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Edexcel A2 Economics

2 The firm in the market
Data-response question

1
Price discrimination occurs when a firm charges different people different prices for the same good or service. The entry to the London Dungeons is £24 for an adult who pays on the door, but if the same adult booked in advance on the web they would only pay £16. There is further price discrimination because children under the age of 16 pay £18.60 on the door, or £10 in advance. This means there are effectively four sub-markets, each paying a different price, but the service provided is exactly the same. [4]
2
If successful, price discrimination increases the profitability of firms. Some of the benefits of increased profits are:

· firms can cross-subsidise loss-making areas

· they can take risks and innovate

· they can fund research and development, which might increase future profitability

· they can pay workers more, which might lead to improved morale and productivity 

In evaluation, you might consider why price discrimination might not work:

· the high costs of preventing seepage between the sub-markets (apply to London Dungeons)

· bad publicity, e.g. if a firm is being seen to ‘rip off’ the customer

· it is hard to judge the different PEDs, and whether they are at a significantly different level for the different sub-markets

· higher prices might mean that customers move away in the long term

· there are many non-price factors that determine demand, and price is not the main determinant, e.g. the queues are so long that demand might fall in the long run [4 + 4]
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