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Motivating Question: Tokyo’s Taxi Fares 
 
 
 
 
 
This motivating question deals with the attached article from The Economist (March 1, 1997) on the new 
pricing system for Tokyo taxis. Since the Ministry of Transportation regulates taxis, you should ignore the 
fact that there exist several companies. Assume a constant marginal cost of ¥100 per Km and zero fixed 
costs. Ignore the last paragraph on future tariff discounts. 

 
a. Which type of price discrimination scheme are cabs using? What is the effect on the price per Km? 
 
b. The purpose of this question is that you analyze the welfare effect of the new pricing as compared 

with the previous one. In order to simplify, ignore that initial payments allow you one or two Km ride 
without additional charge (it does not change the answer qualitatively). Do you agree with the 
journalist’s opinion that “this is a step in the right direction” in the sense that the new pricing scheme 
is welfare increasing? Explain your answer. Use a graph to illustrate your point. 


