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In no more than 1000 words, and using 3-5 references, explain: 

1- Why do customers perceive “deep discounts in exchange for stricter conditions” as fair?
2- What makes insignificant discounts combined with strict cancellation policies unacceptable?



















Customer Perceptions of Discounts and Cancellation Policies
Perceived fairness plays a significant role in shaping customer responses to pricing strategies. Consumers do not only evaluate the final price; they also evaluate whether the process and conditions surrounding the price appear reasonable. Pricing structures that combine discounts with cancellation policies therefore influence consumer judgments of fairness and acceptance (Bolton, Warlop, & Alba, 2003).

1. Why customers perceive “deep discounts in exchange for stricter conditions” as fair

Customers often consider deep discounts paired with strict conditions to be fair because they recognize a clear and proportional trade-off between price and flexibility. According to fairness theory, consumers evaluate transactions by comparing what they receive with what they must sacrifice. When a company offers a substantial discount in exchange for non-refundable or restrictive booking terms, the price reduction compensates for the potential loss of flexibility (Bolton et al., 2003).

Another explanation is the concept of distributive justice, which refers to how individuals judge whether outcomes are distributed fairly. If the benefit (a large price discount) matches the sacrifice (limited cancellation rights), consumers perceive the transaction as balanced and equitable (Xia, Monroe, & Cox, 2004).

Transparency also strengthens fairness perceptions. When firms clearly communicate the reason for the discount—such as reduced operational risk or guaranteed bookings—customers understand the logic behind the pricing structure. This transparency allows consumers to make informed decisions and increases acceptance of restrictive policies.

Additionally, large discounts signal that the company is sharing risk with the customer. In industries like airlines, hotels, and event ticketing, strict cancellation policies reduce uncertainty for sellers. Offering a meaningful discount indicates that the firm is compensating customers for accepting this risk, which reinforces perceptions of fairness.

2. Why insignificant discounts combined with strict cancellation policies are unacceptable

In contrast, when small discounts are paired with strict cancellation policies, customers often perceive the practice as unfair. The main reason is the lack of proportional compensation. Consumers expect that if they must give up flexibility, they should receive a meaningful financial benefit in return. When the discount is minimal, the exchange appears unbalanced (Xia et al., 2004).

Another factor is the violation of reference price expectations. Customers typically compare a discounted price with the standard or expected price. If the difference between the two prices is insignificant, the restriction may appear unnecessary or unjustified, leading customers to view the policy as exploitative (Bolton et al., 2003).

Furthermore, small discounts combined with strict policies may create the impression that the company is acting opportunistically. Consumers may interpret the pricing strategy as an attempt to transfer risk entirely onto customers while providing little benefit. Such perceptions can lead to negative outcomes such as reduced purchase intentions, complaints, or negative word-of-mouth.

Research also shows that perceived unfairness can significantly damage customer relationships. When customers believe that pricing policies are unjustified or unbalanced, they are less likely to trust the company and may avoid future purchases (Malc, Mumel, & Pisnik, 2016).

Conclusion

Customer perceptions of fairness depend largely on the balance between price benefits and restrictions. Deep discounts combined with strict conditions are generally perceived as fair because they offer clear compensation for reduced flexibility. However, insignificant discounts paired with strict cancellation policies disrupt this balance. When customers feel that the financial reward does not justify the restriction, they perceive the transaction as unfair and may react negatively. Therefore, businesses should design pricing strategies that maintain proportionality and transparency to sustain customer trust and satisfaction.
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