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Graphically:

f
(1) A

Type

e The monopolist selects the optimal cut-types (and the

optimal prices and qualities given those cut-types).
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A Two-Type Example

A Perfectly Discriminating Monopolist
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Table 1: Sample Statistics

Selected Characteristics

All 3-Good 2-Good 1-Good
Variable Markets Markets Markets Markets
Expanded Basic Services
Any Exp. Basic Svcs. 0.29 1.00 1.00 0.00
One Exp. Basic Svc. 0.26 0.00 1.00 0.00
Two Exp. Basic Svcs. 0.04 1.00 0.00 0.00
Market Shares
ws 0.61 0.47 0.60 0.62
wo 0.03 0.13 0.09 —
w1 0.00 0.05 — —
Prices
P3 21.10 29.06 23.06 19.99
P92 4.08 22.65 12.75 —
P1 0.64 18.26 — —
Programming
Top-20 Cable Networks
On Service 3 11.86 16.40 15.62 10.27
On Service 2 2.28 13.18 7.05 —
On Service 1 0.30 8.57 — —
Other Than Top-20 Cable Networks
On Service 3 4.09 8.43 5.97 3.19
On Service 2 0.87 5.62 2.61 0.00
On Service 1 0.15 4.36 0.00 0.00
Homes Passed (millions) 6.50 8.63 14.22 3.58
Channel Capacity 38.61 43.83 44.96 36.04
Per-Capity Income 16.58 17.33 17.76 16.11
Franchise Fee 1.44 3.09 2.05 1.13
Observations 5,702 201 1,467 4,034

e Note:
— Systems in the data offer either 1, 2, or 3 services.

— Products are indexed ” from-the-top”:

« The product with the most networks/highest price
is product 3, even if it is the only product in the

market.
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Table 3: Estimates

Preference Params Cost Params
Estimate Estimate
Std. Err. Std. Err.
Mean WTP 4.7678 co 0.3233
for quality 0.9557 0.6997
StdDev WTP 0.4638 c1 0.2002
for quality 0.1659 0 0.0411
On 0.7228 Co 0.994
0.2141 0 0.2093
Income 0.0023 p 2.2115
0.0021 0.1727
Meano 0.1251
0.1078
StdDevs -0.0246
0.1688
Meang 0.8509
0.2206
StdDevs -0.1276
0.1875
Random Part. 0.8748
Parameter 0.0706
Obs. 7,571

Results:

e Mean WTP for quality is 4.77/4.90/5.62 in 1/2/3-good markets,
respectively, with corresponding standard deviations 0.46/0.44/0.33.

e The impact of income (7) is not significant; Unobserved across market

heterogeneity (o) is.
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