Name
Quick Lecture and Quiz
April 5, 2001


Consider a simple demand curve for Microsoft’s Windows 7 Professional operating system, which has ZERO marginal costs for downloading and installing in PCs. Q= 100-2P.   The MR curve is MR= 50-Q.  The average total costs come from spreading out the initial fixed costs of programming the new operating system. The MC for installing a copy of XP in another computer is represented by the dotted line at zero.  Assume initially that they can charge only one price (no price discrimination).

Here are the demand and marginal revenue curves and 
Marginal Cost Curves for Microsoft’s Windows 7 Professional.
______9. 1. What quantity maximizes Microsoft’s profits.

______9.2. What price would Microsoft charge for Win 7


to maximize 
    profits (where MR = MC)
     __ 9.3.1  Using these curves, estimate and shade in the 


     following economic amounts.

_____ 9.3.2  Economic profit (Not including development costs)
_____ 9.3.3  Consumer surplus

_____ 9.3.4  Deadweight lost from monopoly pricing.

Remember that consumer surplus is calculated as the difference

 between the price at which Q = zero and the actual market price

 times the quantity all divided by 2)

_______9.5.  What  about the suggestion for public type goods (music downloads) that each user contribute the  



value of  what he thinks it is worth to him or her or the company or organization.

a. It would eliminate any consumer surplus if you contributed all your benefits to Microsoft.

b. You don’t know the benefits until you use it or hear it.

c. Since people don’t want to steal, everybody will contribute something

d. Some people, who would really be willing to pay quite a lot, realize that since everybody else is going to contribute, I am not going because Microsoft will still continue to provide Windows 7 Professional, bands will still record music, etc.. (The “Free Rider). 

_______9.6. What, in static analysis, is the socially optimal price, given the fact that downloads of the Windows 7 Professional operating system cost zero extra real resources to society, yet generate real benefits to society as seen by consumers’ willingness to pay.
9.7 What is the problem with this price in the long run (dynamic analysis) and innovation

9.8. How could Microsoft earn even more revenue.

a.     charge all users $50

b.    try to practice first degree price discrimination as much as possible in each distinct market

c. practice second degree price discrimination (buy one at full price $50, get the second at half price).

d. Allow buyers to contribute what they think it is worth. 

______ 9.9.In determining the actual demand curve for a public good such as the Win 7 Pro operating system, how do you sum up the individuals’ demand curves for each of the several variants of the operating system.

a. Horizontally

b. Vertically

c. In three dimensional space
____1. What is the optimal tunnel toll at 10 am?
____2. What is the optimal tunnel toll at 12 noon?

____3. What is the optimal tunnel toll at 4 pm?

____4. What is the optimal tunnel toll at 5 pm?

____5. What is the optimal tunnel toll at 6 pm?

____6. Estimate the optimal tunnel toll at 7 am?
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