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WiH: Homework 10

Downtown Trenary is known as a dining destination for connoisseurs of fine food. The demand curve for meals
is given by QP = 36 — P. In Trenary, there are three (price-taking) restaurants supplying meals, each with a
long-run (variable) cost curve given by C(q) = 3¢*. Each restaurant has a restaurateur’s operating license issued
by the city of Trenary, of which there are only three. Calculate each restaurant’s supply curve, the market supply
curve, the market equilibrium price, and the value of one of the restaurateur’s licenses in Trenary.
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WiH: Homework 11
Monovino is a potential start-up. They can create an algorithm that determines a consumer’ s ideal bottle of
wine from a quiz, in which a consumer answers questions about her tastes. Suppose that it would cost Monovino
$100 to create the algorithm and $6 for each personalized bottle of wine they produce. These are Monovino’ s
only costs, and they are a monopolist in the personalized wine industry. If they form the start-up, Monovino will
use the following pricing strategy. Consumers pay a one-time fee of $F to take the quiz and pay $p per bottle of
personalized wine. The inverse demand function for personalized wine is p(y) = 30 — 2y. To maximize profits,
what quiz fee, F', and per bottle price, p, would Monovino choose? Would they choose to create the algorithm
and form the start-up? Now, suppose that the government enacts a tax of $2 on each bottle of personalized wine
sold. Find the new profit maximizing quiz fee, per bottle price, and Monovino’ s profit. What is the lowest tax,
T, per bottle sold, such that Monovino would choose not to create the algorithm and form the start-up?
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