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Lectllre 8-9: Price Discriminat ion 

FirstD<cgreePri<eOscriminafrin 

Third Degree Price Discrimination 

Doub'e Marginalization Probkm 

ProfitSha,ini;and Doub lt Marginali,atioo 

Lecture8-9: PriceOi,;cr imination 

• lsrea l1fe.fi rmsofte11 ha,·e d1fferentr,r,cesfc:<d1ffere ntC011Sumers/urnts 

• We w II exp lore >Orne of thes,, now 

• ha competit ive market , ,,,;h exotic pricing schemes co<i ld ne-,er .r~ -;i nce 
p=margiea l cost 

lic inatDeg reePri<e Dscriminafon 

( Th ird Degree PriceDiscriminMion 

Double Marginal ization Prnblem 

Profit Shar ing and Double Marginal izat ion 

Lect ur~ 8-9: Pric~ Discr imination 

FimDegreePr i<e D<criminafon 

• Suppose the fi,m can obsuve al l characHr ist ics of t he consumer 

• Supposethefi,mcanobsuveall characH rist ics oft heconsu mer 

• LJema r,d cu rve ill ust ratesthe w,ll ir,gnessto payfo,cheq-tt, u1 it otthe r:,oduct 



• Dema r,d cu rve ill ustrates the w:ll ir>i, nessto payfotc h~q-t h u1 itofther:,oduct 

• Fi rm ca n ext ract all of the surplus o't~ consumer . Howl 

• Firm will p·iceat p{<;) for the q-th unit and continue t o produce until 
p(q) = MC(q ) 

• Firm wi ll p' iceat p{q) fortheq-t h un it and comi nue to produceunt il 
l'(q)= M((q ) 

• Fi rmgctsa llofthccoosumcrsurp lusashisro"·Olit s 
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• Such act ivity is proh ibited in ma ny count ries 

• Such>etivity is proh ibited in manyco ,rnt ries 

• Amazon tricstocst imateevc ryonc·s dcm.nd curve 
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FirstD<cgroePrK:eOscriminafrin 

ProlitShar inganrl rJo 1Jhl r- Marginal intioo 

Th ird Degree Price Discrim inat ion 
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., Market isS<g mented(nore-se lli ngK r<>Ss markets ) 

• Firm knowsthe charactcristics ofcach ma rkN(dcrrandc urvc) 

• Cons id"' thefollowin4examp le Two k"ndsof co,s . 

" 

., const ant margi na l costof productionof6 

-'- -

• f'roh ibit ing thi,ddcgree price discrimination ca n cxdudca who lc market 
altoget her 

• High ly iflCff ici<o nt compared to t he socia l we lfare outcome g iven th ird dq,; rcc prkc 
··sc ·m·nat,on 

• Supp<Y,e t "-'t tOC consta nt ma rgi na l coeat of prOOuction is oc,;, 4 instead of 6 

., Wit h third degree priced iscri minat icn . thefirm setsthe followingp,1c€'< 

max(24 p~)(pA 4) =-PA= 14 

mp;:(24 - 2pR)(PR - 4) - 1- ~/! S 

., 11 t hiscase. th e profit> and corsumersurplus ineach markct isgi'-"C n by 

-.~ - 100. ~;, - 32, CS.1 - 50, CS11 - Hi, TS - 198 

., lfthelirm,,..,repro hibit ed frorr usingthirddegreepriLe discrimination,then 

max {~ (24 - p ){p -
4)?:~2~;:~,::~ ~ :;l 

• p = IO 

• p,ofits in both m~•;k:t::,n:Bt:e :;::: :,p~;Hi: :t~5m::::· 
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• Th e firm ·, jo in t proks a re hurt but the tota l surplvs act"ally inc reJ,es 
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FinatDeg roePrice Oscri minafon 

Th ird Degree PriceDiscri mi n;u ion 

Profit Shar ing ~nd Do ub l~ Margi nal iza t ion 

Mon c,psonv 

• When someone or some firm is the sol,, b.Jyer (monop ol 1· is the so l• ... 1t.f) 

• Often arises inthe cc.n textof fir m< ~ ing the sole b.J yer<ofla bor 

• Th e first orde,cond iti on yi eld< 

u; 
Pm._( K ', C) - w'(L ' )C - w(C) ~ pMPL - Cw' -+ w 

• 11 • C(>m pctit ive market w' = o ;ind ro pMPL = w 

• ~~~g~~ i:~~ labor below t he compet iti,e le,el (on arsumt nt for minimum wages 
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Fi,,;,:Deg ,..,PriceD«:rimination 

T hird Dc~ree Price Discrim inat ion 

Monc,psony 

Doob'e Mzr1in al izafo n Problem 

Profit Shar ing and Do ub l, Marg" nal'za t' on 

Doub'e Mui;inal i,at ion f'roblcm 

., ......... ' 

l) 

~ lzB~ c~ 
::-vti----s 
-c ~ 

Glr ~-S ):- &1r ~ cc\?,~ -f (9,'.S (? 1<,) 

~ \~ t 0 

v[g--S f> 

QI,: ~tGlrs~ z,l1_,p 

0 



• What happen, when ther<e are mult i~ e monopol ies invol ved in the market? 

• Whathappen, whenthereare mLJ lt iple monopolies involved in the ma rket? 

• Firm A rr0011r.PS fa.-.tnc ~ ,r no rnst 

• Wha t happe ns when t here are mult iple mo nopolies involved in the market? 

• Firm A produce< factor ~ at no cc,,;t 

• Firm i, inordc r tosupply q0 units of/Jmust buyq, un its of a 

• Whathapp,,nswhenthe rea remult iple mo no polies involved in t he ma rket? 

• Firm A produccs facto< ;;atno cc,,;t 

• Fim, b in order tosuppl y q0 unit s of /J rn ust buyq, un its of a 

• Whathapp,,n,whenthe re are mult iple monopolies involved in the market? 

• Firm A produ cc, facto< ;;atnocost 

• r im, b inord er tosuppl yq0 unit s of /J ,n ust buyq, un itsof • 

• Firm B prcducesaccord ingto a cost function 

C(q~) = (p, + c)q, 

• What(ll.,,. ~pen:,when the re are mult iple monopolies invo.lved in t he ma rket? 

4 • FirmA p,"g• rcstactwa •tnocost 

• F~ r, order to supply qi, units of /J rn ust buy q, units of > -1' ~ $'1-
• Fie'i prcd uce, acco,din: , co,tfunction: -

C{o. :1 - ~ 

• Demand eq LJ ation for good /J i, linear 

q,,(p,) 100 - p,, -

• Firm B's opt imi,~tion pro >lcm i>c<:0 "1 CS 

100 - 2qv - Pa + c -----.- P, - 100 - 2q1, - c 

• Firm B's opt imi, ~tio n pro >lcmi><xo"1CS 

100 200-P, I C ---->p, - 100 2qb c 

-'-

\0/) -'2..fq- f.. -;.. 0 
-z.._ ---



• Fi rm a·sopt imi,.1tio n pro >lcmi><xo01cs 

100 2qb-P, I C ---->p, -100 2qb c 

• Since fi rm b is th<, on ly rlema nd er of mmmo.1ity ~ . ._ have 

p.- l00 - 2qi, - c-100 - 2q. - c 

• lftheprice isp,then theq,that solvestheal>oveequationwo uld bethe a trount 
c'emanded ~f good a 

• lftheprice is p, the ntheq, that solves !heal>oveequationwou ldbethea rrount 
c'ema nd..-l ~fgC,00 a 

• Thu, fi rm B', maximia:~tion pro bl em ha, giveo u, an inverse demand funct ion for 
co mmodity a 

• Since firm A is , l,o , monopol ist in producin g good a . we can solve firm A"s 
ma xi mization pr<>blem inthe fol lowingw"f· 

• Si nce fi rm A isa lsoa mooo polistinproducing good.i.we cansolvefirm A"s 
ma~,mi,ation pr<>blem ,n t he fol low ,ng way· 

• As a result we i et 

100 - 4q, - c=0=;.q; = 10\ c.p;= 50 2 

• Since fir m A is al,o , mooopol ist in producing good • . we can solve firm A"s 
maximiza tion prnblem intO,, fol lowingway 

• As ~ result we get 

• Firm odecde5I05<lpply th eaboveu ni tsof,, at a price 50 -c/2 

• Firm B will prod uce qb = q; = l_Q_~ 

• T hen t hepr ice i<given by 

p~ = l00 l 004- c = 75 + ~ 

• Firm B will produce qt) - q; - ~ 

• Th enthe p- ice is givenby 

"' ,,, 
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lf T • n A- + orb 
= -P .. 1 ... + fb'1-~ - (Pr.dc){b 



r; = SO,q: = 25 ,oO = 75,qb = 25 

'" ,,, 
(3) ,,, 

I> :1.:::e1:~~;; ;;~:: 1::~• so that whatever is ;>rodu<ed by one of the firms c• n t,, 

I> T he monoro listsproblemt>Kom es 

m:xq(lOO - q} 

• The first orde, cond it ion states th~t 

p; -4sq; - n.s;p; - 11sq;; - 22.s 

'" :f~~f:~c~; ;;;~;~ 1:'.'.f so that whatever is ::,roducf'd by Otl\' of the fi rms can ~ 

• Th e monopo listsproblemt>ecomes 

100 -2q= 10= p• =55,q• =45. 

l> Th ishcre=bothth eprofitsof theftrmJndthecoo,sumersurp~ I 

I> What isgoi ngon in the above exa mpl es? 

'" Th isthend istomthema 'ii na l costoffirm Bupaddit iooa ll y 

• :h:i: ~;r::1'.•:i: ;'iic::; ~':!~' t"'' up on top 01 th is add it ion al margina l cost 

• Th isisca lledthedouble marKina lization prob lem 
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FirstDeg r..,PrCeOscri mina!Kln 

Th ird Ocgree Price Discrim inat ion 

Doob!, Mcr~in al izat io n Problem 

Profit Sharing and Do ubl, Ma rgi na lization 

ProlitSha, ingand Dou ble Margina lizat ion 

.- What are some potential W< 'f' co soNe thi, problem without me rger,;? 

.- One possible w;ry might De to engag, in profit ,h~ ring 

: :~,:~ : :·,:: :-~~:o: t: ,: c::: ing to the fo ll~mg rt k 

-

.- ;~ ~x~;;!•~gt~: r,:t~ of firm Bare , hared via a ,p li t of" going to firm A and 

lf T • n A- +- orb 
= f.,1.._ + fb"l,~ - ~r.dc){b 
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Espera mientras OneNote carga la copia impresa...

Espera mientras OneNote carga la copia impresa...

Espera mientras OneNote carga la copia impresa...

Espera mientras OneNote carga la copia impresa...

Espera mientras OneNote carga la copia impresa...

., Firm , agree to sha re profi t, ~cc0<d ing t o the fo llowin g rt. le 

., Th e price wi ll betliernonof)Olyprice 



Espera mientras OneNote carga la copia impresa...
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Espera mientras OneNote carga la copia impresa...


