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ABSTRACT
Previous research on price changes has focused on the analysis

of price increases on the basis of rational processes. This paper
focuses on the examination of the moderating role of emotions on
the relationship between the magnitude of price increases and
perceived price fairness. In addition, we analyze the effect of
perceived price fairness and willingness to pay in consideration of
the moderating influence of emotions. The empirical results dem-
onstrate that emotions have the potential to compensate for the
negative impact of price increases on perceived price fairness and
the willingness to pay.

INTRODUCTION
A great many companies today are acting on markets that are

suffering from saturation of consumption. Overcapacities lead to
price wars. Although most managers are aware of the negative
influence of price decreases on financial performance, such price
decreases are common practice (see Diller 2008). According to
Marn and Rosielle, “Improvements in price typically have three to
four times the effect on profitability as proportionate increases in
volume“ (Marn and Rosielle 1992, 82). Further empirical evidence
is provided by Simon and Dolan (1996). Their empirical study
demonstrates that a price increase of 20% leads to a quintuple gain
in company profit in the chemical industry. To set effective prices,
marketers need to predict how consumers are likely to respond to
price changes (Campbell 1999).

The acceptance of price increases has been identified as one
critical factor of profit gains. Therefore, the knowledge about
customers reaction to price increases is indispensable in order to
realize effective prices. However, knowledge about customers’
reaction to price increases is rarely addressed in marketing litera-
ture (Homburg, Hoyer and Koschate 2005). Critical determinants
of the evaluation process are presumably the quality (Monroe 1973)
and the perceived fairness (Hermann, Wricke and Huber 2000) of
an offer. Xia, Monroe, and Cox (2004) state that the consumer will
be more sensitive to the price of a product or service if the price
leaves a corridor in which the price is perceived as fair and
appropriate.

Most articles in behavioral pricing literature focus on cogni-
tive aspects of unfairness perceptions (Homburg and Koschate
2005). While marketing research confirms the role of emotions
(Westbrook and Oliver 1991; Bagozzi, Gopinath and Nyer 1999) in
information processing and behavior, the influence of emotion1 on
price fairness judgments has been neglected so far (Cohen and
Areni 1991). O’Neill and Lambert (2001) and Babin, Hardesty and
Suter (2003) suggest that there is likely to be a relationship between
price and emotion. We propose that emotion is an important
element that accompanies the cognition of perceived price fairness.

The neglected integration of emotional factors into the infor-
mation processing is surprising. Churchill and Surprenant (1982)
maintain that in some situations cognitive aspects as moderator
variables are of less importance than are emotional aspects. Empiri-
cal support is given by Westbrook and Oliver (1987). Their research
examined the hypothesis that emotional components may even
dominate cognitive components. In this context, an academic
discussion of the emotional aspects of the customer within the
behavioral pricing literature is valuable.

Therefore, this article enhances the understanding of situa-
tions in which consumers evaluate price increases as fair. Thus, in
study 1 we assess price increases in the context of positive and
negative emotions, and identify conditions in which a price increase
may be considered as unfair. The phrasing of our hypotheses is
based on equity theory (Adams 1965; Walster, Walster and Berscheid
1978).

In a second study we intend to confirm the positive relation-
ship between perceived price fairness and the willingness to pay, as
did an earlier study by Bolton, Warlop, and Alba (1999). However,
our study considers interaction effects due to emotions as well.

The article is divided as follows: (1) Hypotheses are derived
from the theoretical background of how price increases affect
perceived price fairness, and for this we review literature on equity
theory and dual entitlement principle. (2) We conduct two experi-
ments to confirm the stated hypotheses. (3) The results of the
ANOVA provide implications to realize “successful” price in-
creases and combine price actions with corporate communications.

THEORETICAL BACKGROUND AND
HYPOTHESES DEVELOPMENT

Relationship between the magnitude of price increases and
perceived price fairness

Price fairness research is based on the idea that consumers
evaluate prices as fair or not fair, rather than evaluating prices
rationally. Fairness is achieved if there is a balance between the
contributions individuals make and the outcomes (rewards) they
receive. Relative to those of other persons (Adams 1965), individu-
als seek distributive equity. Over the last ten years, several authors
have focused on price fairness issues (Campbell 1999; Bolton,
Warlop and Alba 2003; Xia, Monroe and Cox 2004). Kahnemann,
Knetsch and Thaler (1986a) explain that judgments on fairness
neither refer to cost-plus considerations nor to ask-and-bid rela-
tions. Rather, the profit could be identified as a critical influencing
factor of perceived price fairness. Consequently, price fairness is
determined by economic and psychosocial components (Maxwell
1995; Campbell 1999).

In marketing literature the explanation of fairness judgments
is usually based on equity theory (Huppertz, Arenson and Evans
1978; Dickson and Kalapurakal 1994; Maxwell 1995). According
to equity theory, fairness results from the means of decisions and
allocations (Adams 1965; Walster, Walster and Berscheid 1978).
The basic question, answered by equity theory, addresses what
individuals perceive as fair and how they react to unfair relations.
Judgments are based on a precise concept of exchange proportion-

1There are divergent views about the emotion construct and its
terminology. For purposes of this study, we focus on emotion as
a state of affect. The term “affect“ is typically defined as a
valenced feeling state. Emotion is one example of this feeling
state. While mood is lower in intensity, emotion is higher in
intensity and is object-specific (Cohen and Areni 1991).
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ality, the equity function (Adams 1965), which opposes outcomes
to inputs of exchange partners. Walster, Berscheid and Walster
(1973) extend the theory by explaining that inputs can be allocated
by positive inputs (assets) and negative inputs (liabilities). While
positive inputs enable the exchange partner to achieve positive
outcome, negative input enables to achieve negative outcome
(Walster, Berscheid and Walster 1973). If input-outcome-relations
do not differ significantly, the individual perceives equity or
fairness. The perception of inequity results from an imbalance of
the equity function. Adams (1965) claims that outcomes and inputs
are subjective perceived values. Therefore, individuals evaluate
input and outcome differently.

In the context of reactions to price increases, two equations
play a major role: (1) a comparison of input-outcome relations
before and (2) a comparison of input-outcome relations after the
price increase (Homburg, Hoyer and Koschate 2005).

The higher the increase in price (price as input variable), the
stronger the imbalances of the equity equation will be. We assume
that the equity equation is balanced before the increase in price.
Consequently, the stronger the imbalance of the equations after the
increase in price is, the stronger the decrease in perceived price
fairness. Extreme price increases result in perceived inequity (Max-
well 1995). On the basis of this discussion we propose the following
basic hypothesis:

H1: The higher the magnitude of price increase, the lower the
perceived price fairness.

Moderating effects of emotions on the relationship between
price increases and perceived price fairness

Marketing literature on price fairness has, to date, concen-
trated on the cognitive influencing factors (Xia, Monroe and Cox
2004). In their comprehensive study, Bolton, Warlop and Alba
(2003) explore a variety of factors that contribute to consumer
perception of price fairness.

The authors investigated the role of three reference points–
past prices, competitor prices, and costs–on price fairness judg-
ments (Bolton, Warlop and Alba 2003). Using two studies, Campbell
(1999) confirms the influence of the inferred motive for a firm’s
price increase in perceptions of price fairness. The data analysis
indicates a positive impact on price fairness (Campbell 1999).
However, the role of emotions within the cognitive information
processing has been neglected by the literature so far. Also, the
study of Kalapurakal, Dickson and Urbany (1991), which identifies
a positive relationship between the reputation of a company and the
perceived price fairness, did not control for emotions. Considering
Izard’s (1981) basic emotions, O’Neill and Lambert (2001) explore
the influence of emotions on several price perceptions constructs
and define the expression “price affect.“ The authors analyze the
relationships between price quality, internal reference prices, price
consciousness, and willingness to pay, and integrate the emotions
“surprise“ and ”happiness“ in their model.

This neglect of attention to emotion is surprising since, for
decades, literature on emotion has confirmed that individuals tend
to adapt perceptions according to their needs, wishes, and goals
(Izard 1981; Frijda 1988). Izard (1981) has revised the relationship
between emotion and cognition. Several authors agree on this
interaction, and even more importantly, the interaction’s impact on
consumers’ perceptions (Forgas 2001; Adolphs and Damasio 2001;
Harmon-Jones 2001; LeDoux 1998; Zajonc 1980).

Emotions are also associated with equity theory. As a power-
ful social-psychological theory, equity theory can shed light onto
the subjective view of fairness. Equity theory claims that the

comparison processes among buyers lead to the idea that their
rewards should be proportional to their investments (Homans
1961). Emotions may lead to the revaluation of equity. Provided
that there are constant outcomes, a price increase leads to cognitive
dissonance (Festinger 1962). This is caused by the difference of the
input-outcome relations before and after the price increase. Based
on the argument of Zajonc (1980) and LeDoux (1998), which states
that emotion and cognition are interrelated, it can be concluded that
the cognitive inconsistency of inputs and outcomes has to interact
with emotions. Emotions may influence the perceptions of the
inputs and the outcomes, as well as the proportion of both inputs and
outcomes to the other.

Understanding inputs and outcomes as subjective elements
(Homburg, Hoyer and Koschate 2005), an acceptance of a price
increase may be higher in the context of positive emotions. Emo-
tions will influence perceived price fairness such that individuals
confronted with positive emotions will adapt their inequity to a
greater degree than individuals confronted with negative emotions.
From an equity theory perspective, that means that a price increase
leads to a raised input for the consumer, and to a reduced input-
outcome relation. In this case positive emotions initiate a reinter-
pretation of the input- and outcome-variables, which in turn balance
the input-outcome equation. In contrast to positive emotions, nega-
tive emotions cannot equalize the equity equation.

In summary, research based on the equity theory indicates that
people make inferences about emotions, and that whether the
emotion is positive or negative influences the perceptions of input-
outcome relation before and after the price increase. We extend this
research and suggest that the factor of emotion is likely to provide
insights as to when a price increase is likely to be perceived as fair
or unfair. The perception of the price increase will depend on the
magnitude to which the consumer evaluates the new input-outcome
relation in the context of emotion. Especially in buying decisions of
high-involvement and branded products, Zeitlin and Westwood
(1986) demonstrate that emotions, prices, and their individual
perception play major roles.

Based on the consideration of emotions as influencing factor
of the equity theory, we add to the literature by proposing that
positive and negative emotions are another factor that influences
perception of price fairness.

H2: Emotions moderate the relationship between the magni-
tude of a price increase and the perception of price
fairness. Positive emotions increase the perception of
price fairness more than negative do emotions.

Price fairness and willingness to pay
To quantify willingness to pay Thaler (1985) states that

fairness is the “most important factor in determining p“ (Thaler
1985, 205). Willingness to pay is defined as the maximum amount
of money a customer is willing to pay for a product or a service
(Winer 1985). Therefore, the construct provides a good measure of
the value in monetary units (Goldman, Leland and Sibley 1984). To
theoretically justify the nature of the relationship between price
fairness and willingness to pay, we turn to Maxwell (2002), whose
study determined that fairness of price practices influences attitude
towards both a seller and willingness to pay. In general, it is feasible
to maintain that customers who perceive a price increase as fair are
more willing to accept a higher price (Maxwell 2002).

An unexpected price increase is likely to lead consumer
considerations about why the firm raised the price. Consistent with
Kahnemann, Knetsch and Thaler (1986b), price increases will be
perceived as fair if the company’s profit stays constant. To evaluate
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ceived value (LoomesSudgen 1986). Referring to the emotion
function of Loomes and Sugden (1986), positive emotions may
increase the willingness to pay, while negative emotions
disproportionally decrease the willingness to pay.

H4: Emotions moderate the relationship between the percep-
tion of price fairness and the willingness to pay. Positive emotions
increase the willingness to pay, whereas negative emotions de-
crease the willingness to pay.

METHODOLOGY
Sample design and experimental procedure
Two studies were conducted to test these hypotheses. The

sample was comprised of 210 students from a German university.
The average age of the participants was 26. 7 years, and the sample
included 134 men and 76 women. The stimuli consisted of written
scenarios describing a sports shoe retailer that realized to increase
prices. Laurent and Kapferer (1985) and Zaichkowsky (1985)
identified athletic shoes as a high-involvement product and tested
them within several experimental designs (Laurent and Kapferer
1985; Zaichkowsky 1985). The basic scenario described a situation
of buying athletic shoes.

We did not pay incentives to participants. While it is common
practice in experimental economics to employ financial incentives
to increase performance, we doubt that such a practice is worth the
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an inferred motive of pricing acts, cost transparency has to be given.
Consequently, increasing prices, which function as input variable
can be compensated by an increase in outcome. A balanced equity
equation means, in turn, perceived price fairness (Walster, Berscheid
and Walster 1973). It is fair for a firm to raise prices when faced with
increasing costs. Hence, we hypothesize

H3: The higher the perceived fairness of price practice, the
higher the willingness to pay.

Moderating effects of emotions on the relationship between
perceived price fairness and willingness to pay

Loomes and Sudgen (1986) developed the disappointment
theory, which integrates the expected utility model with emotions.
The disappointment theory states that the perceived product value
depends on the difference between the real value and the expected
value. Loomes and Sudgen (1986) refer to the specific emotion
function D(u(x)-u(    )), with u(x) as the perceived value and u(   )
as the expected value, based on experience. Consistent with the
expected value theory, we assume that consumers intend to maxi-
mize their utility. Because the intensity of emotions increases the
higher the intercept, the authors conclude that the function is
convex for positive values of u(x)-u(   ) and concave for negative
values of u(x)-u(   ). Consequently, the intensity of emotions rises
for extreme differences between the expected value and the per-

x
x

x x
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effort in our context (Hertwig and Ortmann 2001). Decision within
our experiments cannot be evaluated in terms of right or wrong and
thus, give no basis for performance-oriented payments.

In all studies we used a 3x2 between subjects designs (Hair et
al. 2007). In order to control confounding variables, we assigned
subjects to the experimental groups in a randomized way (Hom-
burg, Hoyer and Koschate 2005).

STUDY 1
Study 1 uses a 3x2 between subject design, crossing the

magnitude of a price increase and emotions (positive, negative).
The dependent measure was the perceived price fairness.

The pricing literature offers little guidance when it comes to
manipulating price levels. The price increase was changed at three
levels. Thus, to pretest the level of price increases we conducted a
Vickrey auction (Vickrey 1961). Based on a starting price of 80¤,
the three proper levels of price increase were 5 ¤ (6.25%), 15 ¤
(18.75%) and 20 ¤ (25%).

The experimental factors of emotion were manipulated before
describing the scenarios and collecting the data. There are several
methods to manipulate emotions (Gerrards-Hesse, Spies and Hesse
1994; Lang, Bradley and Cuthbert 1997). We used the International
Affective Picture System (IAPS) by Lang et al. (1988). The success
of IAPS was confirmed in several studies (Bradley and Lang 1994;
Lang, Bradley and Cuthbert 1997). Positive and negative emotions
were manipulated by 12 pictures each. The pictures used are
presented in Table 1.

Participants completed manipulation checks. To measure
emotions, we used the PAD (Pleasure-arousal-dominance) scale
developed by Mehrabian and Russel (1974), which has been used
by marketing scholars to assess emotional response to interpersonal
aspects of shopping (Izard 1981; Plutchik 1989; Mehrabian and
Russel 1984). The scale contains 18 semantic differential items, six
each of pleasure, arousal, and dominance.

The manipulation in experimental groups perceiving positive
and negative emotions was confirmed by the PAD-scale. Subjects
confronted with positive pictures reported more positive emotions
(Mean pos. Emotion=4.35) than did subjects to whom we presented
negative pictures (Mean neg. Emotion=3.69). A pairwise t test on the
locus of emotion measure between the two scenarios was large in
the intended direction (t=8.23; p<.001). The pretest to measure the
level of price increases served as a manipulation check. The use of
a pretest study is adopted when it is difficult to obtain a manipula-
tion check within the main study (Perdue and Summer 1986).

After reading through one scenario, subjects provided fairness
evaluations. Consistent with Kahneman, Knetsch, and Thaler (1986)
and Maxwell (1995), we measured price fairness by using a four-
item scale from 1 (“fully agree”) to 7 (“fully disagree”). The
midpoint of the scales are described as neither. Scales were: “The
price is fair,” “The price increase of the shoe is appropriate.” “All
consumers were treated fairly,” and “Price calculation of the
athletic shoe is understandable.” The scale had an acceptable
Cronbach reliability (Cronbach’s Alpha=.84). Also, exploratory
factor analysis of the scale returned a single factor solution.

It was hypothesized that participants will perceive price in-
creases as more fair in a scenario with positive emotions. Results
strongly support this hypothesis. In order to test the significance of
the differences a 3x2 ANOVA using the fairness as dependent
measure revealed the desired main effect of the price increase
(F=91.64; p<.001). Also, the interaction effect, which means that
emotions moderate the main effect, can be confirmed (F=7.137;
p<.012). Results indicate that the higher the price increase; the less
important are emotions as influencing factors.

As well, the second main effect is tested significantly
(F=18.993; p<.000). This means that subjects find the price in-
crease in the positive emotion scenario to be more fair than in the
negative emotion scenario. However, in the context of low price
increases, emotions are even more relevant. This effect is presented
in Figure 1. Surprisingly, results indicate that positive emotions
have a greater impact in price fairness than do negative emotions.

STUDY 2
Study 2 examined different levels of price fairness as the

independent variable. Experiment 2 assessed the impact on the
willingness to pay (Hypothesis H3). Additionally, we test hypoth-
esis H4, which maintains that emotions mediate the relationships
between the magnitude of price fairness and the willingness to pay
(Hypothesis H4). Study 2 involved a 3x2-between subject design.
Before measuring the willingness to pay, subjects were confronted
with a similar scenario in the shoe store, as used in study 1. The
experimental groups with different emotions (Meanpositive
Emotion>Meannegative Emotion) were manipulated in terms of three
different levels of price fairness.

The levels of price fairness are positive inequity, negative
inequity, and perceived equity. Thus, the scenarios read as follows:
“To buy a athletic shoe, you visit a store shop. A friend has
recommended a certain shoe. But the price of the shoe has in-
creased. The salesperson, who is a friend of yours, explains that the
company raised the prices of their shoes due to increased R&D and
production costs“(equity). Because the marketing literature does
not provide an appropriate manipulation procedure, we manipu-
lated the scenario using Campbell’s (1999) inferred motive for
price increases for a firm’s price increase. When participants
inferred that the company had a negative motive for the price
increase, the increase was perceived as less fair than the same
increase when consumers inferred that the company has a positive
motive (e.g., rising production costs) (Campbell 1999). Therefore,
the reason for the price increase varied between three different
groups: In one group the price increase was justified by rising
production costs. Consequently, participants should perceive the
price increase as fair (equity). When the price stays the same despite
rising production costs, we expected the perception of fair prices
(positive inequity). When the salesperson does not explain the price
increase, the price increase shifts the input-outcome relation of the
equity function to the disadvantage of the producer. Negative
inequity would be the consequence (Campbell 1999). We used the
same measurement of price fairness as in the first experiment.
Positive and negative emotions were manipulated using IAPS-
pictures. Subjects were confronted with the same type of emotions
as in the first experiment. These pictures guaranteed a well-founded
manipulation. The results of the PAD –Measurement of Mehrabian
and Russel (1984) supported this approach.

Willingness to pay was measured using the card method
(Hoevennagel 1996). The subjects were given a certain number of
cards with prices printed on them. Subjects are instructed to choose
the card of the highest price they were willing to pay (MitchellCarson
1989). Even if the presentation of cards restricts the choices, the
procedure eliminates anchoring-effects (Hoevennagel 1996). At
the same time, the presentation of prices is easily implemented.
Participants can chose between different cards on a scale from 25
¤  to 150 ¤ . Results of the measurements indicated that prices range
from 45 ¤  to 145 ¤ . Ignoring the manipulations, the mean price of
the athletic shoe was about 87 ? (MeanWTP=86.59).

The same items used in the first interviews were used to
measure the price fairness (Cronbach’s Alpha=.93). The item-to-
total correlation gives no reason to skip an item. The measurement
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of emotions reveals a high difference between positive and negative
emotions (t=7.63; p<.001).

The manipulation checks do not justify the differentiation in
equity, positive inequity, and negative inequity. Positive inequity
and equity do not provide a significantly different mean value (t

Positive InequityEquity =1.53). Therefore, we use a 2x2-between
subject design and limit the experiment to negative inequity and
positive inequity. Subjects of the ”negative inequity“ scenario
(Mean Negative Inequity=3.753) perceive the price increase as more
unfair than do the subjects of the ”positive inequity”-scenario
(Mean Positive Equity=5.18).

Hypotheses H3 and H4 were tested by means of a 2x2-
ANOVA with willingness to pay as dependent variable. Both main
effects were significant. In terms of the results for willingness to
pay, there was a main effect for emotion (F=7.387; p<.007).
Participants in the positive emotion condition were willing to pay
a higher price than participants in a negative emotion condition. The
positive relationship between price fairness and willingness to pay
was also tested significantly, meaning that participants who per-
ceive price increases as fair are willing to pay more (F=12,264;
p<.001). However, the interaction effect cannot be confirmed.

IMPLICATIONS AND FUTURE RESEARCH
This is an exploratory study. Thus, there are few strong

conclusions, and many limitations. Our study extends previous
research in the area of price fairness research by investigating how
emotions moderate the relationship between perceived price fair-
ness and consumer’s willingness to pay. The implementation of
price increases is easier if price increases are perceived as fair. Our
paper indicates the impact of emotions on the relationship between
the magnitude of price increases and the perception of price
fairness. We add emotion as an important element of price fairness
perceptions that accompany the cognition considerations of equity
theory. It is logical, therefore, to speculate about the nature of the
relationship between emotions and price fairness. However, our
study focused on positive and negative emotions. Further research
should extend the spectrum of emotions and investigate whether
positive and negative emotions compensate each other or negative

emotions dominate positive emotions, as stated by Izard (1981). In
addition, we did not measure the negative emotions caused by the
price increase itself.

As with any methodology, there are limitations associated
with experimental research. The results refer to a limited data set.
Additionally, the use of the athletic shoe scenarios is not complex
enough to generalize the findings. Consequently, future research
should explore the relationship between emotion and price for other
consumer groups and buying situations.

Our results provide explanations for irrational behavior of
consumers. Cognitive behavioral theories have to consider emo-
tional aspects. This article supports the rising attention of marketing
literature towards emotions because cognitive theories are revealed
to be limited in explaining consumer behavior. Price judgments are
complex and intrapersonal procedures. Emotions and emotion-
induced actions cannot, therefore, be neglected. The integration of
emotions revalues the prognosis of pricing actions and consumer
behavior.

With regard to the moderating effect of emotions in the impact
of price increases on the consumer’s willingness to pay, our study
indicates that a 20% increase in price can be absorbed by positive
emotions. The impact of positive emotions declines for higher price
increases. Hence, firms should consider emotional and cognitive
aspects within their price measures. Advertising needs to pay more
attention to the role of emotions in all aspects of marketing (O’Neill
and Lambert 2001). Advertising currently relies on repetitions,
while strong emotions are avoided. Feelings of delight, joy, sympa-
thy, and happiness should be reflected in the store appearance.
Especially pictures have an impact in this concern.
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