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This article examines whether price promotion framing can mitigate consumers’ negative perceptions of customized pricing. Using

two experiments, we show that price framing tactics influence consumers’ reactions of customized pricing differently across different

product-price levels. A free gift for a high-priced product and a percentage off for a low-priced product yields the best results in

reducing the negative perceptions even after consumers learned that they paid a higher price than others for the same product from the

same store. Perceived transaction dissimilarity is an important antecedent of perceived price fairness, and perceived value and trust

mediate the effects of perceived price fairness on repurchase intentions.
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EXTENDED ABSTRACT
The Internet provides online retailers an opportunity to tailor

product prices depending on consumers’ individual characteristics.
While modeling research suggests that there are positive benefits
(Elmaghraby and Keskinocak 2003), behavioral research seems to
discourage e-tailers to practice customized pricing since research-
ers have identified negative effects on consumers’ perceived fair-
ness, trust, and (re)purchase intentions (Garbarino and Lee 2003;
Grewal, Hardesty, and Iyer 2004; Haws and Bearden 2006). The
different conclusions from research raise a question: if it is prac-
ticed, can consumers’ negative reactions be minimized? Recently,
it was shown that price framing may reduce consumers’ negative
reactions (Lee and Monroe 2008). However, will price framing
tactics influence consumers’ perceptions similarly for high-priced
versus low-priced products? Would perceived differences across
product-price levels affect perceived price fairness and its out-
comes? In this paper, we extend previous research by examining
whether price framing can mitigate consumers’ negative percep-
tions of customized pricing for both high-priced and low-priced
products and further investigate the causal relationship of perceived
fairness outcomes.

Research has shown that different price presentations affect
consumers’ evaluations of a deal offer (Krishna et al. 2002). That
is, various promotions of the same magnitude framed differently
may be perceived differently in terms of gains versus reduced losses
(Diamond and Campbell 1989). Compared to a transaction with no
framing, price promotions (e.g., discounts or gift rewards) may
introduce a positive perception of differences. Therefore, consum-
ers’ negative perceptions of customized pricing could be reduced
by making prices for apparently similar transactions less or not
comparable. We predict that a price framing will induce higher
consumers’ perceived transaction dissimilarity. The more consum-
ers perceive the transactions to be dissimilar; the lower will be their
perceptions of price unfairness. Perceived price fairness may fur-
ther positively influence perceived value, trust, and purchase satis-
faction, and consequently have a positive impact on repurchase
intentions. Pricing research suggests that consumers are often
inaccurate when performing mental arithmetic calculations (Estelami
2003). Consumers may use simplifying heuristics rather than
engage in more difficult mental arithmetic when integrating pieces
of product information to form an overall judgment. We hypoth-
esized that a discount framed in dollars (percentage) will be more
effective for a high-priced (low-priced) product, and vice versa in
reducing consumers’ negative perceptions. Nevertheless, consum-
ers perceive nonmonetary promotions differently than monetary
promotions with the same nominal value. Consumers tend to
segregate the benefits and perceive them as gaining something extra
(Campbell and Diamond 1990). For example, a free gift with
purchase promotions can lead to inferences about the value of the
gift. Consumers tend to attach higher value to the same gift if it is
given by a higher-priced brand name and vice versa (Raghubir,
2004). Thus, we predict that using free gift for a high-priced product
may be effective in reducing consumers’ negative perceptions of
customized pricing since the free gift can enhance the transactional
value of the purchase (Monroe 2003).

Studies 1 and 2 involved both discount framing (dollar off
versus percentage off) and reward framing (free cash coupon versus
free gift) for a high-priced desktop PC versus a low-priced movie
DVD in a between-subjects factorial design. Participants first read

a short scenario asking them to consider buying a HP desktop PC
(or a movie DVD) on the Internet. The manipulation of price
presentation format was introduced via a web page with the product
image, name and model number, price, and product description. All
participants were presented the same desktop PC (DVD) web page
with the same product but with a different promotion presentation
framing format. Participants were randomly assigned to either the
control or one of the four framing conditions ($ off, % off, cash
coupon, or a free gift). In the control group, participants were
simply presented with the same product at the final price without
any framing manipulations. The final computer (DVD) price for all
participants was the same amount, $599.00 ($19.99). After all
participants rated their willingness to buy, they were told that a
friend had bought the same computer (DVD) from the same online
store for a lower price, $499.00 ($16.99). Finally, participants
evaluated the dependent measures of perceived fairness, perceived
value, purchase satisfaction, perceived transaction dissimilarity,
trust, and repurchase intentions. Open-ended thoughts data were
collected to investigate participants’ responses towards promotion
framing, transaction dissimilarity compared to their friends, and
overall purchase experiences.

The conceptual model of the underlying transaction dissimi-
larity mechanism was assessed using latent variable structural
equation modeling in AMOS and showed a good fit. Our findings
confirmed the proposition that the degree of transaction similarity
is highly related to perceptions of price unfairness (Xia et al. 2004).
Our findings further show that as perceived fairness increased,
consumers perceived a higher value, purchase satisfaction, and
trust. Consumers’ repurchase intentions were mainly driven by
trust (i.e., mediator of price fairness on repurchase intentions) in the
high-priced product category while it was driven by both trust and
perceived value in the low-priced product category. Contradictory
to previous literature and our prediction, surprisingly, our results
reveal that percentage off and free gift framing are more effective
than dollar off and cash coupon framing in reducing consumers’
negative perceptions of customized pricing not only for low-priced
but also high-priced products. Both free gift and percentage off are
in different units from the initial list price (monetary unit). The non-
dollar promotion format also will produce a dissimilarity effect
such that consumers, when comparing with other people’s pur-
chases, will perceive their own purchases differently. Additional
comparisons between these two framings reveals that free gift
framing in the high-priced product category and percentage off in
the low-priced category yields the best results in enhancing con-
sumers’ perceptions. Overall, the findings suggest that promotion
framing tactics influences consumers’ reactions of customized
pricing differently across different product-price levels. Consum-
ers’ perceived transaction dissimilarity is an important antecedent
of perceived price fairness. We demonstrate that different promo-
tion framing tactics can effectively mitigate consumers’ negative
perceptions of customized pricing.
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