Slide 11: But what if a pricing scheme is really based on differing costs associated with serving different customers?  Say that a laundromat charges more to launder women’s blouses than it does to launder men’s shirts.  This sounds to be a classic case of price discrimination; but it might be something else.  [continued on next slide.]

-------

[continued from slide 11.]

Slide 12: One tip-off that something else might be going on is that the industry in which laundromats operate is highly, even fiercely, competitive.  In such a setting, individual firms have almost no market power.  But if the firms have don’t have market power, how can price discrimination persist?

The answer is: maybe it does not have to , because what (superficially) might look like price discrimination could sometimes be something else entirely. Consider, for instance, the possibility that the observed discrepancy in prices paid for what appear to be the same goods might be related to real differences in costs born by the seller.  Suppose, say, that women tend to demand greater time and more careful attention  be devoted to laundering their blouses then men demand for their shirts (or perhaps they just like more starch).  This time and care is costly, and in order to cover these costs women are charged more than men.  In this case, what we have is not ‘price discrimination’ but cost-based price variation.
Just because it walks like a duck and talks like a duck does not necessarily always mean it is a duck.  Sometimes it might instead be a goose.
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Slide 13: If I am a monopolist, and I want to practice price discrimination, I need to somehow be able to separate my customers into at least 2 groups:  the folks with relatively inelastic demand (who I will sell to at a higher price) and the folks with relatively elastic demand (who will be charged a lower price).
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