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Market power and 
price discrimination
Jon Guest looks at some recent 
real-world examples of discriminatory 
pricing strategies

When you study the topic of market power 
you consider some of its implications for the 
pricing strategies of firms. One issue is that 

firms may not charge all their customers the same price 
for similar products. Instead, market power may enable 
organisations to charge different prices to different 
groups of customers and in the process increase their 
profits. This is called price discrimination.

Defining the concept
Care needs to be taken when defining the concept. In a 
recent article in The Times it was described as ‘the ability 
to charge more to one group of customers than another 
for similar products.’ This is not precise enough, as no 
reference is made to the costs of supplying the good. It 
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would only be correct if the cost to a firm of supplying 
different groups of customers was the same. If cost 
differences can fully explain any variation in the prices 
charged by the firm, then it is not an example of price 
discrimination. A more precise definition is: 

The practice of selling the same or similar product at 
different prices where the difference in price cannot 
be fully accounted for or explained by any difference 
in the cost of supply.

Real-world examples
It is useful to refer to real-world examples when 
answering questions on this topic. On 19 January 
2016, The Times ran the headline ‘Women charged 
more on sexist high street.’ An investigation into the 
prices of hundreds of products marketed at both men 
and women had found that products for women cost 
on average 37% more than similar versions marketed 
at men. Examples quoted in the press included:
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Weblinks to follow up
BBC report on location-based price differences in 
WH Smith stores: www.tinyurl.com/pd76jap

Newsbeat account of price discrimination: 
www.tinyurl.com/z38ment

‘Sexist surcharge’ feature on the Guardian 
website: www.tinyurl.com/hhrft75

Nurofen varieties and price discrimination: 
www.tinyurl.com/hz8d26l

Activities
1 Outline and explain the three different 

categories of price discrimination. Assuming that 
the costs cannot fully explain the differences, 
which type of price discrimination is the gender 
example discussed in the article?

2 Could a situation where a firm charges all of its 
customers the same price per unit for its good 
or service ever be classed as an example of price 
discrimination?

3 A firm with market power may not be able 
to implement a policy of price discrimination. 
Explain why this might be the case.

4 Under what circumstances could price 
discrimination be in the interests of society?

5 Another interesting case is the packaging and 
pricing of the Nurofen brand of painkillers (a link 
to a discussion of this case is provided above). 
To what extent do you think this is an example 
of price discrimination?
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• Disposable razors  Tesco priced a packet of five of 
its own-brand disposable razors for women (pink) 
at £1. For the same price, a blue packet for men  
contained 10 disposable razors.

• Ballpoint pens  Staples priced a packet of five 
pastel-coloured Bic pens ‘for her’ at £2.99. A packet 
of five Bic pens not in the ‘for her’ range (they had 
transparent barrels) was £1.98.

• Scooters  Argos charged £5 more for a child’s scooter 
if it was pink instead of blue.

Is this price discrimination?
Although it is likely that there is an element of price 
discrimination at work in these examples, we need 
more detailed information on costs to know for 
sure. For example, when referring to the higher price 
for the ‘female’ razors, an analyst at RAH Advisory 
stated: ‘the packaging will be different and they will 
sell fewer so it could be to do with the volume.’ If 

economies of scale and differential costs of packaging 
can account for the different prices, then it is not price 
discrimination.

Location-based discrimination
Another case made the headlines in August 2015. A 
BBC investigation found that some items for sale at 
WH Smith in Pinderfields hospital, Wakefield were 
significantly more expensive than identical items in 
Leeds city-centre WH Smith. For example, an A4 refill 
pad was priced at £3.99 in the hospital and £2.49 in 
Leeds.

This could be an example of third-degree price 
discrimination based on location. Customers at the 
hospital may be more price insensitive than those in 
the city centre who have a large number of other stores 
close by. A WH Smith spokesperson stated: ‘locations 
such as hospitals are more complex environments 
to operate in, with certain operational costs being 
significantly higher than on the high street, for example 
longer opening hours, more complicated delivery 
arrangements and often higher occupational costs.’

Once again the question is how much the price 
differences can be accounted for by the different costs 
of selling the goods in the two branches.
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