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EXTENDED ABSTRACT
Research on price promotions has shown that when a free 

product is bundled together with another product, consumers reduce 
their willingness to pay for the free product when it is not being 
offered for free (Kamins, Folkes and Fedorikhin 2009; Raghubir 
2004). For example, when a pizzeria offers free bread sticks with 
the purchase of a pizza, consumers expect to pay less for bread 
sticks on a subsequent visit when the promotion is no longer in 
effect. Raghubir (2004) reasoned that when a product is offered as 
a free gift, consumers infer that the cost of the product is low and 
lower their willingness to pay for it when it is not in promotion. 

In the current research, we examine promotions in which a 
product is offered for a low price–but not free–with the purchase 
of another product. If a free offer reduces consumers’ reservation 
price through inferences regarding the cost of the product, it follows 
that the impact of a promotion that allows a purchase for a reduced 
price should be a function of the magnitude of the promoted price. 
In this sense, free, or zero price, would be an extreme example of 
the application of this inference. In other words, compared to a 
situation in which a product is promoted for free, when a product 
is promoted for a price greater than zero, consumers should infer 
a higher cost. In turn, we should expect that this type of promotion 
would have a smaller impact on consumers’ willingness to pay on 
subsequent purchases.

Research on several aspects of human psychology has shown 
that zero is used in a qualitatively different manner than other 
numbers, often causing discontinuity in the transition from small 
numbers to zero (Heyman and Ariely 2004; Kahneman and Tversky 
1979; Shampanier, Mazar and Ariely 2007). This literature suggests 
that zero is a special number and the effect of price promotions 
on subsequent purchase occasions may not be a direct function 
of magnitude of the discount. We propose that the value of the 
required purchase is used as an anchor when consumers estimate 
their reservation prices. In addition, when a product is not offered for 
free, but for a low price, consumers will also use this low price as an 
anchor. While a product can’t possibly cost zero, it can conceivably 
have a low price. Thus, we argue that zero will not be used as an 
anchor to estimate the price of a product, but a low price will. In 
this case, the reservation price of a free product will have only one 
anchor (value of the required purchase), while the reservation price 
of a product promoted for a value greater than zero will have both 
the required purchase and the promoted price as anchors.

Our reasoning leads to an interesting effect: a low price can 
lower reservation prices further than a zero price. Referring back 
to our opening example, we expect that a promotion that offers 
bread sticks for free with the purchase of a pizza will have a smaller 
impact on reducing consumers’ willingness to pay for bread sticks 
on subsequent visits, than one that offers bread sticks for a low 
price, like one dollar with the purchase of a pizza. Consistent 
with an anchoring mechanism, as the promoted price increases, 
reservation prices also increase and eventually are superior to those 
of the free condition. Therefore, we predict a discontinuity in the 
relationship between promoted product price and reservation price 
at zero, such that a zero price will lead to higher reservation prices 
than a low price.

Our hypothesis was tested in two studies. In our first study, 164 
participants answered a series of questions about two promotional 
advertisements. Participants were randomly assigned to one of four 

conditions: control, free, 50 cents and 2 dollars. Thus, the between-
subject manipulation was the type of promotion (if any) that was 
offered with the purchase of a product. In the control condition, 
participants were informed about the price of a product (pizza 
and tomato sauce), but no mention was made to the price of the 
promoted product (bread sticks and spaghetti). For both products, 
we found that participants in the free condition were willing to pay 
more for the promoted products when they were not in promotion 
than participants in the 50 cents condition. For bread sticks, even 
a two-dollar price lead to lower WTP than a free price. For both 
products, expected quality was not affected by the price manipulation.

In study 2, we manipulated two factors: type of promotion 
(free vs. low price) and price of the required purchase (medium vs. 
high). Participants were randomly assigned to four conditions and 
asked to consider that they were looking for a gift for a friend who 
loved wine and to state how much they would be willing to pay for 
a wine thermometer. Participants also answered a few questions 
related to their expectations of quality. We found main effects for 
required purchase price and promotion type. More importantly, we 
found a significant interaction, as the WTP of a free product was 
significantly affected by the price of the main purchase, whereas 
the WTP of a low price product was not. Together, these studies 
offer support for our hypothesis.
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