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Q1
Grace makes decorative ceramic tiles with Victorian designs. The tiles are very popular among people renovating old houses. Grace is the only supplier of these handcrafted tiles. Table 4-1 shows the daily demand schedule for Grace’s tiles and Table 4-2 shows the total cost figures for her tiles.

Table 2-1
Demand for Grace Tiles

	Price 

(dollars per unit)

(1)
	Quantity 

(units per day)

(2)
	Total revenue (dollars per day)

(3)
	Marginal revenue (dollars per unit)

(4)

	20
	0
	
	

	19
	1
	
	

	18
	2
	
	

	17
	3
	
	

	16
	4
	
	

	15
	5
	
	

	14
	6
	
	

	13
	7
	
	

	12
	8
	
	

	11
	9
	
	

	10
	10
	
	

	9
	11
	
	

	8
	12
	
	


Table 2-2
Grace’s Tiles: Cost Figures

	Quantity 

(units per day)

(1)
	Total cost 

(dollars per day)

(2)
	Marginal cost (dollars per unit)

(3)

	0
	2
	--

	1
	3
	1

	2
	5
	2

	3
	8
	3

	4
	12
	4

	5
	17
	5

	6
	23
	6

	7
	30
	7

	8
	38
	8

	9
	47
	9

	10
	57
	10

	11
	68
	11

	12
	80
	12


a) Calculate her total revenue and marginal revenue figures.



b) What range of output is the elasticity of demand for tiles greater than 1?   

c) If Grace is a single-price monopoly, how many tiles should she produce and what price should she charge in order to maximize her profit? Explain.


d) What is her profit at her best output level?





e) Suppose Grace decide to practice perfect price discrimination. How many tiles should she produce? Explain.







f) What is her total revenue?








g) Sketch diagrams comparing the price, output and economic profit for Grace as a nondiscriminating monopolist and one that is practicing perfect price discrimination.



Q2
A small school has 100 students. You have been commissioned as the school photographer. From experience, you know that parents’ demand for copies of each child’s photograph is as given in Table 4-1.


It will take you a week to take and process the photographs. Your fixed costs (studio rent, interest forgone on resale value of photographic equipment, depreciation of equipment and various over heads) amount to $500 a week. Your variable costs work out to a constant average variable cost of $1.50 a copy.

Table 3-1
Demand for Copies of Each Child’s Photograph

	P
	
	Qd
	
	TR
	
	MR
	TFC
	
	TVC
	
	TC
	
	MC

	12
	
	0
	
	
	
	
	
	
	
	
	
	
	

	10
	
	1
	
	
	
	
	
	
	
	
	
	
	

	8
	
	2
	
	
	
	
	
	
	
	
	
	
	

	6
	
	3
	
	
	
	
	
	
	
	
	
	
	

	4
	
	4
	
	
	
	
	
	
	
	
	
	
	

	2
	
	5
	
	
	
	
	
	
	
	
	
	
	

	1
	
	6
	
	
	
	
	
	
	
	
	
	
	


a) Suppose you want to charge a uniform price per copy (that is, be a single-price monopoly). How much will you charge to maximize your profit? How many copies will you sell?

b) What is your total revenue?
c) What is your profit for the week?


Suppose you decide to practise perfect price discrimination. Price discrimination is feasible because your product has no value to people other than its original buyer.

d) What is your profit-maximizing number of copies per child? 

e) How much will you charge for the first copy? The second copy? The third copy? Each successive copy? 

f) What is your total revenue? 
g) What is your profit for the week? 
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