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How small is zero price? The true value of free products Kristina Shampan’er, MITIn a series of experiments, participants choose

between buying a piece of high-end chocolate, buying a piece of low-end chocolate for a smaller price, and buying nothing. For some

participants, both prices are equally reduced, so that the lower price becomes zero. A cost-benefit model predicts that the proportions

of participants choosing each of the two chocolates should weakly increase when prices are equally reduced. In reality, whereas the

proportion of participants choosing the cheaper chocolate dramatically increases, the proportion of participants choosing the more

attractive chocolate dramatically decreases. Several economic and psychological explanations for the effect are considered.
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EXTENDED ABSTRACT
The main finding of the paper is that people “overreact” to free

products, in a sense that in order to get a free product, people are
eager to forgo an option that they “should” find preferable. We
create two choice situations for our participants; in one they reveal
their preferences about two products, in the other one of the
products becomes free, and participants (as it turns out) act incon-
sistently with their preferences revealed in the first situations,
overreacting to the free product. In particular, in a typical zero price
experiment subjects in one condition are offered a choice between
a piece of more attractive candy for a reasonable positive price (e.g.
a Lindt truffle for 14¢) and a piece of less attractive candy for a price
close to zero (e.g. a Hershey kiss for 1¢); subjects also have an
option of choosing neither. In the other condition both prices are
reduced by a constant such that the smaller price becomes zero
(Lindt now costs 13¢, and Hershey is free).

The standard theoretical model where the option with the
highest benefit cost difference is chosen, argues as follows. The
difference between the net benefits of the two product options has
not changed (because prices went down by the same amount), thus
consumers should not switch from one product to the other; and
because prices went down some consumers may switch from
buying nothing to buying something. Thus the standard model
predicts that the proportions of the subjects choosing each of the
two chocolates should weakly increase when prices are equally
reduced. In contrast, our experiments show that whereas the propor-
tion of participants choosing the cheaper chocolate increases, the
proportion of participants choosing the more attractive chocolate
decreases. We call the combination of the increase in the demand
for the low-value good and the decrease in demand for the high-
value good “the zero price effect.” The effect tells us that becoming
free makes a product not only cost less, but consumers act as if being
free also adds intrinsic value to the product, thus making them
switch from the high-value to the low-value good.

In a series of experiments we tried to find out an explanation
for the effect. We started by checking some economic explanations,
such as “the transaction cost explanation” (people are lazy to search
for change and this adds value to the free option), and semi-
economic explanations (“people do not subtract costs from ben-
efits, but divide benefits by costs and thus a free option has an
infinite value”). Experiment 1 rejected these explanations and we
turned our attention to possible psychological explanations.

The first psychological explanation was that the effect might
be due to the difficulty of mapping consumption utility into money
(Ariely et al., 2003; Hsee et al., 2003; Nunes & Park, 2003). If
people do not know exactly how much they value each of the
chocolates they might be attracted to a free chocolate because it
guarantees a positive net benefit to them. We tested this idea by
using commensurate goods and currency (e.g. trading chocolate for
chocolate), and thus reducing the mapping difficulty. Experiment 2
showed that eliminating mapping difficulty did not eliminate the
zero price effect, and thus mapping difficulty was not an explana-
tion for it.

We next tested the possibility that the zero price effect was due
to a change in norms when dealing with transactions not involving
money. Gneezy & Rustichini (2000) and Heyman & Ariely (2004)
suggest that people treat free options as having additional social
meaning, and we hypothesized that that this additional meaning

could be increasing the value of the free option. We tested this
prediction by comparing consumers’ reaction to zero and negative
price. The idea is that the negative price does not have a downside
just like zero price, but unlike zero price, negative price mentions
money, and thus has no social aspect. Experiment 3 showed that
negative prices enjoyed the same “overreaction” as zero price, and
thus the social aspect of the zero price could not be the explanation
for the phenomenon.

Our last set of experiments was motivated by the findings of
Diederich (2003), Houston & Doan (1996), Iyengar & Lepper
(2000), Luce (1998), and Tversky & Shafir (1992). These findings
suggest that people are averse to trade-offs, and we hypothesized
that because of the fact that free options involved fewer trade-offs
(consumer does not have to trade-off price versus value), might be
bolstering their value for consumers.

In Experiment 4 we showed that a free Hershey induced a
much higher positive affect than a Hershey for 1¢, a Lindt truffle for
13¢, or a Lindt truffle for 14¢. Although this might not be surprising,
the fact that the latter three options did not differ in the induced
affect suggested that no cost-benefit calculations translated into
affect, but rather, the “trade-off free” option was the most positively
affective.

In Experiments 5 and 6 we crossed our cost/free conditions
with a different manipulation. In experiment 5 for some of the
participants we bundled the chocolates with fruit (apple of pear)
costing $1-$1.5. This manipulation was aimed at making the “free
option” not “trade-off free”. In the conditions with bundles the zero
price effect disappeared suggesting that people jump at “trade-off
free” options, and not the merely free ones. Finally in Experiment
6 we forced some of the participants to work through all the trade-
offs needed to do the choice. For these participants we found no zero
price effect. Thus, once all trade-offs become sunk cost, consumers
are not attracted to the easy option any more, and choose according
to their “true” or “rational” preferences.

We conclude that cost benefit decisions might be more com-
plex than simply subtracting costs from benefits. People are averse
to trade-offs, and may value an option more if it implies fewer trade-
offs than other options with the same benefit-cost difference. We
attribute the zero price effect to the trade-off aversion mechanism.
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