
ECON 101: Principles of Microeconomics Spring 2015

Discussion Section 11

KEY CONCEPTS

* Monopoly: There is a single supplier, so it chooses both quantity and price.

* Price discrimination: Different consumers pay different prices for the same good.

- First degree: This is the extreme case, where the monopolist charges each costumer

its willingness to pay. The monopolist captures the total surplus, thus the outcome is

efficient (it requires the monopolist to have very good information about willingness to

pay).

- Second degree: This is the strategy of offering disproportionate discounts for buying

larger quantities (or better quality products) in order to get people to self discriminate

and be able to extract more surplus. For example, the price difference between a tall and

a venti coffee at Starbucks is way smaller than the volume difference. It is also called

non-linear pricing.

- Third degree: This is the weakest case, where the monopolist charges two different

sets of costumers a different price. The monopolist treats this sets of costumers as

different markets (for example haircuts for men and women, or tickets for students and

the general public).

* Game Theory and Oligopoly:

- When an agent’s decision (say a firm) significantly affects the benefits (say profits) of

another agent, they are in a situation of interdependence. The study of behavior in such

situations of interdependence is known as game theory. We call a payoff matrix a

table that shows how the benefits (also called payoffs) of each of the agents depend on

the own actions of the others.

- An action is a dominant strategy for an agent when it is its best action regardless

of the action of the other agent.

- The equilibrium (Nash equilibrium) is a situation when every agent chooses the

best strategy given that the others are also choosing their best strategies.

QUESTION 1 (Monopoly and price discrimination)

Suppose the market for Macbook has two types of buyers: faculty and students.

Demand from faculty is given by: P d
f = 16–Q

Demand from students is given by: P d
s = 10–2Q

Suppose Apple, as a monopolist, has costs given by: TC = 2Q + 1 and MC = 2

Assume that Apple cannot distinguish between faculty and students, maybe because he’s

not permitted to require ID’s to its costumers, so they must set a single price for everyone.

(a) Find the equations for the market demand curve and Marginal Revenue.

(b) What is the quantity that Apple will produce? What price will be charged?
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(c) What is the profit Apple would make?

Now, assume he’s allowed to require ID’s to it’s costumers so he can now charge a different

price for faculty and for students (Third degree price discrimination).

(d) What is the equation for Marginal Revenue for each type of consumers?

(e) What quantities will Apple sell to faculty and students respectively?

(f) What price will Apple charge in each market?

(g) Did Apple’s profits increased or decreased by using price discrimination?

(h) What would be Apples profits if they could use first degree price discrimination?

QUESTION 2 (Oligopoly)

Consider Firm A and Firm B. Both produce the same good but have two pricing strategies.

In each cell the first number refers to Firm A’s benefit while the second number refers to Firm

B’s benefit.

B: High Price B: Low price

A: High Price 200, 200 0, 300

A: Low Price 300, 0 100, 100

(a) Is there any strictly dominant strategy for Firm A?

(b) Is there any strictly dominant strategy for Firm B?

(c) Does the game have an equilibrium outcome?

(d) Could these firms do better if they colluded?

QUESTION 3 (Game theory - optional)

Sometimes there are not dominant strategies, but the Nash equilibrium always exist. Find

the Nash equilibrium for the following game where there are 2 players and each have 2 possible

actions

A B

A 10, 0 1, 10

B 2, 1 2, 2

Find the nash equilibrium for this game.
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