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1. Walnut Creek is planning its schedule for the 2006 season.  It is thinking about two different double bills.  One would pair Eminem and Aerosmith; the other would pair Jimmy Buffett and Placido Domingo.  There are four types of music fans in the Traingle area: aging boomers, hip-hop lovers, classical enthusiasts, and classic rock aficionados.  Assume that each group is of equal size and that their willingness to pay for each double bill is indicated below:

	
	Eminem and 
Aerosmith
	Jimmy Buffett and

Placido Domingo

	Aging boomers
	20
	40

	Hip-hop lovers
	40
	20

	Classical enthusiasts
	5
	45

	Classic rock aficionados
	45
	5


a) What is the best price to charge for each concert, assuming that each is sold separately?

b) What is the best price to charge for a season ticket (both concerts combined)?

c) What is the best pricing strategy for Walnut Creek – selling each concert separately (without season tickets), selling season tickets only, or some combination of the two?  Be sure to give specific prices in your answer.

2. (From Microeconomics by Besanko and Braeutigam) Coca-Cola and Pepsi are competing in the Brazilian soft drink market.  Each firm is deciding whether to follow an aggressive advertising strategy, in which the firm significantly increases its spending on media and billboard advertising over last year’s level, or a restrained strategy, in which the firm keeps its advertising spending equal to last year’s level.  The profits associated with each strategy are as follows:
	
	Pepsi aggressive
	Pepsi restrained

	Coca-Cola aggressive
	$100, $80
	$170, $40

	Coca-Cola restrained
	$80, $140
	$120, $100


What is the Nash equilibrium in this game?  Is this game an example of the prisoners dilemma?

3. Text, chapter 13, p. 511, exercise 3, part b only.  This exercise deals with the consequences of different strategies.

4. Text, chapter 13, pp. 512, exercise 5. This exercise explains why all the good shows are on at the same time.

5. Text, chapter 13, p. 512, exercise 7.  This exercise deals with a prisoner’s dilemma situation.

6. (From Microeconomics by Besanko and Braeutigam)  Asahi and Kirin are the two largest sellers of beer in Japan.  These two firms compete head-to-head in the dry beer category in Japan.  The following table shows the profit (in millions of yen) that each firm earns when it charges different prices for beer:

	
	Kirin 630 yen
	Kirin 660 yen
	Kirin 690 yen
	Kirin 720 yen

	Asahi 630 yen
	180, 180
	184, 178
	185, 175
	186, 173

	Asahi 660 yen
	178, 184
	183, 183
	192, 182
	194, 180

	Asahi 690 yen
	175, 185
	182, 192
	191, 191
	198, 190

	Asahi 720 yen
	173, 186
	180, 194
	190, 198
	196, 196


a) Does Asahi have a dominant strategy? Does Kirin?  
b) Both Asahi and Kirin have a dominated strategy: what is it?

c) Let’s assume Asahi and Kirin will not play the dominated strategy you just identified.  Having eliminated the dominated strategy, show that Asahi and Kirin now have another dominated strategy.

d) Having crossed off two dominated strategies, can you identify the Nash equilibrium of this game now?  

7. Read the case “Beauregard Textiles.”  Construct a 2x2 matrix showing the profits of Beauregard and Calhoun and Pritchard at all possible price combinations of $3 and $4.  What pricing strategy would you advise for Beauregard?  
8. Discuss the tradeoff companies face when they think about outsourcing their human resources departments.  Give an example of a firm that can rationally outsource most of their HR activities.  Give an example of a firm that would be better off keeping HR in house. 
9. Automobile manufacturers typically buy car stereo equipment and tires from suppliers under long-term contracts, but they manufacture their own engines.  Why?  

10. This class examines three ways in which a firm can deal with its suppliers: spot market arrangements, long-term contracts, and vertical integration.  Select a firm with which you are familiar and give an example of how it uses each of these arrangements.  For each example, explain the economic logic behind the firm’s choice of contracting arrangements.  (Aside: it is conceivable that no one in your group is familiar with a firm that uses all three approaches.  If this is the case, then bring in an example from an additional firm.) 

