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Answers 

Ticketing tactics 
Jon Guest 

This resource provides answers to the questions posed in the article on ticketing, featured in 
the February 2019 issue of ECONOMIC REVIEW. 

Question 1 
Try to think of at least one real-world example of first-, second- and third-degree price 
discrimination. 

First degree: Given the information demands of first-degree price discrimination (i.e. the maximum 
willingness to pay of each customer) it remains more of a theoretical possibility than a viable business 
strategy. Firms may not be able to charge each person the maximum amount they are willing to pay, 
but in some circumstances, they may be able to charge different customers different prices for the 
same product. This is called personalised or person-specific pricing and is a strategy that can 
approach one of first-degree price discrimination. It is more likely in any sector where there is scope 
for some bargaining over price. Examples include stallholders in a street market and second-hand car 
dealers haggling with their customers. 

Second degree: Online vouchers for cheaper entry to tourist attractions/theme parks. This is an 
example of second-degree price discrimination as the vouchers are available to everyone to 
download. 

Third degree: Pharmaceutical companies selling the same medicines/drugs for different prices in 
different countries. Note that the difference in price is not explained by differences in the costs of 
supply. For example, consumers in the USA often pay higher prices for the same medicines than 
consumers in other countries. This is an example of third-degree price discrimination as the price 
difference is based on an observable characteristic — geographical location. Another example is 
Apple, and Microsoft providing price discounts to employees of educational institutions. 

Question 2 
For a firm to be able to implement a strategy of price discrimination it must be able to prevent 
resale among its customers. What factors would tend to make it more difficult for a consumer 
to resell a good? 

The following factors make it more difficult for a consumer to resell a good. 

• When consumption occurs immediately at the time of purchases (e.g. a haircut). 

• When it is highly perishable (e.g. fresh fish). 

• When the good is highly personalised (e.g. contact lenses/glasses and plane tickets where 
personal identification is required to board the plane). 
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• When the costs of transporting the good are significant. 

• When there is greater uncertainty about the quality of the product (i.e. medicines: brand 
names vs generics). 

• When there is a limited number of buyers and sellers in the market (i.e. a thin market). This 
makes it more difficult for one customer to find other customers for resale. Electronic market 
places such as Amazon and eBay may make resale easier by increasing the number of 
buyers and sellers. 

• The terms of sale/contracts — some purchase conditions clearly state that resale is illegal 
and/or any warranties are non-transferable (i.e. only valid for the first customer who purchases 
the product). 

Question 3 
Explain why the rise of electronic retailing might increase the number of firms engaging in 
person-specific pricing. 

Person-specific pricing is often a difficult and time-consuming process in traditional markets. Sellers 
have to try and ‘size up’ a customer by individual observation and negotiation, i.e. the clothes people 
wear, the cars they drive and their ethnicity/nationality might indicate something about their willingness 
to pay. The costs of carrying out this process may be greater than the extra revenue it generates. This 
might be especially true for a firm that sells a large volume of products.  

Electronic retailing may enable firms to obtain information about an individual customer’s willingness 
to pay in a more cost-effective manner. For example, whenever people use their smart phones, 
laptops and tablets to browse and purchase goods, they are providing huge amounts of information to 
the seller (called ‘Big Data’). Sellers can collect and process this information to predict different 
customers’ willingness to pay. Some of this ‘Big Data’ provides information similar to that observed by 
sellers in traditional off-line transactions. However, instead of visual clues observed by a salesperson, 
the firm is able to collect and process far greater quantities of information from the devices that people 
use. For example, the internet protocol (IP) address could be used to identify the location of the 
customer, i.e. do they live in a relatively affluent or socially deprived area? The operating system and 
browser might also indicate something about a buyer’s income and willingness to pay. The travel 
website, Orbitz, found that Apple users were 40% more likely to book four-or five-star hotel rooms than 
customers who used Windows. 

The most controversial element to Big Data is the large amount of individual-level information about 
the behaviour of customers. In particular, browsing histories indicate (a) what types of goods people 
have viewed, (b) the time they spend online and (c) their previous purchase history. This behavioural 
information might accurately predict price sensitivity. Interestingly, although increasingly possible, 
there has been very little evidence to date that firms are implementing personalised pricing on the 
internet. One possible explanation is that firms fear a backlash from customers who are deeply 
opposed to this type of pricing. In a widely cited survey of consumers, 91% of respondents believed 
that person-specific pricing was unfair. 
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