Extending the Problem
V=180,000- V=120,000-
20,000p, 10,000p,
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A Golden Oldie

* Demand for the park:
V. =180,000 - 20,000p_
vV, = 120,000 - 10,000p,
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A Golden Oldie

* Demand for the park:
V. =180,000 - 20,000p,
vV, =120,000 - 10,000p,
* Capacity = 200,000
* Adding Capacity $3 a visit.
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200,000 what single fee would you

recommend?
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200,000 what single fee would you
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A Golden Oldie

» If demand is to be restricted to
200,000 what single fee would you
recommend?

+ If children and adults can be charged
a separate fee, what fees would you
recommend?

* Should the park expand capacity in
that case?
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Charging a Single Fee

* Demand for the park:
V. =180,000 - 20,000p_
v, = 120,000 - 10,000p,
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Charging a Single Fee

* Demand for the park:
V. =180,000 - 20,000p,
vV, =120,000 - 10,000p,

* When p =0, demand is 300,000
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Charging a Single Fee

V=180,000-
20,000p,

V=120,000-
10,000p,
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20,000p,

V=120,000-
10,000p,

20,000p,
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Charging a Single Fee

V=180,000-
20,000p,

20,000p,

V=120,000-
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Charging a Single Fee

V=180,000- V=120,000-
20,000p, 10,000p,

ATrip =-20000p, —10000p, 000p

_____________ o
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Charging a Single Fee

Vv=180,000- I\ V=120,000-
NN NNN .. AN l\l‘ll\pa

ATrip =-20000p, —10000p,
ATrip=-30000p 290
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Charging a Single Fee

To eliminate 100,000
trips set p = $3.33
\ V=180,000- | V=120,000-

NN NNN .. AN I\I\l'lp
a

ATrip =-20000p, —10000p,
ATrip =-30000p %99
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Charging a Single Fee
To eliminate 100,000

t H t = N AN
\ rl‘;/)g_'saeu,gw Butis therea -
ononns better way of doing
ATrip =2 it, so as to

ATrip  minimize DWL? '0Pa
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10,000p,

KENT SIATChildren  Extending the Proviem  Adults
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Charging a Single Fee

V=180,000-
20,000p,

V=120,000-
10,000p,

20,000p, 10,000p,
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Charging a Single Fee

Dead Weight Loss from Children is
(1/2) (20,000p, ) (p, )=

10,000p 2
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Charging a Single Fee
Dead Weight Loss from Adults is
(1/2) (10,000p, )(p,)=

5,000p,2
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Charging a Single Fee
DWL= 10,000p 2 *5,000p,2

v=I10U,uvvu-

20,000p,

v=1I14U,uuvu-

10,000p,

20,000p, 10,000p,

N
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Charging a Single Fee
DWL= 10,000p 2 *5,000p,2

| \ v=I10VU,uvvu- | V=14V, Uuuvu-
2N NNNn 1N NNNn

ATrip =—20000p, —10000p,

v
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Charging Separate Fees

* Many different adult and child’s fees will
cut demand
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Charging Separate Fees

* Many different adult and child’s fees will
cut demand

¢ But
20,000p_. + 10,000p,=100,000
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Charging Separate Fees

* Many different adult and child’s fees will
cut demand

* But
20,000p,, + 10,000p,=100,000
p.=10- 2p,
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Charging Separate Fees

* Deadweight loss is
10,000p 2 + 5,000p,2
* The two prices are
p,=10-2p,
* Deadweight loss is

10,000p 2 + 5,000(10-2p,)?
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Charging Separate Fees

10,000p.2 + 5,000(10-2p)?
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Charging Separate Fees

10,000p2 + 5,000(10-2p,)2
10,000p,2 + 5,000(100-40p_+4p 2)
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Charging Separate Fees

10,000p2 + 5,000(10-2p,)?
10,000p,2 + 5,000(100-40p+4p.?)

10,000p,2 + 500,000-
200,000p,+20,000p,2
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Charging Separate Fees

10,000p2 + 5,000(10-2p,)?
10,000p.2 + 5,000(100-40p_+4p 2)

10,000p,2 + 500,000-
200,000p+20,000p 2

DWL =500,000-
200,000p+30,000p 2
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Charging Separate Fees

500,000-200,000p,+30,000p 2
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Charging Separate Fees
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* In sum, we can achieve our objective with
many different values of p, (and p,).
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Charging Separate Fees

500,000-200,000p,+30,000p 2

* In sum, we can achieve our objective with
many different values of p, (and p,).

¢ Lets find the one that minimizes DWL.

KENT.WA—FE Extending the Problem
BREvIRIT

Charging Separate Fees

500,000-200,000p,+30,000p 2
* In sum, we can achieve our objective with
many different values of p, (and p,).
* Lets find the one that minimizes DWL.
* To do that....
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Charging Separate Fees

500,000-200,000p,+30,000p,2
 In sum, we can achieve our objective with
many different values of p, (and p,).
¢ Lets find the one that minimizes DWL.
* To do that....
— Take the derivative
— Set it equal to zero
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Charging Separate Fees

500,000-200,000p,+30,000p 2
+ Differentiating

Charging Separate Fees

500,000-200,000p,+30,000p 2
« Differentiating
-200,000+60,000p,

p. =$3.33
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-200,000+60,000p,
KENT.S—D\TE Extending the Problem
Charging Separate Fees

500,000-200,000p,+30,000p 2
« Differentiating

200 P, = 10— 2p,
p. =$3.33
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Charging Separate Fees

500,000-200,000p,+30,000p 2
« Differentiatino

2 P, = 10- 2pc
p,=$3.33
p =$3.33
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The Dead Weight Loss

DWL = 500,000-200,000p,+30,000p 2
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The Dead Weight Loss

DWL = 500,000-200,000p,+30,000p 2
DWL = 500,000-
200,000($3.33)+30,000($3.33)?
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The Dead Weight Loss

DWL = 500,000-200,000p,+30,000p 2
DWL = 500,000-
200,000($3.33)+30,000($3.33)2

DWL = $55,556
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The Dead Weight Loss

DWL = 500,000-200,000p,+30,000p >
DWI = 500 000-

200,00 COSt 33)?

" _9
DWL
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