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Example: the exact value of § P‘I(‘;hk\“ﬂ 2

Suppose there are 5 firms in the market. Each firm's marginal cost is 10
and the market demand curve is P = 130 — Q. Find the value of dthat
makes collusion sustained in this case.
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@ We need to findn}, 7}, wf for each firm.
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Q2: From the picture 3 and 4, Could you please clarify more about the conduct

parameter? | wonder why, in the case of third-degree price discrimination, the conduct
parameter for monopoly is 1, but it is also equal to one in the case of cournot
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mBY: It is possible to draw the low-type indifference curve as shown in the picture.
However, this drawing does not assume that the Economist has extracted "all" the
possible consumer surplus from the low-type. In other words, they can do better by
charging a higher price for the digital only or print only options.

If the low-type indifference curve starts from the origin and go through the "one option"
bundle, this will assume that the Economist is able to extract the maximum surplus from
the low-type.
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Uo means additional utility from consuming the product = 0. You are absolutely right--if
someone receive no utility from consuming something, why would they consume it? In

real life, this similar to a situation where the winner of an auction ends up paying a price
equals to their willingness to pay.

In theory, we just assume that the firm is smart enough to offer a bundle which extracts
all the consumer surplus (CS) from low-type consumers. Therefore, the consumers are
"just" indifferent between consuming and not consuming. In which case, we assume
that they buy.
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