
D I S C U S S  T H E  A D V A N TA G E S  A N D  D I S A D V A N TA G E S  O F  P R I C E  
D I S C R I M I N AT I O N  F O R  C O N S U M E R S  A N D  P R O D U C E R S . 


	 Price discrimination has both its disadvantages and disadvantages for consumers and 
producers. Firstly, and most notably, as seen in the diagram from part (a), price discrimination results 
in a loss of consumer surplus. However, some consumers that may now buy the product at a lower 
price may benefit as producers are willing and able to charge less, as seen on the diagrams below 
illustrating third degree price discrimination.  

Without price discrimination, consumers can only buy the product at price P2, whereas under 
price discrimination some consumers buy the product at a higher price of P, and consumers with 
more elastic demand buy the product at a lower price or P1. Producers also have higher profits: their 
profits w/o price discrimination is MC2P2X2Y2, but with price discrimination profits are increased to 
MCPXY + MC1P1X1Y1. Producer surplus is increased as also seen on the diagram in part (a).  

Although it may appear like consumers may suffer from a loss in consumer surplus in the short 
run, in the long run, the extra profits that producers earn may allow the firm to expand and so 
economies of scale can exist in the long run, increasing productive efficiency, as seen on the diagram 
below.  



With the ability to exploit economies of scale, firms benefit from lower cost curves as seen from 
the shift from MCPD1 to MCPD2, resulting in a fall in price from PPD1 to PPD2. If so, consumers can 
eventually benefit from lower prices as well. Examples of this could include medical services where 
charges tend to be dependent on income levels - hospitals can expand and benefit more patients and 
provide lower cost care to less wealthy patients.  

However, price discrimination can also be used as a predatory pricing tactic to harm competition 
and increase a firm’s market power. This can be beneficial to the producers employing price 
discrimination; however, other producers may be forced out of the market, undercut by the low prices 
offered by the firm practicing price discrimination. This can result in inefficiency in the long term as 
producers gain monopoly power and become X-inefficient due to the lack of competition.  

Arguably, however, the opposite may happen: price discrimination may actually make a market 
more contestable. The ability of a firm to price discriminate may force producers to be more efficient 
to be able to stay in the market, resulting in increased productive efficiency.  

In conclusion, the effects of price discrimination on consumers and producers can be both 
advantageous and disadvantageous. The most prominent effect is the reduction of consumer surplus 
and the gain in producer surplus; however, a firm’s ability to employ economies of scale or increase 
productive efficiency in the long run can benefit consumers. To ensure this happens, and that firms do 
not exploit consumers and engage in predatory pricing that may force competitors out of the market 
and possibly result in X-inefficiency, government intervention and competition regulation may be 
needed.  


