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There was recently an interest-
ing piece in the Wall Street 
Journal on airline bonus mile 
programs that allow custom-

ers to purchase additional frequent flier 
miles directly from the airline.  We’ve all 
seen this. When you check in at a kiosk, 
there is invariably an offer to buy addi-
tional bonus miles for your flight at what 
seems to be an attractive price.  

But there is a catch; there’s always a 
catch.  The typical cost per mile is about 
3 cents.  But when those miles are re-
deemed, the typical passenger can expect 
to get a rate of around 1.5 cents.

Two things stuck me about this appar-
ently illogical transaction.  The first is 
that this is a growing revenue stream for 

airlines – meaning offering a bad deal to 
many customers is paying off.  The sec-
ond is why this appears to be working.  

There are two elements to this – one ra-
tional, one not-so-much.  The rational 
play is that some frequent fliers buy the 
bonus miles to top off their accounts and 
get to an award level that enables them 
to redeem miles earned the hard way 
– flying.  From an economic standpoint 
this one makes sense, it may enable me 
to spend $100 in order to redeem miles 
for a $500 ticket – a pretty good deal.

The not so rational play owes to the 
faulty ways that we humans often pro-
cess pricing information.  We see what 
appears to be a relatively small out of 
pocket expense – particularly when com-
pared against the cost of the ticket – in 
order to get something that we place a 
high value on: frequent flier miles.  

While I’m sure that there is an official 
behavioral economics term for this, let’s 
call it the Law of Small Numbers.  It 
applies when customers have a strong 
psychological reaction to what they are 
buying or when the price difference is 
small enough that it is not noticed.  We 
don’t feel that it is necessary to do the 
math.  These effects are why airline pas-
sengers will pay 3 cents per mile for 
something that is worth half that.

The Law of Small Numbers is a very 
important tool for pricers, as even small 
increases in prices can have a dramat-
ic impact of profits.  Think about it, 
what would be the impact on your bot-
tom line of an increase of 0.25% or even 
0.5%?  

Given the minimal effort to implement 
and the fact that most customers won’t 
even notice, it’s a no-brainer.
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