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The applicability of online dynamic pricing practices is still debatable given that contradictory findings have been reported in both

modeling and behavioral literatures. Using two experiments, our research shows that different price framing tactics (dollar off,

percentage off, cash coupon, and free gift) can reduce consumers’ negative perceptions toward dynamic pricing even when they are

aware of paying a higher price than others for the same product at the same online store. The differences in consumers’ perceived

transaction dissimilarity also can reduce consumers’ perceived price unfairness and increase perceived trust and purchase intentions.
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EXTENDED ABSTRACT
The applicability of online dynamic pricing practices is still

debatable given that contradictory findings have been reported in
the literature. While previous literature has studied the need,
impact, and benefits of adopting dynamic pricing strategies
(Elmaghraby and Keskinocak 2003; Haws and Bearden 2006;
Kung, Monroe, and Cox 2002; Xia and Monroe 2004), behavioral
researchers have studied consumers’ perceived price unfairness of
dynamic pricing and its negative effect on consumer trust and
further (re)purchase intentions (Garbarino and Lee 2003; Grewal,
Hardesty, and Iyer 2004). In previous research different price levels
were used on a comparison basis to examine consumers’ responses.
Most of the price fairness research findings are relatively similar in
that consumers sense price unfairness, distrust, and negative
(re)purchase intentions when they pay a higher price than other
individuals for the same product. The inconsistent findings raise the
question of whether dynamic pricing will work in an electronic
commerce environment.

The purpose of this research is to study different ways of
framing prices (i.e., ways of presenting a price offer or price
change) on the Internet so as to moderate the negative effect of
consumers’ perceptions of price unfairness, distrust, reductions in
value and (re)purchase intentions. It is not new that retailers often
use price promotions to boost their sales. Research has shown that
sales promotions or different framing promotion information for-
mats positively affect buyers’ perceptions and purchase decisions
(Chen, Monroe, and Lou 1998; Darke and Chung 2005; Monroe
2003). Therefore, unlike previous research using only a single price
comparison approach, we used four different online price framing
tactics (sales promotions: dollar off, percentage off, cash coupon,
and free gift) to study consumers’ perceptions and behaviors.
Compared to an equivalent financial offer without any framing
strategy, we predict that all four price framing tactics will reduce
consumers’ perceived price unfairness and increase perceived
value, trust, and (re)purchase intentions (Chen et al. 1998; Monroe
2003; Xia, Monroe, and Cox 2004). Among the four tactics, we
hypothesize that consumers will prefer dollar off and cash coupon
framing more than percentage off and free gift framing. Consumers
who prefer dollar off and cash coupon will have lower perceived
price unfairness, higher perceived value, trust, and (re) purchase
intentions than their counterparts (Estelami 2003; Kim and Kramer
2006; Monroe 2003; Xia and Monroe 2004). However, the more
consumers perceive their transactions to be dissimilar with those of
other people, the lower will be their perceived price unfairness and
the higher will be their perceived value, trust, and (re)purchase
intentions (Xia et al. 2004).

To test the hypotheses, we conducted two studies using
university students as participants. Study 1 examined the effect of
two different price presentation formats on buyers’ perceptions. It
was a price discount framing x price presentation (no framing, $ off,
and % off) factorial design. Study 2 investigated the effect of
different compensation tactics on buyers’ perceptions and their
preferences for such tactics. It was a one-factorial design with three
conditions (no framing, free gift, and free cash coupon). The same
dependent variables were examined in both studies (consumer
perceptions of fairness, perceptions of value, trust, and (re)purchase
intentions). In both studies, participants first read a short scenario

asking them to consider buying an Apple iPod online. Second, the
manipulation of price presentation format was introduced via a web
page with the product name and model number, price, and product
description. All participants were presented the same iPod web
page with the same iPod product but with a different price presen-
tation format. The final iPod price the participants would pay was
approximately the same amount, $174.99, 25% above the reference
price. Third, in studies 1 and 2 participants first chose which
promotion they wanted to receive. In neither study were they told
directly what the actual final price would be after discount or after
reward ($174.99) since we wanted to know participants’ prefer-
ences ($ off vs. % off or cash coupon vs. gift). In study 1,
participants were asked to choose their promotion between 20% off
and $44 off of the iPod retail price, $218.75. In study 2, respondents
were given the option to choose either a free iPod armband or a
$25.00 coupon along with the same product price, $199.99. After
choosing the price promotion they preferred by indicating their
willingness to buy the iPod, participants were told that a friend
bought the same iPod from the same online store for a lower price,
$139.99. Finally, participants completed an online questionnaire
regarding their buying experiences. The time required to complete
the questionnaire was about 15-20 minutes.

Regression, MANOVA, and multiple comparisons analyses
were conducted to examine the effect of price discount presentation
(study 1) and compensation tactics (study 2) on the four dependent
measures. Results revealed that all of the four price framing tactics
(format: $ off, % off, free cash coupon, and free gift), in comparison
to no framing tactic, can significantly lower consumers’ perceived
price unfairness, enhance consumers’ perceived trust and
(re)purchase intentions even after consumers are aware that they
paid a higher price than their friends for the same product at the
same online store. This effect is due to the differences in perceived
transaction dissimilarity and perhaps insufficient price adjustment
by consumers (e.g., process and calculate the product base price ($)
and percentage (%) off). Our study indicates that people prefer
promotions that are in a similar unit ($) as the product’s base price
($).They preferred dollar off more than percentage off as well as
preferring a free cash coupon more than a free gift. It might be easier
and faster for them to compute the final purchase price when the
promotions are in the same unit as the product base price. An
interesting observation, however, is that given that all forms of price
faming tactic reduce consumers’ negative perceptions, promotions
in different units (e.g., percentage off or free gift) than the product
base price ($) actually yield better results than do the preferred
dollar off and cash coupon. The findings suggest that online
retailers might be better off using a non-dollar promotion presenta-
tion in their dynamic pricing practices.
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