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                 Review Chapter 14, Section 14.1 on indirect price discrimination. Discuss the grocery store coupon market and explain why the grocery stores can use price discrimination in this situation. Discussion                Review Chapter 14, Section 14.1 on indirect price discrimination. Discuss the grocery store coupon market and explain why the grocery stores can use price discrimination in this situation. Discussion

                ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or otherwise on  a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages CHAPTER Indirect Price Discrimination 14 ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Summary Of Main Points ● When a seller cannot identify low - and high -value consumers or  cannot prevent arbitrage between two groups, it can still discriminate, but only indirectly, by designing products or services that appeal to groups with different price elasticities of demand, who identify themselves based on their purchasing behavior. ● Metering is a type of indirect discrimination that identiﬁes high - value consumers by how intensely they use a product (e.g., by how many cartridges they buy). In this case, charge a big markup on the cartridges and a lower markup on the printer.  ● If you offer a low -value product that is attractive to high -value  consumers, you may cannibalize sales of your high -price  product. ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Summary Of Main Points, cont.  ● When pricing for an individual customer, do not bargain over unit price. Instead, you should • Offer volume discounts;  • Use two -part pricing; or  • Offer a bundle containing a number of units.  ● Bundling different goods together can allow a seller to extract more consumer surplus if willingness to pay for the bundle is more homogeneous than willingness to pay for the separate items in the bundle. ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Airlines ● Airlines cater to both business and leisure travelers ● Business travelers have less elastic demand • Don’t pay for own ticket, more time sensitivity ● Airlines can’t determine between these two groups of customers, but can analyze their buying habits • Leisure= vacation, planned well in advance • Business= last -minute, often on short notice ● Airlines price tickets higher as the date of travel gets closer ● How could businesses take advantage of this? ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Hewlett -Packard printers ● HP identifies high - and low -value consumer groups by  the number of ink cartridges purchased ● To charge high -value customers higher prices, HP  charges a 50% markup over MC on ink cartridges while only charging a 15% markup on printers.  ● In 2003, HP sold $10 billion worth of printers and $12 billion in ink cartridge sales, HP’s actual profit off of ink cartridges was three times greater than the profit from printer sales. ● The low margin on printers and high margin on ink cartridges is similar to pricing schemes used for many complementary products: razor blades and razors, movies and popcorn, etc. ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Complementary pricing ● This strategy works because high -value costumers  use more cartridges than low -value costumers. ● “Metering” schemes, such as this, are used to identify high -value consumers and allow for indirect  price discrimination.  Low -Value Consumers $100 value, 1 cartridge High -Value Consumers $200 value, 2 cartridges Total Revenue Strategy 1: $50 printer + $50 cartridge $100 $150 $250 Strategy 2: $0 printer + $100 cartridge $100 $200 $300 ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Indirect price discrimination ● When arbitrage cannot be prevented; OR when high - and  low -value groups cannot be identified, sellers can still  use price discrimination by designing products or services that appeal to different consumer groups. 
 • Discount coupons: grocery stores allow more price sensitive consumers (shoppers with a lower income) to use coupons to receive lower prices, high -income/value  shoppers are less price sensitive and less likely to clip coupons.  • This pricing scheme can be dangerous, though. High -value  customers have the option of clipping coupons, and if too many do the scheme will become unprofitable. • A second risk is creating profitable entry opportunities for rivals. For example, HP’s ink cartridges, unless HP can prevent rivals from selling lower -priced ink cartridges or  refills, HP will lose sales. ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Indirect price discrimination, cont.  ● In some cases, businesses can increase profit by “tying” the sales of one product to another, e.g., new ink cartridges to sale of printers. 
 • BUT such ties may violate antitrust laws.  ● In fact, a former antitrust prosecutor advises: 
 • “Do not tie the sale of one product to another. Such arrangements are only legal in a few rare instances — to ensure effective functioning of complicated equipment, to name one. But they are generally against the law.” ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Price discrimination in software ● Software manufacturers discriminate between high - and low - value consumers by offering different versions of software designed, and priced, to appeal to different groups.  ● For example, the software MINITAB, sold an “academic” version (aimed at students) for $50 in March 2009, while selling a full -featured model (aimed at businesses) for $1,195.  • Here the threat of cannibalization is clear and to avoid losing money the manufacturer must price and/or design the two versions so that high -value customers really do prefer the more expensive version.  • For MINITAB this meant putting limits on the number of observations and omitting some statistical tests in the academic version ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Price discrimination in software, cont.  Strategy Implementation Total Profit 1. Sell only to commercial users at a single high price.  Price full -featured version at  $500, do not sell home version $500 2. Sell to all users at a single low price. Price full -featured version at  $175. $175 + $175 = $300 3. Price discriminate: 
 Price high to the commercial users; price low to the home users Price disabled version at $150; price full -featured  version at $449. $150 + $449 = $599 Software Version Home Users Commercial Users Full -featured version $175 $500 Disabled version $150 $200 ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages More pricing schemes ● In 1990, IBM released the LaserPrinter E – a lower -price  alternative to the popular LaserPrinter • The LaserPrinter E printed at a speed of 5 pages per minute while the LaserPrinter could print at 10 ppm.  • IBM added chips to the LaserPrinter E (increasing the MC) to slow the printing speed and ensure the LaserPrint was still the preferred model. • This pricing scheme is known as the “damaged goods” strategy  ● Frequently, successful price discrimination attracts competition. 
 • Between 1997 and 2005 competition drove United Airlines to reduce prices on its business class tickets on the Philadelphia to Chicago flight.  • In 1997, the highest -priced tickets were 3 times higher than the  lowest priced tickets. By 2005, the highest -price was less than  twice the low price. ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages UA: PHX to ORD ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Volume discounts ● Volume of purchase can also be used to discriminate between buyers.  ● For example: a single customer willing to pay $7 for the first unit purchased, $6 for the second, $5 for the third, etc. 
 • A price of $7 means the consumer will buy only one unit. But a price of $6 means the consumer will buy two units. • The price represents the value the consumer places on each unit consumed. This is known as an individual demand curve . ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Volume discounts, cont.  ● If a seller sets a single price, she will sell all units where MR > MC. 
 • For this example, 3 units at a price of $5 – but if MC is  just $1.50 this leaves unconsummated wealth -creating  transactions (the remaining three units valued at $4, $3, and $2). • To increase profitability the seller must find a way to sell the additional units at a lower price without lowering the price of the first three units sold. ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Volume discounts, cont.  This can be done in a number of ways: 
 ● Offer volume discounts; for example, price the ﬁrst good at $7, the second at $6, the third at $5, and so on.  ● Use two -part pricing (ﬁxed price plus a per -unit price). Charge a  per -unit price low enough to consummate all wealth -creating  transactions (set it at MC ¼ $1.50).
 • The consumer’s total value for six units is $27 ( ¼ $7 þ $6 þ $5 þ $4 þ $3 þ $2), and six units cost just $9 (¼ 6*$1.50) to produce. Bargain over how to split the remaining surplus ($18 ¼ $27 – $9) created by the  transaction. This is the “ﬁxed price” part of the transaction.  ● Bundle the goods. The consumer’s total value for six units is $27. 
 With enough bargaining power, the entire consumer surplus can be capture, if not, then bargain over how to split it. ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Bundling ● When selling bundled goods don’t forget: When bargaining with a customer, do not bargain over unit price; instead, bargain over the bundled price.  ● Sellers can bundle like items where consumer value decreases with each additional unit OR sellers can bundle different items with different consumer demands.
 • For example: a movie theatre – two group of customers prefer  two different types of film (romantic comedy and SciFi). The theatre owner cannot directly price discriminate but in bundling the two picture together into a double feature, the problem is avoidable.  • Suppose there are 50 customers willing to pay $3 for the SciFi film but only $2 for the romantic comedy, and 50 willing to pay $3 for the chick flick but only $2 for the SciFi. ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Bundling, cont.  ● If the theatre sets a single price for a ticket to any movie, it must face the pricing trade -off – sell to all consumers at $2 (total revenue  $200 per film) or sell to half the movie goers at $3 (total revenue $150 per film). Pricing low is more profitable, earning $400 on the two films combined.  ● BUT if the theatre combines the movies into a double feature it can sell to all customers at a price of $5 increasing total revenue for the two films to $500 ● Bundling in this way makes consumers more homogeneous (both consumer groups are now willing to pay the same price). ● This also allows sellers to earn more if willingness to pay is more homogeneous for the bundled good than separate goods • For cable TV, providers make 65% more selling bundled packages than if each channel were sold separately. ©2018 Cengage Learning. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part, except for use as permitted in a license distributed with a certain product or service or  otherwise on a password -protected website for classroom use. ©K ami ra/ S hut t ers t oc k I mages Reference  Froeb , L. M., McCann, B. T., Shor, M., & Ward, M. R. (2018).  Managerial economics: a problem solving approach (5 th ed.).  Boston, MA: Cengage Learning. 
            
            
            

            
                
                    GET YOUR EXPERT ANSWER ON STUDYDADDY

                    Post your own question 
and get a custom answer

                    GET ANSWER                    
                        
                        
                        [image: LET'S ORDER THE BEST ASSIGNMENT SERVICES]                    
                

            

        
        
        
    
            Have a similar question?

                            
                                    Continue to post            
            Continue to edit or attach image(s).

        

        	
                [image: Fast and convenient]
                Fast and convenient

                Simply post your question and get it answered by professional tutor within 30 minutes. It's as simple as that!

            
	[image: Any topic, any difficulty]
                Any topic, any difficulty

                We've got thousands of tutors in different areas of study who are willing to help you with any kind of academic assignment, be it a math homework or an article. 

            
	
                [image: 100% Satisfied Students]
                100% Satisfied Students

                Join 3,4 million+ members who are already getting homework help from StudyDaddy!

            


    


    



    
        	Homework Answers
	Ask a Question
	Become a tutor
	FAQ
	Contact Us
	Privacy Policy
	DMCA
	Terms of Use
	Sitemap

        
        Copyright © 2024 StudyDaddy.com

        
                        Worbert Limited -  All right reserved.

            20 Christou Tsiarta Elma 2, 22, 1077, Nicosia, Cyprus
        

    











