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Group |

1) a) Numerous studies have shown that there is ysaatlystematic relationship between
concentration and price. What is the relationsi@ifer two brief explanations for this
relationship.

b) The relationship described in 1a) does not atvwapear to hold. What factors, besides
the number of firms in the markets, might affecrgnas?

2) The following are the approximate market sharedifbérent brands of soft drinks during
the 1980’s: Coke: 40%, Pepsi: 30%; 7-Up: 10%; @pper: 10%; all other brands: 10%.

a. Compute the Herfindahl for the soft drink markatpfose that Pepsi acquired 7-
Up. Compute the post-merger Herfindahl. What as$iomg did you make?

b. Federal antitrust agencies would be concernedea $¢erfindahl of the magnitude
you computed in a), and might challenge the merBepsi could respond by
offering a different market definition. What marldfinition might they propose?
Why would this change the Herfindahl?

Group Il

Suppose that in a certain region there is a simglekfast cereals producer. The consumers of
this region have preferences that are uniformlyribisted along a (0,3) segment, where 0
represents the sweetest type of cereals and 3seqsethe healthiest type of cereals. Due to
technological restrictions firms can only introdym®ducts at points {0, 1, 2, and 3} of the
segment.

The firms in this market have negligible marginasts, but significant sunk costs of entering
the market that amount to 5 monetary units.

Each consumer buys a single unit and incurs inspariation costs that are equal to (¥;x)
where v is the firm’s location in terms of its pumd variety and x is consumer location in
terms of its preferences. The consumers’ reservaiice is 12.

a) Suppose that firm A is the only producer in thigioe and is already located in point
1. Determine its optimal price and profits.

b) Firm B is thinking about entering the market witmew product and firm A is not
anticipating firm B’s entrance. Which location skbfirm B choose for its product?
Calculate the optimal prices and profits arisiragrirthis new situation.

c) A consultant has informed Firm A about firm B’s @otial entrance. Firm A quickly
developed a plan for the introduction of a new picddn point 2 of the segment. What
is the purpose of this strategy? Under which caomist will it be successful? Give a
careful and clear explanation without explicithhang the problem.



Group Il

“Aspartame is a low-calorie, high-intensity sweeatenlt was discovered (by accident) by a
research scientist at G.D. Searle & Co. who waskivay on an anti-ulcer drug. Use os
aspartame in soft drinks was approved by the USdFaxed Drug Administration in 1983.
Searle extended the original patent to 1987 in fparand 1992 in the US. In 1985 Monsanto
acquired Searle, including the aspartame pateng degan selling the soft-drink version
under the brand name “Nutrasweet.” The product l@edenormous market as the sweetener
in Diet Coke and Diet Pepsi, in Europe, Asia, asfdeeially the US (approximately 10 times
the size of the European market).

In 1986, Holland Sweetener Company (HSC) begandiogil an aspartame plant in
anticipation of the patent’s expiration. Analys&imated that HSC’s capacity was about 5%
of the world market. When HSC began selling its as@rsion of aspartame in Europe,
Monsanto dropped the price of Nutrasweet from ®¥®22-30 per pound. Since HSC had
higher cost (production has a steep learning cun$C lost money at the new price and
Monsanto had substantially lower profits in Europehen the US patent expired, Coke and
Pepsi signed long-term contracts with Monsanto.”

Notes: This case was prepared by David Backus and LuisaCab

a) Why do you think Monsanto started a price war indpe? How do you define this
price strategy?

b) Do you think this was a good strategy?

c) Who benefited from HSC'’s entry?

Group IV

“Word processors and spreadsheets are separate gtangoftware products. During the
1990’s, software producers shifted from selling @vprocessors and spreadsheets separately
to selling them as a part of a suite

...A recent study has found that 43% of home PC uss=d both programs, 50% used only
one, and 7% used neither. Among business PC u8&%6,used both programs, while 37%
used only one’..

a) Taking into consideration the evidence describetthéntext, explain why did software
makers changed from selling the products separaiaglling them as a bundle.

Suppose that XPTO, a notorious software maker, dotlrat its three biggest client's
willingness-to-pay for spreadsheets (S) and wordcgssors (WP) is specified by the
following table:

Willingness-to-pay Spreadsheets(S) Word processofé/P)
A 14 5
B 10 10
C 3 13

b) If XPTO decides to sale the products separatdtich prices should it practice?

c) Imagine that XPTO is set to create a bundle ithetides a spreadsheet and a word

processor. Which price should it practice ipuae bundlingsituation?

d) Determine the set of optimal prices imixed bundlingsituation.




Group V

1) Cement in Belgium is sold at a uniform delivepgite throughout the country, that is,
the same price is set for each consumer, incluamgportation costs, regardless of where the
costumer is located. The same practice is alsodfonrthe sale of plasterboard in the U.K.
Are these cases of price discrimination?

2) Supermarkets frequently issue coupons thatewtinsumers to a discount in selected
products. Is this a promotional strategy, or simgplform of price discrimination? Empirical
evidence suggests that paper towels are significambre expensive in markets offering
coupons than in markets without coupons. Is thismstent with your interpretation?

Group VI

Empirical evidence suggests that the probabilitg dibusehold switching to a different brand
of breakfast cereal is increasing in the advewisiriensity of that brand. However, the effect
of advertising is significantly lower for househslthat have previously tried that brand. What
does this suggest about the nature of advertisingeraitures (persuasion versus
information)?



