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Abstract

Thailand is renowned as one of the world’s most popular tourist destinations; yet, its reputation
has been tarnished by the pervasive overcharging of foreign tourists. Theoretically though, price
discrimination as a means of maximizing profits is possible when consumers can be grouped
according to price elasticities; in this case, locals versus tourists. This study aims to explore the
ethical perceptions of price discrimination, from the perspective of the stakeholders involved in
the tourism sector of Thailand. Results indicate that price discrimination itself is viewed as
being neither ethical nor unethical, it depends on the underlying motives and the nature of the
situation. For example, the practice of price discrimination is more acceptable if its motive is for
the survival of the business, or when the practice is focused on wealthy tourists. It is the
framing, and the intensity of the price difference, however, that play important roles in the

ethical perceptions of price discrimination.
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1. Introduction (UN#1)

Thailand is renowned as being one of the top tourist destinations, and the tourism sector is
vital to the country’s economy. The World Travel & Tourism Council calculated that the tourism
sector contributed more than 20 percenttowards the country’s Gross Domestic Product (GDP)
in 2014 (Bangkok Post, 2014). Furthermore, the sector is expected to grow 6.4 percent
annually, pushing its GDP contribution to almost 23 percent in 2024. Unfortunately, the “land
of smiles,” as Thailand likes to call itself, does not always meet expectations. During the past
few years, the issue of overcharging foreign tourists has come under extensive media
coverage and public attention. It is not uncommon to observe these tourists paying higher
prices for products and services, compared to local Thais. This practice is prevalent all over
Thailand, ranging from popular tourist attractions to the street vendors selling their wares.
Some refer to this practice as “dual pricing,” or as a “two-tier pricing” system, and it is believed

to have a negative effect on the image of the country (The Nation, 2014).

Many complaints have been directed at taxi driversin Bangkok, even though taxi services are
governed by the regulated use of a taxi meter.It is common practice for some taxi drivers to
try to negotiate a lump-sum fare with foreign tourists, which could be several times higher than
the meter fare. Complaints have also been received about local restaurants reportedly
overchargingforeign tourists by adding a 10Percent additional service charge;yet it should be
pointed out that mandatory tipping is not a normal custom for Thai customers (Chinmaneewong
& Arunmas, 2015). Other notable examples include popular privately owned tourist attractions
located in Bangkok which demand higher entrance rates from foreign tourists, compared to
Thai visitors. One attraction’s Facebook page was quickly swamped with so many negative

messages that the operator decided to adopt a one-price policy because of the bad publicity.

The issue has now escalated to the level that certain websites have sprung up dedicated to
revealing the “scam” of price discrimination practice in Thailand. Nevertheless, based on the
researcher’s own survey, several tourist attractions in Thailand still continue their practice of
price discrimination, see Table 1.Most tourist attractions in Thailand display the fee for Thais
by using Thai language or Thai numbers, whilst the fee for foreign tourists is usually written
in English in order to prevent non-Thai tourists from making direct price comparisons which

would invokeimmediate negative reactions.



Development Economic Review 11

Table 1: Examples of Admission Fees in Thailand ((iT’mEi'm@htﬁﬂiuﬁn’mﬁ‘ﬁmtﬁﬂ'ﬂ%

dUszindlneg)
Type of Attraction Thai Foreign Tourist
Temple A 0 Baht 100 Baht
Temple B 0 Baht 400 Baht
National Park C 20 Baht 100 Baht
National Park D 40 Baht 400 Baht
Private Zoo E 60 Baht 300 Baht
Public Zoo F 70 Baht 100 Baht
Private Zoo G 150 Baht 450 Baht

Source: The researcher’s own survey, conducted in 2016. The actual names of the attractions have been concealed.

Several governmental offices or government-sponsored attractions in Thailand, such as
museums or temples, typically set lower or no admission fees for Thai visitors. Unlike privately
owned attractions, these placesusually claim that subsidies come from taxpayers; therefore,
the setting of lower prices to Thai visitors is justified. Theoretically, sellers do not price
discriminate when charging different prices to different groups of consumers,due to cost
differences. Since the cost of providing services to Thai visitors is lower due to government
subsidies, charging Thaisa lower priceis justified because of the cost differences; as such, this

is not price discrimination.

In economics, this practice is referred to as “third-degree price discrimination,” which occurs
when a seller or producer sets different prices to different groups of consumers. Consumers
are usually classified based on their elasticities or willingness to pay. The ones with the
higher willingness to pay will be charged higher, whilst the lower willingness to pay consumers
pay cheaper prices for the same product or service. This allows producers and sellers to
maximize profits from both groups of consumers. It should be noted that first-degree price
discrimination (in which the seller sets prices according to the highest willingness to pay of
each and every consumer), and second-degree price discrimination (which involves charging
different prices by means of offering discounts depending on the quantities purchased) are

beyond the scopeof this study.
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Consider a hypothetical case of a foreign tourist taking a taxi service from the airport to
downtown Bangkok, assuming that all Thais are willing to pay only 500 Baht for such a trip;
whilst foreign tourists on the other hand, are willing to spendas much as 1,000 Baht. If taxi
drivers decide to adopt a one price strategy for all customers, a so-called uniform pricing
policy, they have to choose to set either a 500 Baht or 1,000 Baht fare. If the drivers set a
fare of 500 Baht, both foreign tourists and Thais would elect to go by taxi, but the drivers
would be 500 Baht worse off, in situations where they would have had the opportunity to
charge 1,000 Baht to foreign tourists who are willing to pay higher. However, if the driver sets
a 1,000 Baht fare, Thai would choose other means of transportation, and taxi drivers would
only serve foreign tourists. Thus, the only way to enjoy higher profits, whilst keeping both

groups served, is price discrimination.

Carlton and Perloff (2005) highlighted the necessary conditions for successful price
discrimination. Firstly, there must not be a resale market, in which the ones who buy the
product at a lower price re-sell it at a higher price to consumers with a higher willingness to
pay. Usually services cannot be resold, and this is why it is easier for service providers to
introduce a policy of price discrimination. The case of taxi services satisfies this condition.
Secondly, producers or sellers must be able to distinguish between consumers, in terms of
their willingness to pay. Identifying who are Thai and who are foreign tourists is an easy task
for service providers, particularly in the tourism sector. A simple means of classifying
consumers is whether or not they are Asian and in their local language ability, since it is

assumed that tourists are not able to fluently communicate or read Thai language.

The last condition is the fact that producers or sellers have to possess some market power.
Without such power, consumers can easily switch to other sellers, and cause price
discrimination to fail. For foreign tourists, market power may not come from insufficient sellers
or service providers, as there are usually several taxis waiting to serve tourists, particularly at
major tourist attractions. Instead, market power would stem from the tourists’ lack of perfect
information about the market price, or about the fare regulations of the taxi services. This

allows taxi drivers to take advantage of foreign tourists, by charging them higher prices.

Not restricted only to tourist attractions, the tourism industry often employs a dynamic or
demand-based pricing scheme, which could be described as a form of price discrimination.

Dynamic pricing allows firms to adjust their prices according to the up-to-date demand and
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supply situation. The growth of the Internet has facilitated the capability of airlines and hotels
to apply different prices to different types of consumers. For example, weekday customer
prices focusing predominantly on businesspeople, tend to be cheaper the nearer the date they
plan to arrive (Abrate et al., 2012). On the other hand, weekend customers are charged
higher if reservations are made closer to the date that they wish to check in. In the airline
industry, also, price discrimination is based on whether tickets are purchased on weekdays

or at weekends (Puller & Taylor, 2012).

Although the practice of price discrimination in the tourism sector is pervasive, both in Thailand
and in many other countries, studies on the stakeholders’ ethical viewpoints on this practice
have largely been ignored. Several previous studies relate to the theoretical aspects of price
discrimination; and whilst there are studies on this topic, they do not focus on the price
differences between locals and tourists. This study is not intended to be normative, it aims to
fill in the existing research gaps by exploring the ethical perceptions of price discrimination
from the perspectives of the stakeholders involved in the tourism sector of Thailand. The
research questions are whether price discrimination against tourists is perceived as being
ethical, and which pricing conditions affect such perceptions. According to the researcher’s
knowledge, there is no study that specifically focuseson the ethics of price discrimination

against tourists.

The issue is a critical one, especially when photos and negative feedback can instantaneously
be spread through social networks. The negative externalities could tarnish the reputation of
the prosperous tourism industry; thus, the impacts of unethical or unfair practices cannot be
underestimated. The study’s results will not only carry important policy implications, but could
also benefit stakeholders and service providers in the tourism sector when they are designing

their pricing policies.

2. Background (ﬂ’a’lmﬁuu’l)

Earlier studies did not pay much attention to the ethics of price discrimination, but focused
instead on its consequences to societal welfare. Schmalensee (1981) stated that for price
discrimination to be desirable, it has to raise total output, compared to non-discriminatory
cases. It is worth pointing out that when a producer decides to switch to discriminatory pricing,
higher output is expected to be supplied to the elastic group of consumers, and less to the

inelastic group. Thus, an increase in total output is possible, but only under certain restrictions
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on the demand curves. However, in situations where the introduction of price discrimination
motivates the producer to supply to the new segments that were originally omitted, it is more

likely to generate higher welfare (see also Varian, 1985; Pepall, Rihcard, & Norman, 2008).

In addition, since elastic consumers are usually poorer, price discrimination could end up
redistributing income from the rich to the poor, which could justify the practice. Furthermore,
Baumol and Swanson (2003) claim that without the adoption of price discrimination, certain
producers may not be able to survive in a situation of competitive challenge, especially when

all consumers have different demand patterns.

The ethical aspects of price discrimination have attracted many scholars’ interest, especially
over the last decade. Marcoux (2006) theoretically rejected the claim that price discrimination
is unfair because it does not treat all consumers equally, and also the claim that unitary pricing
ensures equal treatment. When consumers have a different willingness to pay, but are faced
with the same price, their consumer surplus or utility will not be equal. Therefore, it is necessary
for sellers to opt for price discrimination, in order to ensure that each consumer enjoys similar

utility. In that sense, price discrimination actually promotes fairness, rather than hindering it.

Elegido (2011) also maintains that price discrimination is ethical, conditional on the fact that
the discriminating seller is not seeking excessive profits, and the discrimination is adopted to
ensure the seller’s continued existence. The researcher claims that for certain businesses,
revenues from inelastic consumers are necessary, as without them they would not survive;
the product’s unavailability justifies the adoption of price discrimination.The researcher also
mentioned situations which would be classified as essentially unethical, namely price
discrimination based on the seller's motive of contempt or hatred for a group of individuals,
or that would violate the customers’ privacy. However, these intentions or behavior are beyond

the scope of this study.

Empirically, Kahneman, Knetsch, and Thaler (1986) were the very first to explore consumers’
perceptions of price discrimination. They conducted a survey on randomly selected residents
in Canada and asked them to provide a judgment on fairness. One of the questions was
related to price discrimination, in which a landlord decides to raise the rent of one of the tenants,
after learning that the tenant’s workplace was close to the rented house. More than 90Percent

of the respondents rated this price discriminating behavior as unfair. The researchers also
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claimed that unfair pricing could result in consumers’ adverse reactions. Other studies include
Campbell (1999), for example, who mentioned price discrimination, but in the context of the

sellers’ motives; claiming that negative motives lead to perceived unfairness.

Several studies on the perceived fairness of price differences focus on the service industry,
particularly on the practice of demand-based pricing as part of the firms’ yield management.
Kimes (2002) defines yield management as the method of assigning a limited supply to
existing demand, in order to maximize the firm’s revenues or profits. In the airline industry,
for example, yield management involves a tradeoff between offering discounts in order to
attract more bookings earlier and ensuring sufficient seats are available for last-minute
passengers. Kimes and Wirtz (2003) claim that successful yield management in certain
industries such as airlines and hotels are due to the fact that firms are able to apply variable
pricing to their services which have a stated or predictable duration. Yield management relies
on both “physical fences” such as amenities and “nonphysical fences” such as time and the
location of the reservation, in segmenting consumers (Wirtz & Kimes, 2007). In other cases,
consumers’ demographics and consumption characteristics could also be classified as

determinants of segmentation.

Yield management could bring about higher short-run gains, whilst sacrificing long-term
profits, and give rise to consumers’ perceptions of unfairness. These perceptions not only lead
to lower satisfaction and disloyalty, but could also result in complaints, negative publicity, and

a loss of market share (Wirtz & Kimes, 2007).

Several approaches have been developed for the purposes of assessing fairness perceptions
(Xia, Monroe, & Cox, 2004). In equity theory and distributive justice, the outcomes of an
exchange between two parties should be comparable (see Homans,1961; Adams,1965). On
the other hand, the theory of procedural justice places emphasis on the underlying procedures
behind those outcomes (Thibaut & Walker, 1975). The dual entitlement principle proposed by
Kahneman, Knetsch, and Thaler (1986) focuses on both the seller’'s and buyer’s fair entitlements
in a transaction, and it has been adopted as a basis for evaluating price fairness in several
empirical works. However, this study does not distinguish between which is “ethical” and “fair”
in measuring consumers’ perceptions, similar to the research by Kimes (1994). In the study
by Kahneman, Knetsch, and Thaler (1986)’s, both “acceptable” and “fair” measures were

employed interchangeably.
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2.1 Price Discrimination and Perceived Fairness (n’lil,aaﬂﬂf]ﬁ?m’m‘s’lwmazﬂ‘)’maﬂ
winawaMadwssva)

In the proposed dual entitlement principle of Kahneman, Knetsch, and Thaler (1986),
consumers believe that they are entitled to a fair price, whilst sellers are entitled to make a
fair profit. As a result, when an increase in price is due to higher cost, consumers may not
perceive the seller's behavior as unfair. The perception of fairness is comparative, since
consumers have to relate the existing transaction to a point of reference. Judgments have to
be made against prices paid by others for the same product or service (Martins & Monroe,
1994), highly similar transaction (Xia et al., 2004), or reference transactions (Kimes & Wirtz,
2003). The social comparison theory suggests that people assess their own entitlement by
identifying with others who are similar to themselves as a reference (Wood, 1989). Although
locals and foreigners are demographically different, they are indifferent in their role asa
tourist attractions’ customer. Additionally, with identical services provided to both locals and
foreigners, foreign tourists could view lower prices charged to locals as a point of reference,

and as a result perceive the price discrimination against them as being unethical.

H1: Price discrimination against tourists is perceived as being unethical.

According to the principle of dual entitlement, when consumers believe that firms have raised
their prices in order to increase profits, they would interpret the firms’ practice as exploitation.
Price discrimination allows firms to maximize profits by setting higher price for a consumer
group with an inelastic demand or a higher willingness to pay. If tourists believe this to be
the underlying reason for price discrimination, the degree of perceived unfairness is expected
to intensify. In addition, if the gap between the reference price and the offered price is wider,
the more likely it will be that such behavior is not justified. As pointed out in Table 1, there
are no written rules or guidelines regarding appropriate markups for foreign tourists, so
markups of 1,000 percent or higher are not uncommon in Thailand. Consequently, it is
expected that the larger the discrepancy, the higher the level of dissatisfaction and the higher
the perception of unethical treatment amongst foreign tourists. Three scenarios with markups
of an unspecified percentage, 200 percent, and 1,000 percent were used in order to capture

such discrepancies.

H2: Price discrimination against tourists is perceived to be less ethical, when the sellers’

Jjustification for it is to generate higher profits.
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H3: Price discrimination against tourists is perceived to be less ethical, when the intensity of the

price difference is larger.

People are more acceptable in situations where firms behave for the reason of profit protection
rather than profit seeking; for example, employees may not perceive a wage cut as unfair in
situations where the firms’ reference profit is threatened (Kahneman, Knetsch, and Thaler,
1986). As pointed out by Elegido (2011), price discrimination could be ethical in situations
where it is essential in order for the business to survive, and the discriminator does not make
excessive profits. Business survival is especially relevant in the area of tourism, which is a
seasonal industry. During the peak season, when foreign tourist numbers are high, the excess
profits can be utilized to cover costs during the low season. Also by charging Thais a lower
price, it will ensure a regular supply of visitors the whole year round, provided they are charged
the same low price throughout the year.

H4: Price discrimination against tourists is perceived to be less unethical, when the sellers’

Jjustification for it is the survival of the business.

Although the social comparison theory suggests that consumers look to other similar
consumers as a reference, foreign tourists from developed countries with significantly higher
income levels may not view locals as being “similar’. Martins and Monroe (1994) propose that
consumers take income levels of other consumers into consideration, when making a judgment
on price discrepancies. Specifically, consumers may not view price discrimination as unethical

if poorer consumers are being charged lower prices.

HS: Price discrimination against tourists is perceived to be less unethical, when the tourists are

from richer countries.

2.2 Inequality Position and Perceived Fairness (@u#nszada M lanintfiganwuazana
amﬁuﬁﬁuﬂmmﬁuﬁﬁu)

When firms set unequal prices to two groups of consumers, the disadvantaged price inequality
consumers are the ones who pay higher prices whilst those in the advantaged group are
charged lower prices (Xia, Monroe, & Cox, 2004). Consumers who are treated differently are
expected to view the same practice from different perspectives. Xia, Monroe, and Cox (2004)

and Kimes and Wirtz (2003) suggest that the degree of perceived unfairness will be less
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severe for the price-advantaged consumers since they have the advantage of cheaper prices.
For Thais who pay lower rates compared to foreign tourists, are in an advantageous position
and could therefore perceive price discrimination as less unethical. In the rare cases where
foreign tourists are charged lower prices than the locals, they are not likely to consider

themselves as being disadvantaged.

H6: Price discrimination against foreign tourists is perceived to be less unethical when locals

are in an advantageous position, from a local’s perspective.

H?7: Price discrimination against foreign tourists is perceived to be less unethical when foreigners

are in an advantageous position, from a foreigner’s perspective.

2.3 Framing and Perceived Fairness (ﬂiauﬂﬁiﬁ»’lm%aLmzﬂ’n&laﬂtﬁ%ﬁﬁ%ﬂaﬁutﬁuﬁiiu)
Economically equivalent, price discrimination could occur as a surcharge to foreign tourists or
offered as a discount to locals. Prospect Theory claims that discounts are more acceptable
than premiums (see Kahneman & Tversky, 1979; Thaler, 1985; Chen et al., 1998). Kimes and
Wirtz (2003) and Wirtz and Kimes (2007) found that consumers view discount offers as fairer
then premiums, in restaurant and hotel settings. Therefore, price discrimination framed as a
discount to Thais, rather than imposing a surcharge on foreign tourists,could be more

acceptable.

H8: Price discrimination against foreign tourists is perceived as being less unethical, when

sellers’ offer discounted prices to local visitors.

3. Methodology (25 1LH##N13298)

A survey was conducted amongst participants attending the Creative Academy for Cultural
and Heritage Tourism’s training programs in 2015 and 2016; which was arranged by Mahidol
University International College (MUIC) and was funded by Mahidol University in Nokhon
Pathom, Thailand. The Academy was established with the purpose of promoting cultural and
heritage tourism in Thailand, through consultation and in the provision of training. Over the
past few years, the Academy has organized annual nationwide training programs to stakeholders

involved in Thailand’s tourism sector.
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Out of approximately 350 participants who took part in the programs in 2015 and 2016, 114
returned the survey. The average age of the respondents was 43 years old while 63 percent
of them were female. As for their professions, 56 percent of the respondents are in the private
sector of the tourism industry, 24 percent are in academia, and the remaining are local
government officials. Foreign students who took part in the exchange program between MUIC
and its partner universities served as proxies for foreign tourists. Although these exchange
students did not visit Thailand primarily for leisure purposes, they were treated as foreign
tourists when they were away from the campus due to their appearance and the language
barrier. Of all the inbound students coming to MUIC in 2016, 49 returned the survey. Compared
to Thai stakeholders, these foreign students are younger with an average age of 23 years old.
65 percent of them were female and 86 percent came from countries with higher per capita
incomes than Thailand; namely, Singapore, the United States, Germany, Japan, and South

Korea.

The survey required all respondents to provide ethical judgments to ten different fictitious
scenarios of price discrimination practices, in which they were assigned the role of tourist.
Similar to Wirtz and Kimes (2007) and Campbell (1999), a 7-point scale ranging from 1 (very
ethical) to 7 (very unethical) was employed.The term price discrimination was not explicitly
stated in the survey; rather, a scenario where tourists are priced differently is presented instead.
Specifically, Thai respondents were asked to assume the role of a foreigner traveling in an
unspecified country. Price discrimination against tourists is conceptualized in the survey as a

tourist attraction which sets the price for foreign tourists at a higher level than the locals.

4. Results and Discussion (HaN195298azaNUNa)

The results from the survey of stakeholders in Thailand and foreign students are presented
in Table 2. Interestingly, t-tests reveal that there is no statistical difference between Thai
stakeholders’ and foreign students’ ethical opinions on price discrimination, as shown in the

last column of Table 2.
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Table 2 : Descriptive Statistics of Ethical Judgments under Different Scenarios (aaa

o A a a 6 1
Wiim%’l‘ﬂEl\‘lﬂ']i(ﬂﬂﬁ‘uﬂﬂl‘]j\?'ﬂ]‘iﬂﬁiiﬂﬂ']Elsl(;l’ﬂﬂ'l%ﬂ'lim@l']\“l 9)

Scenarios Thais Foreigners t-test
Mean [SD] Mean [SD] [p-value]
(1) A tourist attraction that sets the price for tourists at a different level than the locals. 4.94 4.61 1.27
[1.58] [1.37] [0.21]

(2) Suppose that you are traveling in a foreign country, and you find out that a tourist 4.55 4.76 0.82
attraction in this foreign country sets the price for foreign tourists at a higher level than the [1.60] [1.38] [0.41]
locals.
(3) Suppose that you are traveling in a foreign country, and you find out that a tourist 5.64 5.88 1.08
attraction in this foreign country sets the price for foreign tourists, twice as much as they are [1.52] [1.44] [0.28]
charging the locals.
(4) Suppose that you are traveling in a foreign country, and you find out that a tourist 6.58 6.63 0.65
attraction in this foreign country sets the price for foreign tourists, ten times as much as they [0.98] [1.03] [0.52]
are charging the locals.
(5) Suppose that you are traveling in a foreign country that has a lower income per person 5.06 4.96 0.29
than your country, you find out that a tourist attraction in that country sets the price for [1.61] [1.73] [0.77]
foreign tourists at a higher level than the locals, by giving the reason that it needs to charge
foreign tourists more because foreign tourists are willing to pay more.
(6) Suppose that you are traveling in a foreign country that has a lower income per person 4.00 3.69 1.18
than your country, you find out that a tourist attraction in that country sets the price for [1.88] [1.36] [0.24]
foreign tourists at a higher level than the locals, by giving the reason that it needs to charge
foreign tourists higher in order to cover its fixed costs/investment, otherwise the tourist
attraction may have to close down its business.
(7) Suppose that you are traveling in a foreign country that has a higher income per person 4.95 5.14 0.76
than your country, and you find out that a tourist attraction in that country sets the price for [1.56] [1.40] [0.45]
foreign tourists at a higher level than the locals.
(8) Suppose that you are traveling in a foreign country that has a lower income per person 411 4.02 0.31
than your country, and you find out that a tourist attraction in that country sets the price for [1.62] [1.55] [0.76]
foreign tourists at a higher level than the locals.
(9 for Thais) A tourist attraction in Thailand sets the price for foreign tourists higher than 4.27 N/A N/A
Thais. You are Thai. [1.79]
(9 for Foreigners) Suppose that you are traveling in a foreign country, and you find out that a N/A 5.10 N/A
tourist attraction in this foreign country sets the price for foreign tourists at a lower level than [1.58]
the locals.
(10) Suppose that you are traveling in a foreign country that has a lower income per person 3.33 3.20 0.60
than your country, you find out that a tourist attraction in that country sets the price for [1.84] [1.19] [0.55]

foreign tourists at a higher level than the locals, by giving the reason that it needs to provide

discounts to locals due to their lower income.

Note: From a 7-point scale, which ranges from 1 (very ethical) to 7 (very unethical).

With the average rating of 4.94 for Thai and 4.61 for foreigners, price discrimination falls
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slightly on the unethical side, although most Thai respondents neither perceive price
discrimination as ethical or unethical, with a mode of 4. The results from the t-test presented
in Test 1 of Table 3 does not reject the first hypothesis, that price discrimination against
tourists is perceived to be unethical.lt should be noted that the robustness of the statistical

tests could highly depend on the use of the 7-point scale.

Table 3 : T-Test Statistics from Ethical Ratings of Price Discrimination (Han1Ina&aunig

anan-g T-Test lnga1daAzuwRAIKIIL5IINVBINSRBNURLAN951A)

Test Details Thais Foreigners

1 Ethics of price discrimination 6.323 3.136
2 “Tourists’ WTP” and “unstated reason” 5.367 3.921
3 “Unspecified markup” and “200Percent markup” 7.363 5.895

“Unspecified markup” and “1,000Percent markup” 12.242 9.233

“200Percent markup” and “1,000Percent markup” 6.651 4612
4 “Business survival” and “unstated reason” 0.581 1.374
5 “Higher income per person” 5.003 4.369
6 “Advantage position” and “disadvantaged position” 1.950 1.181
7 “Local’s discount” and “unstated reason” 4.683 3.933

Note: p-values are in parentheses.

When sellers charge foreign tourists higher prices than locals and the tourists believe that
the underlying reason is the sellers’ motive of taking advantage of foreign tourists’ higher
willingness to pay, the degree of unethical perception goes up to 5.06 for Thais and 4.96 for
foreigners in scenario (5). Both Thai stakeholders and foreign tourists judge this profit
maximizing behavior as exploitation and unacceptable, as confirmed by the t-test results in
Test 2 of Table 3.



22 Development Economic Review

It is to be expected that when the price differences between foreign tourists and Thais are
wider, unsatisfactory feelings would be stronger. When the markup is not explicitly specified,
the average scores are 4.55 for Thais and 4.76 for foreigners in scenario (2). But when the
surcharges to tourists are as high as 2 times and 10 times as those forlocals, the levels of
perceived unfairness rise to 5.64 and 6.58, respectively for Thais; and 5.88 and 6.63,
respectively for foreigners. For the 1,000 percent markup, most respondents rated this behavior
as extremely unethical (with amode of 7). According to the results from t-tests, as presented

in Test 3 of Table 3; the higher the markups, the more unethical the price discrimination is.

The fourth hypothesis claims that price discrimination is more acceptable when the seller’s
reason is to ensure the survival of the business. In scenario (6) presented to respondents, the
business operator has to charge tourists higher prices in order to cover the initial fixed invest-
ment; and the business will not survive without the revenues from tourists. As shown in Table
2, this case receives an average score of 4.00 for Thais and 3.69 for foreigners, which does
not statistically differ from the same case, but without the stated reason as shown in Test 4
of Table 3. As claimed by Kahneman, Knetsch, and Thaler(1986) and Elegido (2011), when
the justification of price discrimination is for profit protection and business survival, consumers

assess the practice as more acceptable.

Scenarios (7) and (8) are opposite in the sense that the first is when the respondents visit a
country with a higher per capita income, whilst the latter is where the destination is a poor
country. When individuals travel to a richer country (than their own) and face price
discrimination in which they are in a disadvantaged position, Thais rate this behavior as
unethical with a mean of 4.95 whilst foreigners rate it as unethical with a mean 5.14. But when
they travel to a country with a lower income level and are asked to pay higher prices, price
discrimination seems more acceptable, with means of 4.11 for Thais and 4.02 for foreigners.
This finding supports Martins and Monroe (1994) who proposed that consumers take the
income level of other consumers into consideration. The hypothesis that price discrimination
is perceived to be less unethical, when tourists are from richer countries, is not rejected, as

presented in Test 5 of Table 3.
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The results from the scenario (9) reveal that a different degree of perceived unfairness exists
when consumers face different pricing conditions. When Thai respondents were asked to
imagine themselves as observing foreign tourists in Thailand having to pay higher prices, whilst
they themselves paid less, the average rating was 4.27. From the perspective of foreign
tourists who were treated favorably, by being charged cheaper prices compared to locals;
unexpectedly, they view this practice as more unethical with the average score of 5.10.
Contrary to the proposals of Kimes and Wirtz (2003) and Xia, Monroe, and Cox (2004),
stakeholders who gain an advantage from price discrimination do not consider this practice
as acceptable. The advantaged inequality does not influence consumers’ ethical perceptions,
and the sixth and seventh hypotheses are not supported. As shown in Test 6 of Table 3, H6
and H7 compare the ethical perceptions between advantaged and disadvantaged positions of

Thai stakeholders and foreigners, respectively.

When price discrimination is framed as a discount to Thais under scenario (10), rather than
a surcharge to tourists; the tourists’ ethical judgment increased to 3.33 for Thais and 3.20 for
foreigners, which are the highest ethical score amongst all of the scenarios. Similar to the
findings of Kimes and Wirtz (2003) in a restaurant setting, framing price differences as a
discount statistically raises the ethical acceptance, as shown in Test 7 of Table 3. The last
hypothesis, which states that discount is perceived as being more ethical than a premium, is

supported.

5. Conclusions (NEﬂNan1ieaﬁ'ﬂ)

The issue of unethical pricing is not a trivial matter to business operators, since consumers
seek to punish firms that conduct unfair practices (Kahneman, Knetsch, & Thaler, 1986).
Businesses that depend on repeated custom from local visitors have a strong incentive to be
seen as ethical. But when major customers are foreign tourists, business operators do not rely
on long-term relationships and as a result do not expect loyalty; thus short-term profits could
be a priority for them instead. This is especially true for certain services and products such
as souvenirs. Nevertheless, on a broader scale, the negative publicity and bad reputation that

arise from this could create negative externalities and jeopardize the country’s image.
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The results of the study show that stakeholders in Thailand’s tourism industry, including foreign
tourists, generally have a neutral ethical view of price discrimination. However, if tourists believe
that they are being charged higher prices because of the sellers’ profit maximization motive,
they would evaluate the price discrimination practice as being unfair. But when the underlying
motive is not profit seeking, but for business survival instead, the degree of perceived unfairness
eases. In addition, the ethical perceptions of price discriminationare not fixed, but depend on
the conditions of the situation; the income level of foreign tourists plays an important role in
the ethical judgment decision. In cases where tourists are from countries with higher income
levels than Thailand, such as the United States, certain European countries, Japan, or Korea,
price discrimination against them may not be perceived negatively. But when a growing
number of tourists come from countries of similar or lower income levels, the widespread
adoption of price discrimination against all tourists (regardless of their nationalities) could

result in a backlash and negatively affect the long-term profitability.

When the listed prices for Thais are obscured by the use of Thai language, or Thai numbers,
Thai sellers can get away with overcharging, since immediate price comparisons cannot be
made. But when direct comparison is possible, the results from the study suggest that tourists
find it more acceptable when price discrimination is framed as a discount to local visitors,
rather than a surcharge to foreigners. As such, posted prices should be set at the higher price,
to show that this is the figure that applies. Then, when the locality of the customers is verified,
certain percentages of discount can be deducted from the listed prices, which ensures that
the procedures used to segment consumers is fair. This study limits the intensity of the price
differences to be only 200 percent and 1,000 percent so the appropriate markup to be set for
tourists in Thailand is still inconclusive. However, the results from this study do confirm that
the larger the price difference, between local visitors and foreign tourists, the more it is
perceived as being unfair. In addition, since many tourist attractions in Thailand actually charge
foreign tourists more than Thais by at least 1,000 percent, these surcharge rates are undeniably

viewed as being unethical.

The problem of price discrimination against tourists deserves more attention from both the
government sector and the various business sectors in Thailand. For government-subsidized
tourist attractions, the benefits in the form of extra revenue from charging foreign tourists more
than Thais have to be weighed against the costs of perceptions of unethical treatment; although

the underlying costs are different and the practice is not theoretically price discrimination.
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Similar analysis should also be conducted by other business operators in Thailand. A uniform
pricing policy could be preferable when all or most of the revenues are from either foreign
tourists or local customers, where uniform “high” and “low” prices can be applied, respectively.
But in cases where price discrimination is unavoidable, the framing and the intensity of the

price differences have to be carefully considered.

It should be pointed out that the results presented here should not be generalized to the
entire stakeholders of the tourism sector, since the samples employed in this study were
participants from a specific training program. Further studies using larger and more representative

samples are required to confirm the findings.
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