Economics 310, Price Discrimination Homework, Fall 2002

Name:_______________________________________

Score: ________

Question 1. Consider a market composed of two consumers whose demand for a good is given in the table below. Suppose the good is produced at a constant marginal cost of $4, is supplied by a monopolist, and the monopolist uses a simple pricing scheme. 

1. Fill in the empty cells in both tables assuming that these two individuals are the only two demanders of the good. 

2. Illustrate the simple pricing scheme on the next page. Show on your graph the price and quantity charged by the monopolist, total potential profit, actual profit, consumer surplus, and the deadweight loss (if any on your graph). Assign numeric values to each relevant area on the graph.

3. Could the firm increase it’s profits by using 3rd degree price discrimination and a simple pricing scheme? Illustrate on your graphs. Label and assign numeric values to the price and quantity charged by the monopolist, total potential profit, actual profit, consumer surplus, and the deadweight loss (if any on your graph).  

4. Could the firm increase it’s profits by using 3rd degree price discrimination and a two part tariff?  Illustrate on your graphs. Label and assign numeric values to the price and quantity charged by the monopolist, total potential profit, actual profit, consumer surplus, and the deadweight loss (if any on your graph).  

5. Under what conditions will a monopolist be able to use more sophisticated pricing schemes?

	Individual Demand Schedules

	
	
	
	
	
	
	
	
	

	Price
	Consumer X Quantity Demanded
	Total Revenue
	Marginal Revenue
	TWP for Consumer X
	Consumer Y Quantity Demanded
	Total Revenue
	Marginal Revenue
	TWP for Consumer Y

	7
	0
	 
	 
	 
	0
	 
	 
	 

	6
	100
	 
	 
	 
	0
	 
	 
	 

	5
	200
	 
	 
	 
	0
	 
	 
	 

	4
	250
	 
	 
	 
	75
	 
	 
	 

	3
	300
	 
	 
	 
	150
	 
	 
	 

	2
	350
	 
	 
	 
	225
	 
	 
	 

	1
	400
	 
	 
	 
	300
	 
	 
	 

	0
	450
	 
	 
	 
	375
	 
	 
	 


	Market Demand Schedule

	
	
	
	
	
	
	
	

	Price
	Market Demand
	Total Revenue
	Marginal Revenue
	Profit (MC=$4)
	Total Willingness to Pay
	Consumer Surplus
	

	7
	 
	 
	 
	 
	 
	 
	

	6
	 
	 
	 
	 
	 
	 
	

	5
	 
	 
	 
	 
	 
	 
	

	4
	 
	 
	 
	 
	 
	 
	

	3
	 
	 
	 
	 
	 
	 
	

	2
	 
	 
	 
	 
	 
	 
	

	1
	 
	 
	 
	 
	 
	 
	

	0
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