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Competition
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Firm’s Decision
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Firm’s Costs
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Firm’s Costs
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Firm’s Costs
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Firm’s Costs



‣ How does a firm decide how much product to supply? 

‣ Different behavior in different market environments 

‣ For example, firms are price-takers in pure competition, but they might be able to set prices in 
monopoly settings
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Firm’s Supply
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Perfect Competition



‣ Unlike competitive firms which take market price as given, a monopolist has its power to 
determine what the price of its product is. 

‣ A monopolist’s price is higher than it’s marginal cost in a uniform-pricing case
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Monopoly



‣ First-degree price discrimination 

‣ Second-degree price discrimination 

‣ Third-degree price discrimination 
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Price Discrimination



‣ What will happen if there are more than one consumers in the market? 

‣ If the monopolist is able to perfectly identify consumers and treat each consumer individually, 
then previous analysis still applies. 

‣ By adopting a nonlinear price strategy for each consumer, the monopolist is able to extract all 
the surplus. 

‣ In short: Charging the maximum price consumers are willing to pay. 

‣ However, it is hard (if not impossible) for the firm to know exactly each consumer’s preference 
(or equivalently demand curve). 

‣ In many markets, it is hard for the monopolist to prevent consumers from trading with each 
other. 

‣ Examples?
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First-Degree Price Discrimination



‣ What will happen if the monopolist can not identify each consumer? 

‣ Even if the monopolist can not identify and thus separate the consumers, the monopolist can 
still discriminate by carefully choosing price schemes. 

‣ When a monopolist treats the market as a whole but adopts a nonlinear pricing strategy, we 

call this second degree price discrimination. 

‣ Quantity: 

‣ bulk discounts, 

‣ charges for electricity/phone service 

‣ Quality: 

‣ first/business/economy class, 

‣ different insurance plan. 

‣ More Examples?

13

Second-Degree Price Discrimination



‣ The monopolist first divide all consumers into groups and then charge uniform price within each 
groups: third degree price discrimination. 

‣ Examples 

‣ Student discount 

‣ Age-based insurance policies 

‣ Lady discount for bars 

‣ More examples?
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Third-Degree Price Discrimination
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Summary of Price Discrimination


