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A new installment payment method offering consumers short-term interest-free loans increases consumer spending (vs. cash and

credit cards). Consumers focus on the installment price and perceive purchases as less expensive, which subsequently lowers the pain

of payment. Ultimately, lower pain of payment increases consumer purchase intention and the amount spent.
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EXTENDED ABSTRACT
An emerging and rapidly growing type of short-term interest-

free installment payment method is claimed to increase consumer 
spending compared to cash and credit cards. Unlike personal loans, 
installment payments are generally paid in full in less than two 
months, with no interest and fees. Klarna and Afterpay, leading in-
stallment payment providers, split consumer’s purchases into four 
equal installments without charging any interest or fees (Andriotis 
and Rudegeair 2019). Consumers receive their purchase upfront, fol-
lowed by automatic payments every two weeks to complete payment 
in 6 weeks when the first installment payment is made at purchase. 
The installment payment method has grown rapidly; during 2019 in 
the U.S. 6 million consumers joined Klarna for the first time (Lind-
berg 2019) and 3 million used Afterpay for the first time (Afterpay 
2019a). Consumers surveyed indicated that installment payment ser-
vices “allowed them to buy more expensive items …(81%), spend 
more than they normally would (64%), and make more spontaneous 
purchases (70%)” (ASIC 2018, p.11). However, whether and why 
installment payments influence spending, as reported by consumers, 
has not been researched. This research provides empirical evidence 
and an explanation of the psychological process underlying the ef-
fects of installment payments on consumer spending.

Payment methods impact consumer spending by influencing 
the pain of payment, which is the negative affect of parting with 
money (Prelec and Loewenstein 1998). The extant literature finds 
that decreasing the objective payment magnitude reduces the pain of 
payment (Shah et al. 2016; Zellermayer 1996). In this research, we 
argue that the subjective price magnitude is influenced by installment 
payments, which also reduce the pain of payment. This account is 
supported by the numerosity heuristic; magnitude is inferred from 
the number more than the unit used to represent a quantity. Hence, 
a large number of small units is perceived as larger in magnitude 
than a small number of large units, e.g., 12 months are perceived as 
longer than 1 year (Lembregts and Van Den Bergh 2018; Pandelaere, 
Briers, and Lembregts 2011; Pelham, Sumarta, and Myaskovsky 
1994). By extension, this research posits that installment payments 
function as a pricing unit which has lower numerosity than the to-
tal purchase price. For instance, a single purchase payment of $160 
is more numerous and feels more expensive than four installments 
of $40, which in turn is more numerous and feels more expensive 
than eight installments of $20. Prior research shows that by reduc-
ing the pain of payment, credit cards (vs. cash) increase purchase 
intention and consumer spending (Raghubir and Srivastava 2008; 
Soman 2001; Thomas, Desai, and Seenivasan 2011). Extending this 
research, we predict that compared to other payment methods (e.g., 
cash and credit cards), installment payments are perceived by con-
sumers as less expensive than the full price, which in turn lowers the 
pain of payment experienced, and subsequently increases consumer 
purchase intention and spending.

Study 1 (n=104) tested the effect of the installment payment 
method on the amount spent compared to cash. Participants random-
ly assigned to either a cash or installment payment condition chose 
clothes to purchase from a range varying in design and price. Partici-
pants in the cash condition saw only the full price (e.g., “$80”), and 

those in the installment payment condition read a brief description of 
Afterpay and saw both the full price and the installment price (e.g., 
“4 installments of $20”). The results suggested that installment pay-
ments prompted participants to spend more by choosing more expen-
sive items (versus a greater number of items). This finding supports 
the numerosity account whereby lower installment prices increased 
the propensity to spend more.

Study 2 (n=187) tested the effects of installment payments on 
purchase intention compared to credit cards and the proposed un-
derlying psychological process. MTurk participants were assigned to 
either an installment payment or a credit card condition in an online 
shopping scenario when buying a new fridge. Participants saw an 
image of a fridge and those in the installment payment condition saw 
the additional text of “$150 x 4 by PayLater” and a short description 
of the fictitious third-party “PayLater” installment payment service. 
As predicted, compared to participants in the credit card condition, 
those in the installment payment condition expressed greater pur-
chase intention, lower perceived expensiveness, and lower pain of 
payment. A significant serial mediation test supported the proposed 
process. Compared to credit cards, installment payments decreased 
the perceived purchase expensiveness, which in turn decreased the 
pain of payment and subsequently increased purchase intention.

Study 3 (n=301), instead of comparing installment payments to 
other payment methods, manipulated the number of installments to 
test the effect of the numerosity of installment prices on the pain of 
payment, and its subsequent effect on the amount spent. Participants 
were provided with a brief description of the installment payment 
service and a choice between two hotel rooms. Participants viewed 
the cheap or expensive hotel room in either more numerous install-
ment payment prices (4 payments of $54.00 versus 4 payments of 
$72.00) or less numerous installment payment (8 payments of $27.00 
versus 8 payments of $36.00). Study 3 revealed that more individu-
als chose the more expensive item when presented with less numer-
ous installment payment prices. Serial mediation analysis confirmed 
that exposure to less numerous prices lowered perceived expensive-
ness and elicited less pain of payment, resulting in more individu-
als choosing the more expensive item. This result confirms that dif-
ferences in spending behavior using installment prices are separate 
from any other known payment method differences.

This research makes several important contributions. This re-
search provides empirical evidence of the effects of installment 
payments on consumer spending and an explanation of the psycho-
logical process underlying the effects. The effects of installment pay-
ments to increase spending in this research mirror both self-reported 
consumer data (ASIC 2018) and the claims of installment payment 
providers (Afterpay 2019b). We extend the numerosity literature to 
the domain of payment methods by uncovering that less numerous 
installment payment prices increase spending. We also contribute to 
the payment method literature by revealing that the pain of payment 
is influenced not just by price, but also by how the price is perceived.
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