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Case Synopsis


There are various kind of industries delimiting different movie ticket price according to different kind of customers and one of the example is Cinema. Cinemas used to set up different prices for the same movie in order to gain a higher profit. They use a variety of pricing strategies trying to ensure that the seats are sold to those groups of people who are willing to pay the most. The economic principle behind this phenomenon is called the price discrimination. It provides same goods or services to consumers by charging them different prices. Air ticket and movie ticket are the most common example of price discrimination happening. Price discrimination allows companies to increase their revenue what may be obtained from uniform pricing. In general, the relative impact on consumers is ambiguous. Although non-uniform pricing is very common, its welfare implications are an empirical issue about which little is known. Orange Sky Golden Harvest Entertainment (Holdings) Limited is one of the film producer that operating a cinema chain and listed in 1994 in Hong Kong. In this case study, we are going to further study and discuss the price discrimination strategy that Golden Harvest is now using and its effectiveness through existing strategy. 
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1. Introduction  

Orange Sky Golden Harvest Entertainment (Holdings) Limited (“Golden Harvest”) is one of the film production company. Their business includes film production, financing, distribution and exhibition in Hong Kong. Until now, the Group operates 30 multiplexes with collectively 241 screens across Hong Kong, Taiwan and Singapore and is a leading distributor in its operating territories. Golden Harvest was the first cinema who starts the cinema industry in Singapore as a pioneer and also was the first cinema to use Multiplex concept with the opening of Singapore's first 10-screen multiplex in 1992.

Previously known as “Golden Harvest”, the legendary Asian filmmaker was co-founded by Mr. Raymond Chow, Mr. Leonard Ho Koon-cheung and Mr. Leung Fung in 1970. In 1977, the Group opened its first cinema in Hong Kong and has been listing on the Stock Exchange of Hong Kong (HKSE: 1132) since 1994. Up to December 2018, Golden Harvest operates 6 cinemas located in Hong Kong Island, Kowloon and New Territories. Being the top 4 of Hong Kong film production company now.

1.1 The company’s product/service portfolio
Orange Sky Golden Harvest Entertainment (Holdings) Limited providing a various of products and services. Their revenue represents their income from the sale of film, video and television rights, film and television drama distribution, theatre operation, food and beverage, promotion and advertising services, agency and consultancy services and proceeds from the sale of audio visual products. 

According to its 2018 interim annual report, the company has total 5 cinemas with 18 screens in Hong Kong up to 30 June 2018 (There are 2 new cinemas opened in late 2018/ early 2019 where located in Kai Tak and Tuen Mun). It is dedicated to the provision of a diversified video and audio experience for its audiences. All screens in other cinemas of the company are equipped with advanced digital equipment and are 3D compatible. 





	Golden Harvest
	2018
	2017
	2016
	2015

	Number of cinema
	5
	6
	5
	6

	Number of screen
	18
	23
	21
	24

	Number of attendance (million)
	0.9
	1.3
	1.2
	1.4

	Average ticket price (Hong Kong Dollar)
	90
	85
	87
	80


Table 1

Golden Harvest’s flagship cinema in Olymplian City was opened in 2014, called “The Sky”. The Sky is a six-house, 951-seat multiplex on a ground area of 65,000 square feet. Vivo (Deluxe House) boasts D-BOX VIP motion lounger seats, which cater to demanding moviegoers. Three houses in The Sky feature altogether over 80 D-BOX motion seats. Each seat installed with D-BOX Motion code It makes the motion perfectly synchronized with all onscreen actions, creating an unmatched realistic and immersive experience. The multiplex is also equipped with Dolby Atmos immersive sound systems and state-of-the-art 4k projection technology in all auditoriums for stunning audio and visual quality. Golden Harvest is the cinema in HK first introduce D-BOX and now all their cinemas have this technology except Fanling and Kai Tak cinema.

1.2 The market for this product/service
Hong Kong is one of the largest and most dynamic film entertainment industries in the world. As one of the world's largest film and television content exporters, Hong Kong has captured a fair share of the regional market, in particular the market on the Chinese mainland. Theatrical box office in Hong Kong grew by nearly 6% in 2018. Gross takings hit HK$1.96 billion, compared with HK$1.85 billion in 2017, according to data from Hong Kong Box Office Ltd.

As of December 2018, there are 57 cinemas in Hong Kong, offering a total of 249 screens with nearly 40,000 seats. It is mainly composed of nine cinemas chain. The seven major cinemas in Hong Kong include Golden Harvest, Broadway, MCL, UA, Cinema City, Newport Circuit and Emperor. The total market share is close to 90%, while AMC and Chinachem have only one cinema now.

Chart 1 (data up to Dec 2018)

In 2017, the average market share of Golden Harvest remained at around 10.8%. However, its market share has been lower than 8.2% after the closure of Tsing Yi cinema. It has been grown up a little bit when taking over the Tsuen Mun Square cinema so it can still maintain about 10% in the market share. During the period under review, the Hong Kong market as a whole recorded gross box office receipts of HK$988 million, a slight increase of 0.5% from HK$983 million in the same period last year. Golden Harvest’s cinemas in Hong Kong recorded box office receipts of HK$81 million in this period (30 June 2017 was HK$106 million), representing a decrease of 24%. The decrease was primarily attributable to the closure of Tsing Yi cinema with 5 screens in January 2018. Net average ticket price of the company grew 6% to HK$90 in Hong Kong since more alternative content shows with higher average ticket price were held and the general increase in the average ticket prices for the period.

	Gross box office receipts (HKD million)

	　
	2018
	2017
	2016
	2015

	Orange Sky Golden Harvest Entertainment
	81
	106
	106
	110

	Whole film market
	988
	983
	1023
	985

	Market share of Golden Harvest
	8.20%
	10.78%
	10.36%
	11.17%


Table 2 (Golden Harvest Interim Annual Report 2015 to 2018)


2.	Case study design and planning  
The design of this case study is to present the current company financial situation through developing research questions as well as gather financial figures from annual reports, site observation in person and information from public sources. To make comparison between Golden Harvest and its competitors, let readers to have a good understanding about the price discrimination strategy of Golden Harvest but also its financial situation and position. After that, we are going to analyze and discuss whether the current price discrimination strategy is effective or not.

2.1 Objectives and research questions
Price discrimination is the practice of charging a different price for the same good or service. There are three of types of price discrimination – first-degree, second-degree, and third-degree price discrimination. Golden Harvest is now using third-degree of price discrimination strategy.

The objective of this case study is to let us through the process of developing research questions to investigate and analyse the effectiveness of price strategy that Golden Harvest is now using. 

· Firstly, this case study will find out what type of price discrimination strategy is used by Golden Harvest now?
· Then, we will analyze the reasons why Golden Harvest charges different pries for its customers from the perspective of price discrimination. 
· Finally, we will summarize and make recommendation to Golden Harvest and see if there is any room for revenue improvement by capturing more consumer surplus.


2.2 Quantitative data collection method
Quantitative data collection will be done through site observation and document review from different sources of secondary data including annual reports, newspaper articles, publications and websites. To collect different forms of data through the above sources, graphically present the company's previous and current financial position and operation situation. 

We collected financial figures from previous year annual reports to compare and review the past performance of Golden Harvest. Second, we collected the different type of ticket price information from Golden Harvest website, so that we can easily understand the whole pricing structure of their movie ticket for different group of people, time and location. 

Site observation was done by spending 5 hours from 1pm to 6pm on 24th February 2019 in Golden Harvest’s flagship cinema, The Sky located in Olympian City Phase 2. I was standing next to the box office counter. Observe, listen and take record for every people who visit the box office counter. 

2.3 Quantitative data analysis method
There are two most common quantitative data analysis methods which are descriptive statistics and inferential statistics. Descriptive statistics will be used in this case study through collected research and observation data. We can use statistics to summarise our data, describing patterns, relationships and connections. Also, by using these research data to analysis the possibility of capturing higher consumer surplus.

[image: ]
Chart 2
Data collected from questionnaires or other instruments in quantitative research methods have to be analyzed and interpreted. Generally, statistical procedures are quantitative data approaches.

We collected data and information from different sources. Study and analyze the collected numerical data and put it into a graph. On another side, try to convert the collected numerical data into an easy understanding message to participants. To test hypotheses, look at the cause and make predictions. 

3.	Analysis and discussion  
In this part, we are going to discuss and analyze the current pricing technique used by Golden Harvest and the reason why Golden Harvest used it. We will also further study the possibility for Golden Harvest to capture higher consumer surplus by analyzing its pricing structure. Then, try to answer the research questions based on our findings and information. 

3.1 The price discrimination technique used by Golden Harvest.
Basically there are three types of price discrimination which including first-degree price discrimination (also called perfect price discrimination), second-degree price discrimination and the third-degree price discrimination. A pricing structure in which the seller charges different prices for the product or service it sells and the price differences do not reflect cost differences. 

3.1.1 Which type of price discrimination is Golden Harvest using?

· Third-degree price discrimination 
Third-degree price discrimination is the most common method of price discrimination. In practice, companies often use brand differences, product differences and other marketing methods to achieve the purpose of three-level price discrimination. Third degree discrimination is linked directly to consumers' willingness and ability to pay for a good or service. It means that the prices charged may bear little or no relation to the cost of production.
There are some necessary conditions to make discrimination success:
a) Different market segments must be identified
b) Different segments must have different price elasticity 
c) Product/ service cannot be resale 
d) The company has certain degree of monopoly power


	
	2D
	3D
	D-BOX

	
	AM
	PM
	AM
	PM
	AM
	PM

	
	Adult
	Child
	Senior
	Adult
	Child
	Senior
	Adult
	Child
	Senior
	Adult
	Child
	Senior
	Adult
	Child
	Senior
	Adult
	Child
	Senior

	The Sky
	65
	65
	25
	100
	85
	50
	85
	85
	45
	115
	100
	70
	155
	155
	115
	185
	170
	140

	Grand Ocean
	75
	70
	25
	100
	85
	60
	--
	--
	--
	--
	--
	--
	130
	130
	95
	170
	155
	130

	Fanling
	45
	45
	25
	75
	50
	45
	--
	--
	--
	90
	65
	65
	--
	--
	--
	--
	--
	--

	Citywalk
	55
	55
	25
	95
	85
	50
	85
	85
	45
	115
	105
	70
	125
	125
	95
	160
	145
	120

	Whampoa
	55
	55
	25
	95
	85
	50
	--
	--
	--
	115
	105
	70
	135
	135
	95
	165
	165
	120


Table 3

It enables cinema to charge the maximum price that a particular group can afford to pay within a particular. It also enables them to be in a capacity to extract the consumer surplus. Surplus arises when consumers can pay more than the prevailing single market price. In such a scenario, one customer may pay half the market price while the other will compensate this by paying double the market value.

Refer to Table 3, it can be proven that Golden Harvest like other cinemas, it has different charges of ticket price for children, adults and seniors. Different ticket prices not only apply to age but also are differentiated by day, time and location. Let’s use 2D movie in afternoon (PM) as an example, obviously the ticket price of The Sky and Grand Ocean are higher than others. Followed by Citywalk and Whampoa, and the cheapest is Fanling due to its location is relatively inconvenient. In general, the consumption power of Kowloon people is higher than New Territories. Moreover, the rent of cinema in New Territories is relatively cheaper than Hong Kong Island and Kowloon. So therefore, the cinema operator will decide the ticket price in consideration of the flow of people.

3.1.2 Why Golden Harvest charges different prices for its customers from the perspective of price discrimination? 

Different customer has their maximum consumption power that he or she is willing to pay for the product or service. If the company charges all customers a same rate for its product or service, the company may be missing out on significant profit. A good pricing strategy allows the company to better match prices with different types of customers and will give them higher overall profits. 

According to the site observation took place on a Sunday in The Sky located in Olympian City, the flagship cinema of Golden Harvest. We found that adult, the group who has the highest consumption power accounted for up to 78%. Followed by children who are age 11 or below, accounted for 19% and Senior who over age 59 only 3%.

	Site Observation

	Number of people purchasing ticket in The Sky

	　
	Adult
	Children
	Senior
	Subtotal

	Female
	46
	11
	2
	59

	Male
	54
	4
	4
	62

	
	
	Total:
	121


Table 4

Children and senior over a certain age can receive a discounted price compared with the regular ticket price for adults. It is because children and seniors have a relatively lower income than adults and are less able to afford a full-price ticket. This pricing strategy keeps low income groups people going to the cinema without giving a discount to all viewers. Cinema set a discounted price for children and seniors in order to attract more attendance to their movies. If cinema charges only one price, it results in a deadweight loss because cinema and consumer surplus are lost. But if the cinema responds by charging different prices to different consumer or group of consumers, it simply makes the company better off. 



Chart 3

3.2 An evaluation of the price discrimination technique used Golden Harvest

Does the current price discrimination pricing strategy effective capture consumer surplus?

The strategy of price discrimination has obvious advantages. These collected data showed the current pricing strategy of Golden Harvest is correct compared to their price structure (Table 3) based on the segment of age. Adult who means age between 12 to 59 is the group that willing to pay and afford more due to relatively high and stable income. In terms of this, setting the highest ticket price for this group then capture their entire consumer surplus as much as they can. 

Golden Harvest set the price from adult (the highest), children (the middle) then senior (the cheapest) due to their understanding of elasticity of demand. Senior exhibit much more elasticity than young adults when it comes to buying movie tickets, furthermore, they are more sensitive to the price, thus if the price is lower, more senior citizens are more likely to buy tickets. However, young adult may be more likely to pay a higher rate because they're going to go to the movies either way. 

It is possible to let Golden Harvest to capture more consumer surplus from market. According to my study of pricing policy of Golden Harvest’s largest competitor, Broadway Circuit, their pricing structure for same people group is higher (Broadway Circuit was highlighted in green colour in Table 5)

	
	2D
	3D

	
	AM
	PM
	AM
	PM

	
	Adult
	Child
	Senior
	All
	Adult
	Child
	Senior
	Adult
	Child
	Senior
	All
	Adult
	Child
	Senior

	The Sky
Mong Kong Broadway
	65
	65
	25
	50
	90
	105
	75
	90
	50
	90
	85
	85
	45
	80
	115
	140
	100
	110
	70
	105

	Grand Ocean
The Elements
	75
	70
	25
	80
	100
	115
	85
	95
	60
	80
	--
	--
	--
	90
	--
	140
	--
	110
	--
	105

	Fanling
Tin Shui Wai Broadway
	45
	45
	25
	55
	70
	80
	45
	65
	45
	65
	--
	--
	--
	65
	90
	95
	65
	80
	65
	80

	Citywalk
Tsuen Wan Broadway
	55
	55
	25
	60
	90
	95
	75
	80
	50
	80
	85
	85
	45
	75
	115
	120
	105
	95
	70
	95


Table 5

I made a comparison price table by checking the price of Broadway Circuit cinema where located in same district as The Sky (use Mong Kong Broadway), Grand Ocean (use The Elements), Fanling (use Tin Shui Wai Broadway) and Citywalk (use Tusen Wan Broadway). According to the comparison table, the movie ticket price of Broadway Circuit cinema are all higher than Golden Harvest in same district, which means, they are selling the same group of people with same consumption power. Apart from that, the screening technology and audio equipment are also similar between Golden Harvest and Broadway Circuit such as vibrate seats and dolby surround sound. 

In terms of this, I believe Golden Harvest is able to capture higher consumer surplus by revising their pricing structure. 

[image: ]
Chart 4

In the past, the film industry association was very strict on the movie ticket price, so the so-called monopoly was formed. In the exclusive market, cinema operator have the ability to sell different prices to different buyers, but how to distinguish these group of people in order to let cinema operators can gain their largest profit? The answer is simple. It is related to the elasticity of demand of different consumers. For consumers with less elasticity of demand, cinema can set higher prices. On another hand, for consumers with greater elasticity of demand, cinema will set their price lower. As shown in the chat 4, when the market demand elasticity is large, cinema operators can set it to a lower level as shown in the chart 4 (A) “P1”; In the opposite, when the market demand elasticity is small, the price will be set higher, such as chart 4 (B) ”P2”. When the demand elasticity is large, if the price is setting too high, many consumers will be lost immediately. So the low price policy is better. When the demand elasticity is small, the cinema can take high pricing strategy.


4.	Conclusion and recommendation
After completed all the discussion and analysis of Golden Harvest’s price discrimination strategy, here is the conclusion and some recommendations. 


4.1	Conclusion

In conclusion, Golden Harvest offering different ticket price for different group of customer: adult, children and senior, in order to maximizing its profit by using the price discrimination strategy. The three different groups of people form the separated segment market, and the establishment of the third degree discrimination is beneficial to most of the people. The strategy of price discrimination helps to promote the company’s development as well as to realize the profit maximization. To set reasonable segment’s prices, it should to strengthen supervision on each segments of the movie market, make sure customer’s consumption demand and elastic demand. So the third-degree price discrimination for the cinema charges for three different groups at different prices. 

The implementation of price discrimination is conducive to expanding market sales, increasing producer surplus and consumer surplus, and to some extent overcoming the shortcomings of monopoly causing market inefficiency. Therefore, it is a positive measure that is beneficial to the market, and its price formation is also in line with the law of market operation. Of course, the implementation of price discrimination must be carried out correctly under the guidance of the Price Law. It is necessary to refrain from interfering with the abuse of price discrimination and even hinder the normal operation of the market.

[bookmark: _GoBack]Price discrimination is normally beneficial to both the consumer and the firm. It is beneficial to the firm since it ensures that companies can maximise on their profits and thus cannot run out of business. To the consumers, it is beneficial since it avails the much needed finance for research and development which will further be used to improve on the quality of services and goods. Price discrimination is also beneficial to groups with low elasticity of demand. In that, those in a particular market segment can pay less for the same serviced being provided in a different segment. For instance, it will be of much benefit to a student who pays less for a cinema service than for an adult who pays higher for the same serviced.

However, price discrimination has some drawbacks. To the company, they will have to incur some administration costs in order to separate the different markets. To the consumers, price discrimination results to a decline in consumer prices. Also, it results to an increase in the prices of the same product which could be obtained at a lower price if it was bought in a different market segment.

4.2	Recommendation
 
Price discrimination allows the seller of the product or service to gain benefit as much as possible. It is because through price discrimination, the consumer surplus that was originally the customer of the product or service is also transferred to the seller. However, according to economists' analysis, price discrimination is economically efficient. It means through price discrimination, the maximum income that the seller obtains is equal to the maximum value. 
Apart from the different prices set for different segment of customer, the company also can consider other type of price discrimination strategy such as offering coupon or bundle sale. It is possible to boost the revenue as long as they set the right target. The company must consider carefully and ensure they have good understanding about different type of pricing strategy. Here are some recommended example of pricing strategy in terms of price discrimination:
a) Coupon:
Many companies often distribute coupons for their products or services through newspapers, magazines ect. Consumers who hold the coupon enjoy a certain discount when they consume it, which is more attractive to the low-income class such as senior or student. Through coupon discounts, consumers with high price elasticity demand pay lower prices, while consumers with lower elasticity pay higher prices.

b) Double charge
Double charging means that the monopoly manufacturer requires the consumer to pay first to obtain the right to purchase a commodity. Then, the consumer pays an additional fee for each commodity that they wish to consume, that is, the entry fee and the usage fee are collected. behavior.
c) Bundle sale
Bundled sales refers to the fact that a manufacturer requires a customer to purchase one of its products and must purchase another product. Under the condition that the customer's preference is different and the manufacturer is unable to implement price discrimination, the use of this strategy can increase the profit of the manufacturer. When the demand is negatively correlated, the bundled sales are more profitable than the individual sales; when the demand is positively correlated, the bundled sales do not necessarily bring additional benefits to the manufacturer.
The current price discrimination strategy seems is an effective tool to capture consumer’s surplus by differentiating group with different ticket prices. However, in view of the revenue made by company in the past years as well as its market share, Golden Harvest maintained its market position but still have a room to improve. Further discussion and investigation can be proceeded through detailed marketing analysis in order to set a more effective pricing strategy. A company pricing structure should be reviewed and updated regularly to ensure its valid and effective. 
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