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Should Third-Degree Price Discrimination Be
Banned Directly?
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Abstract

In the vast literature of third-degree price discrimination, one focal point
of analysis has been on the condition for it to improve social welfare. This
research argues that even if price discrimination reduces welfare in some
parameter ranges, its validity may still be defensible. When oligopoly firms
engage in quantity competition, then relative to price discrimination, uniform
pricing is no longer a dominated strategy, because when a firm employs
uniform pricing, it aggregates its demand in two separate markets so as to
choose its optimal uniform price. Thus, it is able to extend its monopoly power
from the market where it is a monopoly to the other market where it faces
Cournot competition. Consequently, uniform pricing may be preferred over
price discrimination. If a profit-maximizing firm’s choice, whether it is price
discrimination or uniform pricing, always results in lower social welfare than
the other pricing strategy that is not chosen, then price discrimination should

not be less defensible than uniform pricing.
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