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Abstract

Profit maximization in non-competitive markets constrains the support of equilibrium elasticity
(markup) and demand curvature (pass-through). We offer a framework to study the link between
the specification of preferences in unit-demand discrete choice mixed-logit models and the range
of equilibrium elasticity-curvature pairs consistent with the model. We highlight features of
the specification that ensure both flexible cross-price substitution and robust pass-through
estimates. Such flexibility is required for the analysis of mergers, taxation, tariffs, costs shifts,
and exchange rates in industries with market power. We show that recognizing heterogeneity in
price responsiveness, rather than simply in preferences for product characteristics, is necessary
to alleviate curvature restrictions inherent in multinomial logit models. A skewed distribution of
price responsiveness increases the range of feasible elasticity-curvature pairs up to those of CES
demand. We provide a flexible and parsimonious approach to specifying price responsiveness
in empirical mixed-logit models. As our approach nests the standard model, we show that this
flexibility generates economically and statistically meaningful differences in estimated product

elasticity and curvature.
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