Notes on Price Discrimination

Price Discrimination - A firm charges more to customers who are willing to pay more

Price discrimination is the practice of charging different buyers different prices for the same or similar products or services when the price differentials cannot be justified by differences in the cost of supplying them.

Three degrees

First degree – charging customers the maximum he/she is willing to pay
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Quantity

Q
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MB
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additional profit

1
2
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10

2
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All benefits go to the firm (seller).

The example of ticket scalpers.

Is this illegal?

Second degree price discrimination is based on quantities.  In many cases the larger customer pays a higher price. Examples include power companies, and phone companies.

Third degree price discrimination: firms charge different prices for the same good in different segments of the market
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The revenue brought in from dividing the market is higher than if the company did not separate the markets and charged one price to all customers.

Example 

Alumni  6000*60= 360,000

Students 3000*25= 75,000

Total Revenue
      $435,000  

If one price was charged let’s assume the price was $45 then

Total Revenue 9000*45 = $405,000
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Assume: (1) markets can be separated and (2) marginal costs are the same
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