Chapter 3:  Suggested Answers

2a  Q=180-1.5x80=60

2.b.  Q = 180-1.5x100=30 (demand would fall by 30).

2.c.  In this example, dQ/dP=-1.5.  Thus, using the formula for point elasticity, elasticity = (dQ/dP)x(P/Q),  we see that 

elasticity (P=80)=-1.5x80/60 = -2

elasticity (P=100) = -1.5x(100)/30 = -5.

4a.  It means that for every 1% change in the population, attendance can be expected to change by 0.7%.  When the population rises by 1,500 from 60,000—about a 3% increase (we say “about” only because of the ambiguity regarding what number to use as the denominator)—attendance would pick up by 2.1%.

4b.  A 10% price increase would result in a 6% decrease in attendance.  We would expect this to cause revenue to go up.  

4c.  The price increase would cause revenues to decline.  If you work through the example suggested in the book, you’ll see this is true.  But a more complete way to demonstrate this is to note that the average revenue per fan is $18.  Thus a 1% increase in ticket prices is actually a 5.55% increase.  Since it still means that attendance will fall by 6%, the elasticity with respect to revenue is really (-6)/5.555.  Since we know that if  the absolute value of elasticity is a number greater than 1, we know that revenue will fall when the price is raised. 
6a.  In the finest traditions of every Monday Morning Quaterback, we can now see that Apple’s pricing and marketing practices were a disaster.  It’s real market advantage (“core competency” to use the worn-out jargon) was in designing a user-friendly operating system, not assembling and selling hardware.  By refusing to license the operating system and insisting on selling computers, it was in a business that it had no clear advantage.  (In contrast, Microsoft decided to focus only on software and let someone else, such as Compaq and Dell, sell hardware.)  That mistake was exacerbated when it priced the product at a significant premium over the Intel/Window competition.  This let the lower priced units gain a significant market share and eventually set the standard.  

6b.  Given that elasticity, the optimal markup was closer to 25%--Macs were priced too high even to maximize short term profits.  If, as they should have been, Apple was concerned about the long term demand (which depended upon a significant market share in order to set a standard), the optimal markup should have been even lower.  

6c.  Sure, why not?  If Mac can make money in these niche markets, it should.  Of course, one should always be careful to make sure that the sales of niche products don’t come at the expense of the core business, but that doesn’t seem to happen here.  Trying to design the Macs so that they are compatible with Windows applications also makes sense.  (But again, wouldn’t Apple be sweeter if MS were just another fringe software company trying to make its products compatible with Mac?)

14 a. Since the demand on weekdays is different than the demand on weekends, the operator would certainly be better off charging different prices on the weekend., As long as the golf course isn’t operating at capacity, the marginal costs are zero, and so the operator should price so as to maximize revenue.  

On weekdays

Total Revenue = QcP= Qd(36-Qd/10)

Marginal Revenue = 36-Qd/5

Thus, the output level that maximizes revenue is the solution to the equation MR=0 or Qd=180.  This implies that the weekday price should be 

P=36-180/10 = $18

On weekends, 

Total revenue = QwP = Qw(50-Qw/12) and 

Marginal Revenue = 50-Qw/6

Thus, the output level that maximizes revenue is the solution to the equation MR=0 or Qw=300.  Unfortunately for the golf course operator, this quantity exceeds the capacity of the course.  Thus the best solution will be to charge  the highest price that will still attract 240 golfers.  This is

Price = 50 - 240/12  = $30

14 b.  Taking into account this “defection” effect, the operator might want to change prices.  The magnitude price change would depend on the magnitude of the defections.  

