Microeconomics
Price discrimination
What is price discrimination and what are its different degrees?

When price discrimination is possible?

Price discrimination is a way for the firm to capture some of the consumer surplus.
1st degree: Charge a different price for each unit for each customer, equal to the marginal willingness to pay. Not typically feasible.

1st degree price discrimination means that the monopolist offers the consumer a take-it-or-leave it bundle; rather than a price per item.

2nd degree: nonlinear pricing – bulk discounts. In this case the firm can discriminate between the numbers of units, but not between consumers.

You can’t differentiate between customers, but you know that different customers have different tastes. You can package goods.

A common example is “frequent shopper rewards” and discounts on bulk

It can be applied to attributes such as quality as well as quantity.

3rd degree: different prices for different individuals – student discounts.

In this case, the firm can discriminate between consumers, but not between the numbers of units.

3rd degree price discrimination has different prices for different people; or perhaps for different times of day for example.
The price per unit is fixed, but can vary depending on the customer.
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