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Personalised 
pricing
A number of international and domestic 
regulatory bodies have recently shown 
an interest in personalised pricing. 
What is personalised pricing and how 
extensively are businesses using the 
practice? Jon Guest investigates

Personalised pricing is where businesses collect 
data about people’s personal characteristics and 
behaviour in an attempt to estimate how much 

they are willing to pay (WTP) for a product or service. 
For example, a salesperson could infer a customer’s 
likely WTP from the clothes they wear, the car they 
drive and the neighbourhood where they live. The 
business then charges different customers different 
prices for the same or similar products based on these 
estimates. Those customers predicted to have a higher 
WTP face higher prices and vice versa.

The concept of personalised pricing is very similar 
to first-degree price discrimination — a topic covered 
in many introductory economics courses. However, 
first-degree price discrimination is a highly theoretical 
concept that is unlikely to exist in the real world because 
of the informational demands it places on firms. 
Personalised pricing is more realistic as consumers 
pay different prices that are proportional but not equal 
to their WTP. Simple models of personalised pricing 
assume consumers pay a fixed percentage of their WTP.

Why the growing interest in 
personalised pricing?
Personalised pricing has never been widely used 
in traditional high street retailing. For most firms, 

the incremental costs of collecting information on 
people’s personal characteristics and behaviour simply 
outweigh the extra revenue it generates. It is a costly 
strategy to implement — consider the transaction costs 
of setting thousands of different prices for the same 
product. However, the recent growth of digital markets 
has opened up new opportunities. It is now possible 
for firms to collect and process greater amounts of 
information on consumer characteristics in a more 
cost-effective manner. It is also possible to process this 
data faster than ever before.

For example, an internet protocol (IP) address may 
provide data on customers’
• geographical location
• internet service provider
• type and speed of internet connection
• browser
• type and brand of browsing device
• past purchases

Implementation issues
With the quantity and variety of data that exist in 
digital markets, it is possible to estimate WTP in a more 
accurate and personalised manner than ever before. 
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Questions
1 Explain the difference between personalised 

pricing, dynamic pricing and price steering.
2 Explain why the informational demands of 

implementing first-degree price discrimination 
are so great.

3 Draw a diagram to compare and contrast 
a personalised pricing strategy with one of 
uniform pricing.

4 Assuming costs remain the same under both 
pricing strategies, Illustrate the impact of 
personalised pricing on consumer, producer 
and total surplus.

5 Draw a diagram to illustrate a situation where 
the incremental costs of personalised pricing 
are greater than the incremental impact on 
revenue.

Weblinks

Government press release on CMA research into 
personalised pricing: www.tinyurl.com/yb6tvypk

Guardian report on personalised pricing:  
www.tinyurl.com/y9wwwr4v

Citizens Advice investigates the topic:  
www.tinyurl.com/y7lnfoxy
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However, firms still have to allow for a margin of error 
and may set prices below estimated WTP to avoid losing 
sales. In addition, competition may further constrain 
their ability to raise prices.

Another implementation issue is the setting of 
thousands of different personalised prices. Carrying 
this out manually would be incredibly costly. The 
use of sophisticated pricing algorithms now makes 
it possible. For example, research found that these 
automated computational procedures enabled some 
third-party sellers on Amazon to change the price of 
their products hundreds of times a day. Digital markets 
also enable sellers to communicate prices to customers 
on an individual basis. The reduced prices offered to 
people with a lower WTP remain unknown to other 
customers.

Evidence of personalised pricing
The existing evidence of personalised pricing is very 
limited. Journalists and consumers have reported some 
individual examples, e.g. Staples, AirAsia and Uber. In 
a survey of over 500 companies carried out by Deloitte, 
40% of all retailers using artificial intelligence reported 
that they did so with the specific purpose of tailoring 
pricing and promotions.

In a recent study in the UK, the Competitions and 
Markets Authority (CMA) experimented with the 
websites of Opodo, Booking.com, Expedia, Ryanair, 
Amazon, Asda, Tesco, Apple, Zara and Staples over 
a range of 30 products. The following variations in 
browsing behaviour were tested by CMA staff:
• using different operating systems (Windows vs 

macOS)
• a standard search vs direct website access
• accessing the website directly or via a comparison 

website

CMA findings
The research found little evidence of personalised 
pricing but did find some evidence of price steering, 
i.e. the ordering of the search results. Unfortunately, 
the CMA did not have the resources to check for 
variations in the geographical location of the user 

or their purchase and browsing history. But as the 
report notes: ‘A more sophisticated method which is 
likelier to uncover personalised pricing would be to 
recruit real customers to collect data on prices. These 
real customers are likely to have built up a ‘profile’ or 
pattern of signals which allow firms to respond with 
a personalised price.’ It will be interesting to see if 
the CMA adopts this approach and what evidence it 
uncovers in its recently commissioned research.
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