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Job Market Paper 
 

“Upstream Quantity Discounts and Double Marginalization in the New York Liquor Market” 
 

This paper exploits a unique data set of price schedules to provide the first empirical estimate of the welfare impact 
of second degree price discrimination in an intermediate goods market. Theoretical predictions in such a context are 
ambiguous. Quantity discounts at the wholesale level reduce costs for larger retailers, increasing efficiency. However, 
quantity discounts raise input costs for smaller retailers, increasing prices consumers may pay. The combined welfare 
effects on consumers depends on how much of input cost discounts are passed through to consumers and the 
distribution of retailer size. I develop and estimate a model of the New York State retail liquor market where 
wholesalers offer a multi-part nonlinear tariff for each product. The structural model is then used to estimate the 
welfare impact of restricting wholesale pricing to be linear. I find that banning quantity discounts reduces total 
welfare by approximately 13% on average. Consumer surplus and wholesaler profit decline by approximately 25% 
on average. Average retailer profit increases by a similar magnitude, though effects for a particular retailer are 
heterogeneous across retailer size. 

 
 


