups.  What price and output level will maximize the firm’s profit?  What is the total surplus provided?[footnoteRef:1] [1:  Total Surplus in this case will be consumer surplus + producer surplus] 

B. Suppose that your firm selects different prices for each of the two groups, what will be the profit maximizing prices and outputs?  What will be the total surplus?
C. Does price discrimination improve or worsen efficiency in general?  What happens in this case to efficiency?

2.	You run a burger franchise that is considering bundling its sales of Burgers, Fries, and soft drinks.  You’ve noticed that customers who purchase food on a walk-in basis differ from those that use the drive up window.  Your casual research suggests that the typical customer’s willingness to pay is given by the table below:

[image: ]
A. Assume that there are equal numbers of Drive Up and Walk In customers.  What is the most profitable way to sell these three items?  Should you bundle all three?
B. Suppose that the information on customers willingness to pay is changed to

[image: ]
Should  you bundle these items now?  If your answer is different from part A, explain why.
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