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Abstract

It has been established for a long time that there is significant dispersion in prices charged for seemingly
homogeneous goods. This may happen in competitive markets because the world is not frictionless, and
certainly in other markets where price discrimination is carried out by firms with oligopolistic power.
This paper is the first survey of the economic literature on price dispersion that addresses the following
three key issues: i) its characteristics as a result of optimizing search behavior; ii) its relevance as a
reflection of price discrimination and its consequences for social welfare and policy intervention; and
iii) the empirical evidence of price dispersion. By contributing to a better understanding of price
dispersion, this survey may help in the design and implementation of competition and anti-trust policies.
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. Introduction

Empirical research has established for a long time that there is significant dispersion in prices charged
for seemingly homogeneous goods. For the last six decades, the literature on price dispersion has had
two strands: price dispersion occurs in competitive markets because the world is not frictionless; and
price dispersion is a consequence of price discrimination by firms with market power and thus a source
of concern and intervention by antitrust authorities. In his classical paper, George Stigler noted that “it is
important to emphasize the fact that dispersion is ubiquitous even for homogeneous goods... In both the
cases of consumer and producer goods, the range of prices is significant on almost any criterion. Price
dispersion is a manifestation and, indeed, it is the measure, of ignorance in the market. Dispersion is a
biased measure of ignorance because there is never absolute homogeneity in the commodity if we
include the terms of sale within the concept of the commodity... But it would be metaphysical, and
fruitless, to assert that all dispersion is due to heterogeneity” (Stigler, 1961). This paper briefly surveys
the economic literature that addresses those three issues: price dispersion as a result of optimizing search
behavior; price dispersion as a reflection of price discrimination and its consequences for social welfare
and antitrust intervention; and the empirics of price dispersion.
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