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product quality at both the behavioral and neural level (e.g. Rao 
and Monroe 1989; Shiv et al. 2005, Plassmann et al. 2008).  Thus 
we posit that price primacy leads consumers to think about value, 
focusing the evaluation process on whether a product is worth the 
given price. Rather than categorizing items as liked or disliked, this 
process would be more consistent with a threshold mechanism, in 
which a product qualifies for purchase if its value is judged to be 
high enough.

To investigate this hypothesis, seventeen individuals (9 fe-
males) made shopping decisions in an incentive compatible fMRI 
task adapted from Knutson et al. (2007). Across trials, a price was 
presented either before or after a photo of a product and participants 
then indicated whether they wanted to buy it (yes/no). Two of these 
choices were randomly selected to have real world consequences at 
the end of the experiment. Following the scanner task, participants 
listed their reservation price for each product. A value score, con-
ceptually similar to consumer surplus, was calculated by subtracting 
the offered price from the individual’s reservation price to determine 
how (in)expensive participants found each item to be.  Participants 
also rated how much they liked each product - regardless of purchase 
- on a scale from 1 (Do Not Like) to 7 (Like Very Much). 

Neural data were analyzed from the time during the decision 
process before participants indicated their choice, but when both 
price and product information was available to them. We focused 
these analyses on how price primacy influenced the neural coding of 
value (i.e. the integration of price and product information) and re-
ward (i.e. liking for the product). Across trials, perceptions of value 
significantly correlated with brain activity in the medial prefrontal 
cortex (MPFC).  This is consistent with previous research showing 
that activity in MPFC and nearby brain areas appears to be involved 
in integrating information such as product attributes or choice set 
composition, thus responding to the current worth or value of a deci-
sion target (e.g. Knutson et al. 2003, 2007; Hare et al. 2008). 

Comparing product versus price primacy trials revealed qualita-
tive differences in MPFC activity during the evaluation process. In 
product-first trials, MPFC activation increased for items that were 
subsequently purchased and decreased for items that were subse-
quently rejected. In price-first trials, MPFC activation also showed 
some increase for items that were chosen for purchase. However, 
for items that were not purchased, activity in these areas did not de-
crease, but remained at baseline. These results suggest that in prod-
uct-first contexts, wanted items have a positive value but unwanted 
items seem to be actively rejected with an explicit assignment of a 
negative value. The process is quite different in price-first contexts; 
here, unwanted items seem to be passively excluded from consider-
ation, or ignored, consistent with our hypothesis of a threshold-type 
mechanism. 

Liking of the product was correlated with activity in the Nu-
cleus Accumbens (NAcc), a brain region associated with anticipated 
reward (e.g. Knutson et al. 2001, 2007; Erk et al 2002, but see Hare 
et al. 2008). NAcc activity patterns were similar across price and 
product primacy trials.  Similarly, no differences were found in the 
behavioral liking ratings for purchased products between trial types 
(p = .35).  Such findings allow us to rule out the possibility that price 
primacy simply reduces engagement or liking by diminishing the 
reward value of the subsequently viewed product. 

Together these results are consistent with our proposed frame-
work in which price primacy specifically influences the determina-
tion of a product’s value, shifting the process from a question of 
“do I like it” to one of “is it worth it?”  In the latter case, products 
deemed “not worth it” are merely insufficiently positive, as opposed 
to actively negative in value. 

Such an account also makes the interesting behavioral predic-
tion that price primacy could specifically enhance consideration of 
utilitarian or practical items, because their worth is easily accessible 
in terms of need or functionality. Furthermore, our data suggest that 
price primacy should not have an impact on hedonic or frivolous 
purchasing.  These are products whose worth can be described in 
terms of how strongly rewarding they are found to be, and the results 
from the shopping task showed that early exposure to price did not 
diminish liking or the reward response for desired products. 

These predictions were tested in second study; a between-sub-
jects behavioral experiment comparing purchasing rates across cate-
gory (hedonic/utilitarian) and primacy (product/price; N = 122). Par-
ticipants were asked to indicate their intent to purchase either four 
hedonic or four utilitarian products, under price or product primacy 
conditions. As in the fMRI task, participant decisions were incentive 
compatible. There was a significant interaction of category by pri-
macy (F(1,118) = 4.04; p <.05) such that price primacy significantly 
increased purchase rates for utilitarian products (F(1,118) = 8.211; 
p<.01) but did not change rates for hedonic products (F<<1).   The 
results of this experiment confirm the behavioral predictions made 
by the neural data.

Starting Prices and Consumer 
Response to Customization

ExTENDED ABSTRACT
Consumers often make decisions about products that require 

a certain degree of customization. From the perspective of a firm, 
providing customization is costly but it can lead to greater value cre-
ation and surplus extraction if a sufficient number of consumers are 
responsive to, and prepared to pay for, this benefit.

The way customizable products are priced in a market tends to 
follow a certain pattern. Instead of posting only the price a consumer 
is asked to pay for the good she ultimately chooses, sellers often 
advertise a low starting price for the base or entry model and make 
adjustments to this figure as additional features are chosen based on 
individual preferences. An airline, for example, may offer flights on 
a particular route at prices “starting from” a certain figure. As the 
traveler then makes decisions on departure day and time, departure 
and arrival airports, number of stops, and class of service, the ac-
tual—typically higher—fare is revealed. Similarly, manufacturers of 
laptop computers promote base models at starting prices and then 
take potential buyers through an intricate customization process that 
leads to the final purchase price.

Debates and regulations on “bait-and-switch” (the practice that 
lures consumers into a shop on the basis of a low price without actu-
ally offering any viable alternative at that price) assume that starting 
prices are deceptive tensile claims. The argument is that consumers 
are initially attracted by a low price point and, for reasons such as 
insufficient adjustment, switching costs, and escalation of commit-
ment, become insensitive to or willing to accept the added expense. 
There is support for this view in practice, as evidenced by the acts 
of several customer protection agencies questioning the fairness of 
starting prices and trying to limit or abolish their use.

Beyond the interpretation of starting prices as pure marketing 
gimmick, the existing literature suggests that they might be detri-
mental to firms. Based on theories of reference dependence and ex-
pectation disconfirmation, one could indeed argue that consumers 
lured by a starting price experience will experience the incremental 
expense leading to the final price as a source of strong disutility that 
could jeopardize the transaction or damage the consumption experi-
ence.
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The goal of our research is to propose and test a new under-
standing of the role of starting prices in the context of customization. 
Our explanation portrays the practice in a positive light, linking the 
presence of a starting price to consumer engagement in customiza-
tion. Consistent with recent research describing how price can stimu-
late engagement and lead to new perceptions of value, we propose 
that a starting price acts to split a total expense into a component 
related to the benefits desired by most consumers and a component 
related to the benefits desired as a result of idiosyncratic preferences. 
This perceptual split helps potential buyers to more actively real-
ize that the good has an element of personalization, which impacts 
demand in a positive manner to the extent that customization is ben-
eficial and deserving of attention.

We tested our theory across three experiments in which starting 
prices were present or absent and in which the benefits of customiza-
tion were perceived to be high or low. The general prediction was 
that variations in the perceived value of customization would carry 
over to product judgments only when a starting price was posted (to 
support consumer engagement in the process).

The first experiment crossed price presentation with the amount 
of control (low vs. high) participants exerted over the choice of cus-
tomized features. Research has shown that the value of customiza-
tion diminishes in the absence of self-determination. For the same 
desired offering, we found that adding a starting price improved 
likelihood of purchase and decreased price sensitivity when partici-
pants selected the customizable features, but not when the same set 
of features were selected by the seller.

The second experiment crossed price presentation with one of 
two primed judgment criteria (utilitarian vs. hedonic). Customiza-
tion is expected to be beneficial when consumers seek self-expres-
sion. We reasoned self-expression is consistent with the desire to 
fulfill a hedonic goal, not a utilitarian goal. Similar to experiment 
1, we observed a significant difference in perceived product quality 
across these two judgment criteria only when a starting price was 
introduced. 

Finally, the third experiment crossed price presentation (four 
levels) with category expertise (low vs. high). Category expertise 
was measured because consumers are less likely to view customiza-
tion as beneficial when they are uncertain of their own preferences 
(i.e., in the case of novices). The change to four price presentation 
levels allowed us to provide evidence for the psychological mecha-
nism we propose. Specifically, three of these conditions included a 
starting price that represented a small, medium, or large portion of 
the final price. If consumers associate the difference between a final 
price and a starting price with the amount of customization present 
in a product, then variations in the latter should lead to changes in 
product perceptions. The results corroborate our theory. For expert 
participants, we found that perceptions of customization and prod-
uct valuation were inversely related to the size of the starting price. 
There was no effect of price presentation for novices.

Stable Context-Dependent Preferences? 
The Origin of Market Price-Dependent Valuations

ExTENDED ABSTRACT
Today, the general, well-accepted assumption is that preferenc-

es are not stable and independent of the external environment that 
decisions makers face but instead influenced by contextual variables. 
One of the most important domains for the study of such influences 
has been pricing. For example, anchoring individuals on an arbitrary 
selling price derived from their social security number subsequently 
affected valuations (Ariely, Loewenstein, & Prelec, 2003). However, 

in a typical purchase situation, whenever consumers intend to buy a 
familiar product, they have accumulated various experiences with 
the product’s available market prices or at least have some expecta-
tion about the distribution of this product’s selling prices at various 
retailers. And it is less known to what extend the knowledge of the 
distribution of given market prices influences consumers’ internal 
valuations. For example, in Richard Thaler’s (1985) “beer on the 
beach” example, which traditionally has been interpreted in terms of 
transaction utility, respondents provided their hypothetical willing-
ness-to-pay for a bottle of cold beer delivered to them on the beach 
by a friend. Participants were told that the friend would get the beer, 
in one condition, from a local store and, in the other condition, from 
a fancy hotel. The results showed that participants’ willingness-to-
pay was significantly higher in the latter condition. We view these 
results as consistent with the idea that expectations of the distribu-
tion of market prices for a product influences consumers’ valuations: 
Because respondents expected beer prices to be higher in the “hotel-
market” than in the “local stores-market”, they responded by raising 
their reservation price. 

In the market place a product is often offered for various differ-
ent prices across retailers, in particular, with various steep discounts. 
And even if the price-range stays the same, the distribution of these 
prices (i.e. their frequency) varies across time and markets, and con-
sumers often have some experience, knowledge, or expectation of 
this distribution. The existing reference price literature (e.g., Aradh-
na, Wagner, Yoon, & Adaval, 2006; Simonson & Drolet, 2004) has 
not demonstrated if and how varying distributions (i.e. frequencies) 
of the same market prices for a product would affect individuals’ in-
ternal valuations of that product, but predictions based on previously 
accumulated findings support the notion that the distribution should 
have an effect (Monroe, 2003). In particular, research on categorical 
price judgments based on Parducci’s (1965) rang-frequency theory 
suggests that individuals do seem to shift their purchase decisions 
in response to distributional attributes such as range, modality, or 
skewing (e.g., Alba, Mela, Shimp, Urbany, 1999; Janiszewski & Li-
chtenstein, 1999). While these studies focused on price judgments 
rather than on valuations (maximum willingness-to-pay) and studied 
the influence of the price distribution of competing products in the 
market rather than of the target product itself in the market, along 
similar lines, we hypothesized that even if the range of a product’s 
selling prices was the same, a left-skewed distribution would elicit 
lower reservation prices for a familiar product in comparison to a 
right-skewed distribution.

Our interest, however, goes beyond merely identifying another 
contextual factor. Instead we wanted to focus on investigating the or-
igin of such context-dependency. That is, while the previously dem-
onstrated anchoring effects with non-informative, irrelevant single 
prices (see e.g., Adaval & Wyer, 2010; Nunes & Boatwright, 2004 
for incidental effects) are clearly mistakes in individuals’ expressions 
of preferences, it is less clear whether such market-dependent valua-
tions are necessarily mistakes and to what extent they might be stable 
within the same markets. At least three possible causes for such a 
context-dependency come to mind: 1) rational reactions to informa-
tion, 2) true changes in valuations (i.e. individuals have real, that is 
stable, context-dependent preferences), or 3) biased (i.e. erroneous) 
expressions of true context-independent valuations. If reservation 
prices depend on the prices buyers expect to face in the market, de-
mand will in general depend on supply, with important implications 
for marketers’ pricing strategies and for pricing models. Therefore, 
understanding the source for this dependency is crucial to determine 
not only marketing strategy but also welfare and policy implications. 


