Having acquired the unsold inventory of the last Hansons cd, you now want to rid yourself of such rubbish. The stores have gotten rid of the cd because they want to stock the shelves with something that will move faster. However, you believe that there still are some Hansons fans out there somewhere and that you can make some money by selling this cd. Your acquisition cost of the cd’s is now a sunk cost. However, there is a selling cost of 1 associated with each cd that you sell. Those that you don’t sell will go out with the trash at no cost to you. Even on the discount rack at the store, the cd didn’t sell at 10. Thus, you figure that you have to price them at less than that. 

You don’t know what the response will be to your offer for sale will be. Are there many closet Hanson fans that will purchase from you (having avoided the embarrassment of going to a clerk in a store where other might witness the purchase), just a medium number, or very few? While you don’t know the response, you have a probability guess for each type of response. Below is your estimate of how many cd’s you call sell at each price under each type of response. The probabilities are also given below. 

You are risk neutral and wish to maximize your profit.

Selling Price       Many Fans             Medium # of fans            Few Fans

                         Probabilty 0.2           Probability 0.3                Probability 0.5
         8                   15                                 12                                   9
         7                   17                                 15                                 10
         6                   19                                 17                                 13
         5                   28                                 18                                 14
How should you sell these Hanson cd’s? You could be like the stores and announce a price and sell at that price to all comers. Or you could solicit offers from buyers asking them to name their price. Once all the offers are in, you’d select a price and sell at that price to everyone who offered to pay that price (or greater than that price). What’s your increase in expected profit under the preferred method? 

The best method of selling the Hanson cd’s is __________________ and the expected profit by following this method is ____________greater than by following the other method.

