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Assignment 6

1.  	Suppose that Total Cost (in cents) for all local trinket firms is given by:




where q is the number of trinkets sold by the firm. Currently there are 100 firms selling trinkets in the local area, and there are 1000 customers.

A. Draw the marginal and average cost curves for the typical trinket firm in the area.  What is the average cost if the firm sells 10 trinkets?  What is the average cost if the firm sells 5 trinkets?
B. Suppose that half of the population’s 1000 customers are locals who know which trinket seller has the best price and the other half are tourists who must visit each trinket seller separately to determine who has a good and bad price.  Will this town support a competitive equilibrium where all trinket sellers choose the competitive price?  If so, what is the competitive price?
C. Suppose the town is set up as in part B, but some firms are considering charging a price equal to the competitive price plus the cost of a tourist visiting another store.  If it costs tourists 5 cents to visit another store, is there a two price equilibrium with some firms specializing in tourists only?  If so, what will those firms charge? How many trinkets will they sell?  What will the firms selling to locals as well as tourists charge?  How much will they sell?
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