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Abstract
Within the dynamic environment of the internet, multi-part pricing strategies such as price partitioning, dividing a product’s price into two or more mandatory parts, are prevalent. Although firms presumably use partitioned pricing to increase offer value, and in turn increase profits, there is contradicting evidence that such strategy actually benefits the seller. A closer look at the low-cost travel online booking market, for which the internet is the main distribution channel, reveals that top players pursue different price format strategies. What is the reason for such strategic discrepancy? Can partitioned offers indeed be framed to attract more customers and increase demand with respect to combined price offers? This research examines how partitioned offers affect consumer behavior. More specifically, it investigates if different framings of surcharges and base prices can influence offer perception and demand. Findings from the experiment suggest that there is a significant relationship between price format and offer preferences. In particular, it has been observed that a surcharge which is perceived as being not so fair significantly decreases purchase intention and attractiveness of an offer. Moreover, it has been shown that framing base prices can significantly influence the impact and level of acceptance of a surcharge. The findings of this study not only enable marketing managers to make better pricing decisions, but also create the base for a new area of research within the context of price partitioning.
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1. Introduction

For many centuries companies have pursued different price strategies with the objective of making offers look more attractive in the eyes of consumers and in turn increase revenues. Different studies have shown that the way price information is presented can influence consumers’ perceptions of value and their purchase decisions (Krishna et al. 2002, Lee and Han 2002). With the growth of the internet, barriers related to geography and time have been significantly decreased or, in some cases, completely eliminated. Such development of the internet has enabled companies to further expand their pricing strategies and charge customers in numerous ways. 
In the context of e-commerce, one of the most dramatic changes expected of online shopping was the ability of consumers to compare prices for similar products (Xia and Monroe 2004). Besides increasing price comparability and transparency of companies’ cost structures, this new platform has also changed the price structures consumers were used to in the traditional store shopping environment (Xia and Monroe 2004). Since different e-retailers use different pricing strategies, price comparisons can become a very time consuming task marked by many unclear charges. Not surprisingly, research has found more price variations online than expected, despite the availability of price comparison websites (Grewal et al. 2003). 

In this setting, a common marketing practice, especially in e-retail, is to partition the price a consumer pays for a good into two or more mandatory components – the price for the item itself and the price for shipping, taxes, handling, and/ or processing of the purchase (Hossain and Morgan 2006). Although the practice of partitioned pricing exists for a long time, the arrival of e-commerce has marked a new wave in how consumers shop and they now come in contact with partitioned prices more often than before (Lee and Han 2002). 
Standard economic theory conjectures that there should be no difference in demand based on how a price is partitioned, as long as the total price to the consumer is identical. In addition, prospect theory states that individuals are loss averse, therefore losses should be integrated instead of partitioned due to the fact that a greater number of charges create a bigger feeling of “punishment” in comparison to a single price of equivalent amount (Kahneman and Tversky 1979). 
Nevertheless a number of studies specifically dedicated to investigating the effects of price partitioning have identified that not only consumers react differently to partitioned and non-partitioned prices, but that price partitioning can actually have a positive effect on demand (Morwitz, Greenleaf and Johnson, 1998; Xia and Monroe 2004; Bertini and Wathieu 2008; Hossain and Morgan 2006). Such discrepancies indicate that the relation of partitioned prices with multiple losses is not as straightforward as it might have first seemed. Schindler et al. (2005), digs deeper into this idea by studying the impact that different surcharge perceptions exert on consumer’s reaction to an offer.
Whereas some sellers prefer to manipulate the price for the base product by increasing the associated fees, other sellers prefer to include the surcharge in the base price and try to attract consumers by offering “free” services as shipping and handling. Such differences in price framing can eventually lead consumers to have different perceptions of totally equal amounts (Kahneman and Tversky 1979). Among others, such discrepancies can be based on the concepts of: loss-aversion (Kahneman and Tversky 1979), distinct price processing strategies (Morwitz, Greenleaf and Johnson, 1998), different mental accountings (Thaler 1985), variations in transaction utility (Thaler 1985) and variations in the perception of the surcharge (Schindler et al. 2005, Xia and Monroe 2004). 
In general, where past studies have mainly focused in depicting price partitioning in terms of perception of expenses, Bertini and Wathieu (2008), propose that the benefits derived from a transaction should also be accounted for as these can also affect the perception of partitioned offers. Most important, Bertini and Wathieu (2008) make a bridge to Kahneman and Tversky’s (1991) concept of reference-dependence and Thaler’s (1985) proposed transaction utility theory, which had not been previously explored in the in the context of price partitioning.
Moreover, most studies related to price partitioning have focused on similar markets, namely, auction (online and offline) and durable goods (electronics and house furniture). Only a very limited number of studies have actually been extended to other industries that also use price partitioning strategies. In order to contribute to the current literature on price partitioning, this research will apply and extend the available knowledge on this topic to the low-cost airline industry. Although the airline industry has been subject to experiments in a few studies, no investigation has focused on the low-cost sector or on online booking in particular. A major reason for this might be the fact that with the exception of Southwest Airlines, and a few other American pioneers, low-cost carriers operating with the business models we are familiar with today, only “took-off” in the late-1990’s with the deregulation of Europe’s domestic travel markets (Eurocheapo 2010). Moreover, online booking only started around the year 2000, for which sales took-off around mid-2000’s (Ryanair, 2009; EasyJet 2000). 
Although low costs airlines’ astonishing growth rates have not been sustained throughout the years, they have definitely outperformed that of full-service carriers (Mckinsey Quarterly 2005; Business Week 2008). A recent solution for boosting revenues and surviving economical downturns has been the creation of additional fees through the unbundling of services. This is resulting in an ever expanding array of fees for services that were once included in the price of airline tickets, which is making customers fee they are being taken advantage of (USA Today 2009). The new strategic move is easy to justify though, fees allow airlines to bring in more revenue without raising fares, especially due to the fact that fees are not taxed by the government (New York Times 2009). Not surprisingly, the American Congress and EU Commission have reacted by initiating investigations and re-thinking regulations (New York Times 2009; European Parliament 2008). More specifically, the European Commission initiated a “sweeping process” in 2007 that led to a stronger enforcement of old regulations and the creation of additional rules so that airline ticket selling websites could comply with consumer protection laws (European Parliament 2008, Europa 2009).
This dynamic and relatively new industry provides an interesting opportunity for further investigation in the context of price partitioning. A quick scan of the online flight booking market reveals the existence of significant differences between the price strategies of different airline booking websites. These differences can be summarized in different price ranges for similar destinations, different nature and number of surcharges, and in some cases uncommon proportion between additional charges and the base product price. For example, two of the main European low-cost airlines, namely Ryanair and EasyJet, pursue distinct price partitioning strategies which also differ from other low-cost airlines such as Transavia. What is the reason for these companies to pursue different strategies? Can partitioned offers in the low-cost airline industry be framed to attract more customers and increase revenue?
To evaluate such strategic discrepancies this research aims at investigating consumer attitude towards different framing of surcharges and their influence on offer perception and preference. Moreover this study aims at analyzing how framings of base prices can affect consumers’ total offer perceptions and price processing strategies. Thus, the general objective of this research is to investigate how different framings in a partitioned price strategy can impact demand and perception of offer in the low-cost travel online booking industry. 
1.1 Research questions

The discussion presented in the previous paragraphs leads to the following research questions:

Can different framings of partitioned prices impact offer perception and demand in the low-cost travel online booking industry?

· Are certain surcharges applied in the online flight booking market perceived as being fairer than others?
· Can the framing of surcharges influence consumers’ preference to a partitioned or non-partitioned flight offer?

· Can different levels of initial transaction utility lead to a different impact of surcharges?
· Can different levels of transaction utility lead to different price processing strategies of flight offers?
1.2 Theoretical and practical contributions of the current research

Theoretical contribution

This study contributes to the current knowledge on price partitioning by investigating the impact that different price framings can exert on partitioned offer perception and demand. First, this research extends and further develops the knowledge on price partitioning to a new industry: the low-cost travel online booking industry. Second, although past researches have analyzed different variables that affect preferences for partitioned offers, findings have not always been aligned. Therefore this research will strengthen past findings while adding a new variable of analysis, namely, how perceived fairness, based on different labels of surcharges, can affect perception and demand for a partitioned offer. Finally, no reviewed literature within the definition of price partitioning given in this study has analyzed the effect of framings of the base price on partitioned offers or price processing strategies. Thus, this study will not only support past researches, but also provide an interesting and innovative base for future research in the context of price partitioning.   
Practical contribution

This research mainly gives practical contributions to the low-cost travel online booking industry. This industry is famous for the use of dynamic pricing for flight offers, which is possible due to the fact that technology has allowed for changes on product price structures and presentation formats to be nearly costless. This research explores this characteristic of the industry by presenting findings that allow low-cost airlines to combine their technical capabilities with consumers’ perceptions and reactions to different industry price formats. Understanding how consumers perceive and process price formats is important because consumers’ price perceptions influence their purchase intentions as well as the value of a purchase, and therefore enables these companies to make profitable pricing decisions. 
1.3 Research strategy

In order to examine how the variation of framings in partitioned offers can lead to changes in demand and offer perception in the low-cost travel online booking industry an experiment with 160 participants is executed. According to Dul and Hak (2008), an experiment is the preferred research strategy for testing probabilistic relations, which expresses the nature of the relation proposed in this study.
1. 4 Structure of study

The next chapter will discuss the current literature available on price partitioning that is relevant for this research in order to progress towards the answers of the research questions. In this chapter also hypotheses will be formulated. In the third chapter, the methodology used to conduct the present study will be explained. The following chapter will present and discuss the research results. Chapter 5 will contrast such results in light of the existing literature and finally in the last chapter a conclusion explaining the limitations of the study, directions to future research and recommendations to practitioners will be given.   


2. Literature Review and Hypotheses Development

This chapter presents the theoretical building blocks that are needed in order to progress towards answers to the research questions. First a definition of partitioned price is given for the scope of this study. Next, theories that are relevant to the price partitioning field are presented. Then, different studies that analyze the framing of surcharges and consumers’ sensitivity to them are discussed. Finally the concept of price framings and price processing strategies and the related theories and studies are presented.  
2.1 What is partitioned pricing?

When a seller presents multiple mandatory prices for a single product or service instead of one all-inclusive price, this is referred to as partitioned pricing (Morwitz, Greenleaf, and Johnson 1998). The practice of partitioned pricing has become increasingly common. For example, offers for car repairs can be divided into a price for parts provided and a price for the service component of substituting those parts. Similarly, many online resellers quote the price of products separate for shipping charges, such as the online bookseller Amazon and the online auction site Ebay. In price partitioning, the larger price component is usually referred to as the base price whereas the smaller component is referred to as the surcharge (shipping and handling, processing fees, taxes) (Morwitz, Greenleaf, and Johnson 1998; Burman and Biswas 2007). 
It is important to make a distinction between price partitioning and other price strategies that also involve different price components. A point of contention in the literature is whether price partitioning and bundling are different phenomena (Bertini and Wathieu 2008). According to Burman and Biswas (2007), partitioned pricing is different from the separate presentation of prices in the context of product bundling, price bundling, or both. However, many authors (Chakravarti et al. 2002, Hamilton and Srivastava 2008, Stremersch and Tellis 2001, Yadav and Monroe 1993) do not make this distinction. These authors consider the presentation of separate prices for different components in a multi-component product bundle as partitioned pricing, when in reality it is only a partitioned presentation of prices as opposed to a consolidated, single tag, price for the bundle. In this case, consumers can either buy the bundle components separately or purchase them together in the bundle. In contrast, partitioned pricing refers to the price of a single product, in which the surcharge represents an additional amount inherent to the purchase situation, and consumers cannot opt out of them (Burman and Biswas 2007). In other words, bundling is the combined price sale of two or more separate products for which separate markets exist, such as a rental car in a vacation package (Stremersch and Tellis 2001) while partitioned pricing is the division of prices of mandatory components of a single product (Morwitz, Greenleaf, and Johnson 1998) for which no independent markets exist, for example, shipping costs. 

The partitioned prices that will be examined in this paper are also distinct from other price discrimination strategies that include separate prices. In "two-part" price discrimination strategies, consumers pay a set "entry" fee, and then a separate "per -use" fee each time they use the product or service (Morwitz, Greenleaf, and Johnson 1998). Partitioned pricing is also distinct from efforts by firms to change the temporal frame consumers use to process prices, when a one-time expense is divided into a series of ongoing smaller expenses, each of which are only “pennies a day” (Gourville 1998).  
2.2 Theoretical views on price partitioning
Standard economic theory predicts that there should be no difference in demand based on how a price is partitioned because the total price to the consumer is identical (Hamilton and Srivastava 2008). This is due to the fact that economic theory is based on the assumption of human rationality which is represented by the expected utility model (Tversky and Kahneman (1986). Although all analyses of rational choice incorporate a principle of dominance and invariance, Kahneman and Tversky (1979) have shown that these principles cannot always be satisfied. In particular they observed that “failures of invariance are explained by framing effects that control the representation of options, in conjunction with the non-linearities of value and belief” (Tversky and Kahneman 1984). According to Schoemaker (1982), a major deficiency of the expected utility model is its inability to account for context effects associated with the nature of the decision problem. Therefore whereas economic theory proposed that choices were reference independent, Kahneman and Tversky (1979) actually demonstrated that they were reference dependent.
In order to describe individual choice under uncertainty in a way capable of capturing the so called “framing effects” Kahneman and Tversky (1979) developed “prospect theory” as an alternative to the expected utility theory. Prospect theory analyzes losses and gains with respect to the current state of an individual. Different framings of offers leading to the perception of gains or losses can alter preference order for offers. Since losses loom larger than gains, attempts to influence framings are common in the marketplace (Tversky and Kahneman 1984).

When applying prospect theory to the context of price partitioning, an offer including a base price and a surcharge would generally be considered less attractive than a combined price offer.  This is due to the fact that partitioning a price into more than one component would “increase the pain of paying” (Prelec, Lowenstein, and Zellermeyer 1998). As a consequence of the concave nature of this value function, the pain of multiple losses would generally be greater than a single loss of equal monetary value (Thaler 1985). Therefore listing the price of different components separately magnifies the disutility of paying (Gaeth et al 1990, Yadav and Monroe 1993). Nevertheless different researches show that partitioned prices can have a positive effect compared to a single price strategy. Morwitz, Greenleaf, and Johnson (1998) show that when prices are partitioned and the total price is not explicitly provided, consumers may process one component (e.g., base price) more thoroughly than another component (e.g., surcharge), underestimating the total cost associated with the multiple charges compared with when the prices are not partitioned. Xia and Monroe (2004) tested the moderating effect of type, amount, form, and number of surcharges and obtained positive results for partitioned prices. Further evidence of the positive impact of price partitioning on demand was provided by Hossain and Morgan (2006) in an online auction, and Ayres and Nalebuff (2003) in the context of services.  Such discrepancies of the impact of partitioned offers on consumer behavior indicate that the relation of partitioned prices with the concept of “loss aversion” is not as straightforward as it might have first seemed. 
2.3 Framing of Surcharges
According to Schindler et al (2005), the discrepancy between the prospect theory prescription to “bundle losses” and the empirical evidence to “divide and prosper” (Morwitz et al. 1998) can be explained by considering the degree to which the consumer perceives the loss as fair. Their study show that, as first predicted by prospect theory (1979), variations in offer framings can impact the preference for a partitioned or non-partitioned offer, indicating that not only the concept of “loss aversion” is to be taken into account, but also the context in which these “losses” happen, in other words, the fact that losses and gains are reference dependent. Therefore, based on the value function of prospect theory, Schindler et al. (2005) developed the concept that the pain of paying an amount to a seller is actually dependent on the consumer’s perception of the profit implications for the seller, in other words, how a surcharge is framed in an offer. Due differences in perception of the fairness of a surcharge, which might be influenced by its nature, not all financially equivalent surcharges will be perceived similarly (Xia and Monroe 2004, Schindler et al 2005).  While some consumers may consider shipping charges as a fair fee to cover for the cost of product delivery, others may view such charges either as a nuisance or as a means of contributing to the firm’s profit rather than just covering for the incurred cost (Schindler et al. 2005; Xia and Monroe 2004). 


Estimates indicate that 19% of online retailers make a profit beyond actual merchandise sales by charging shipping fees in excess of cost (Kewill 2008). Not surprisingly, according to Marketing Sherpa’s “Ecommerce Benchmark Survey” (2007), high shipping costs is one of the top reasons for shopping cart abandonment. More specifically, in the special report on “Online Retail Checkout” (2007) conducted by E-Consultancy, hidden charges at the checkout represented the main reason for abandoning cart (36%) followed by the motive “high shipping charges” (27%). 

Moreover, there is evidence of sellers trying to offset price competition on focal attributes by making equivalent increases in the cost of secondary attributes (Daripa and Kapur 2001). According to Kahneman, Knetsch and Thaler (1986) a price increase perceived as only covering the seller’s increased costs is seen as more acceptable to buyers than one that is perceived as increasing the seller’s profits. Furthermore, Brynjolfsson and Smith (2000) found that internet consumers were twice as sensitive to shipping costs as they were to the price of an item itself or any tax attached to it. This variation in perception may be due to the fact that consumers perceive sellers to have no control over sales tax because it is due to state or federal regulations, whereas sellers usually specify their own rules on shipping and handling fees (Xia and Monroe 2004). In this sense, a sales tax would be perceived not as being profit enhancing due to the fact that it is associated with a second institution (second-institution-oriented surcharge), while a shipping charge is likely be perceived as profit enhancing due to the fact that it is directly associated with the seller (company-oriented surcharge).

Although standard economic theory states preferences for offers should depend only on relevant differences between options and not on how these differences are framed, Thaler (1980) drew attention to the effect of framing by showing the difference in perception between two equivalent charges when labeled either as a surcharge or as a discount. Moreover, framing is known to affect the manner in which consumers assess the perceived value of a purchase (Heath et al. 1995). In particular, Kahneman and Tversky (1986) showed that a difference that favors outcome A over outcome B can sometimes be framed either as an advantage of A or as a disadvantage of B by suggesting either B or A as the neutral reference point. According to Kahneman, Knetsch, and Thaler (1986) judgments of fairness exhibit the same pattern and therefore can result in different perceptions of equivalent surcharges.

Based on the works of Thaler (1980) and Kahneman and Tversky (1979, 1986), in which the authors observed that different price framings could lead to different consumer reactions, and the work of Schindler et al. (2005), in which subjects had different perceptions of fairness of a same surcharge due to different expectations of the seller’s profit, it is predicted that different frames of financially equivalent surcharges in the airline industry will lead to different perceptions of fairness. Therefore it is hypothesized that:
H1: A surcharge framed as “company-oriented” is more likely to have a negative effect on consumer’s perception of the fairness of the surcharge compared to a financially equivalent charge framed as “second institution-oriented”.

Continuing to explore Thaler’s (1980) framework, the author explains that it is easier to forgo a discount than to accept a surcharge because the same price difference is valued as a “gain” in the former case and as a “loss” in the latter. As hypothesized previously the same difference is expected to show-up in the airline industry context of a “company-oriented” surcharge and a “second-institution-oriented” surcharge. Based on these different perceptions of fairness it expected that consumers will react differently to an offer they perceive as being fairer than other.
Although Xia and Monroe (2004) found no main effect of type of surcharge, they did find differences in the perception of offer between consumers sensitive to both shipping fees and sales taxes and those sensitive to sales taxes only, compared to a combined price offer.  Moreover, the authors also observed that, in general, offers with partitioned prices had a positive effect on purchase intention, satisfaction and perceived value of an offer, compared to a combined price offer. Nevertheless, Schindler et al (2005) showed that shipping-charge skeptics, who tend to view shipping charges as second source of profit, had the pain of paying for the shipping charge lessened when these were combined into a single offer price. On the other hand, non-skeptics, who tend to interpret a shipping charge as just covering the seller’s costs of delivering the ordered items, experienced less pain in paying the shipping charge when they could more accurately assess the offer’s value and thus preferred an offer with shipping charges partitioned from the base price (Schindler et al. 2005). Finally, Sloan (apud Xia and Monroe 2004) observed that an increase in offer transparency had a positive effect on purchase intentions.
Based on the researches of Thaler (1980), Schindler et al. (2005), and Sloan (apud Xia and Monroe 2004), in which the authors observed that surcharge framings could impact consumer behavior and that of Xia and Monroe (2004), in which the authors found a negative influence on purchase intention of consumers with taxes and shipping charge sensitivity, it is expected that the willingness to purchase a partitioned offer will be influenced by the perception of fairness of the different framings of the surcharge. Therefore it is hypothesized that:

H2:  It is likely that a partitioned offer will have:

a.  higher intentions of purchase compared to a combined price offer when the surcharge is perceived, to some extent, as being fair.
b.  lower intentions of purchase compared to a combined price offer when the surcharge is perceive as being not so fair.
Moreover, due to the fact that Schindler et al. (2005), have observed that non-skeptics are more attracted to a partitioned rather than a combined price offer, and that Xia and Monroe (2004) have shown that the act of breaking down an expense into separate components makes transactions more transparent and result in sellers being perceived as more trustworthy; it is expected that when a surcharge is perceived as fair that it will enhance the attractiveness of the offer, compared to combined price offer, since it will enhance clarity of the price structure. Therefore it is hypothesized that:

H2:  It is likely that a partitioned offer will be:

c. more attractive compared to a combined price offer when the surcharge is perceived, to some extent, as being fair.
d.  less attractive compared to a combined price offer when the surcharge is perceived as being not so fair.
Based on the second set of hypotheses it is consequently expected that a partitioned offer with a surcharge perceived as being not so fair will be less attractive and have a lower intent of purchase than a partitioned offer with a fair surcharge.
2.4 Benefit framings
Bertini and Wathieu (2008) brought attention to a different aspect of price partitioning by showing through their study that not only the perception of expenses, but also of benefits derived from a transaction can be affected by multi-component prices. In their study, Bertini and Wathieu (2008) show that price format influences the amount of attention consumers invest in product attributes and that when secondary attributes are framed as benefits, partitioned offers can increase demand compared to combined price offers. 
Most important, Bertini and Wathieu (2008) make a bridge to Kahneman and Tversky’s (1991) concept of reference-dependence and Thaler’s (1985) proposed transaction utility theory, which had not been previously explored in the in the context of price partitioning. Reference dependence suggests that losses and gains are defined based on a reference point. Moreover, transaction utility theory states that price partitions with identical composition and cost may yield different transactional utilities for the same consumer depending on how pricing is framed.
Transaction utility theory, as defined by Thaler (1985), incorporates the psychology of buying into the model for evaluating transactions by assuming the existence of two kinds of utility: acquisition and transaction utility. The former is based on the value an individual attributes to a product or service, and represents the amount in which the consumer would be indifferent between keeping the money and making the purchase (similar to the concept of reservation price), whereas the latter is based on the individual’s perception of the “perceived merits of the deal”, which is function of the price paid for a product and the consumer’s perception of that product’s fair price (Thaler 1985). Therefore transaction utility is moderated by the reference price of a product or service. According to Urbany et al. (1988) the reference price is likely to be affected by the environment and the context in which the purchase is made and is therefore susceptible to framing effects present in the purchasing. Enery (1970) notes that the standard price serving as an anchor for judgments of other prices will be some average of the prices for similar products. Therefore, when a retail price compares unfavorably with the reference price, it will lead to a negative transaction utility, which will reduce the probability of purchasing a certain brand, whereas a favorable comparison between the retail price and the reference price will enhance the purchase probability of the brand (Thaler 1985, Kalwani et al. 1990, Han et al. 1993).
This concept takes us back to the work of Schindler et al. (2005), in which the authors showed that an external reference price can impact the way consumers process an offer, due to the fact that the reference price becomes a perceptual cue upon which consumers anchor their assessments of what the product is worth. Hence, while the impact of secondary benefits is expected to increase under price partitioning, the magnitude of this effect might vary depending on how consumers integrate information from multiple attributes to form an overall assessment of the offer (Anderson 1971).

Moreover, Thaler’s notion of transaction utility implies that the nature of the deal influences a consumer’s purchasing decision and therefore it is the combination of both acquisition utility and transaction utility that determines if a consumer will receive positive value from purchasing an item. According to Goh and Bockstedt (2009), if one were to make the assumption that a consumer only purchases an item if the total value they experience from the purchase is non-negative, then Thaler’s model suggests that a positive transaction utility could counterbalance negative acquisition utility and vice versa.
According to Puto (1987) different framings (stimuli) lead consumers to distinct reference points that are used to judge additional stimuli (Puto 1987). Based on Kahneman and Tversky’s (1991), concept of diminishing sensitivity people are more sensitive to changes near their status quo than to changes remote from their status quo. As illustrated by the authors, a difference between a yearly salary of $60,000 and $70,000 has a bigger impact when the current salary is $50,000 than when it is $40,000. 

Therefore, it is expected that consumers that experience positive initial transaction utility will be less affected by a subsequent “loss” stimulus than those that have already experienced a previous loss and thus are more sensitive to changes in their status quo. Moreover, it is expected that consumers that experience a positive initial transaction utility will anchor on a reference price that is higher than their purchase price and therefore will have more space to accommodate for the new “loss” stimulus represented by the surcharge. In this sense it is hypothesized that:
H3:  It is likely that in a framing with positive initial transaction utility:

a. initial transaction utility will be less impacted by a surcharge, compared to a negative initial transaction utility.
b. willingness to purchase will be less impacted by a surcharge, compared to a framing with negative initial  transaction utility.
c. there will be a higher level of acceptance of  the surcharges, compared to a framing with negative initial  transaction utility.
Throughout their study, Bertini and Wathieu (2008) emphasize the difference of their research with that of other researchers that focus on the effects of price partitioning on numerical processing. Nevertheless, their concept is also built on that of selective attention. Based on this concept, decision-making is characterized as a goal-directed process governed by trade-offs between cognitive effort and accuracy (Johnson and Payne 1985, Shugan 1980). Therefore, the way prices are presented to consumers influences consumers’ processing of price information and evaluation of the offer (Krishna et al. 2002). Previous research on processing of partitioned price information indicate that consumers do not always process information about surcharges completely or accurately in a manner that recalled total costs are at many times lower than the mathematical sum of the two prices (Morwitz, Greenleaf, and Johnson’s 1998) According to Lee and Han (2002), consumers exposed to partitioned prices recall total costs that are approximately 8% lower than the actual amount. 

The reason for this is that, consumers can use different strategies to process partitioned prices.  According to Yadav (1994) people tend to anchor on the piece of information they perceive is most important and then adjust this perception for less important information. 
Moreover, Morwitz, Greenleaf, and Johnson (1998), identified effort and motivation as being two factors that affect how consumers process and react to partitioned prices. In other words, consumers select a strategy for a particular task by making trade-offs between the perceived benefits and the perceived costs of applying each strategy.  Whereas a strategy’s perceived benefit is the increase in utility that the consumer expects to realize, a priori, if he or she processes the partitioned price with a particular level of expected accuracy; a strategy's perceived cost is the time and cognitive effort that the consumer expects, a priori, the processing strategy to require (Morwitz, Greenleaf, and Johnson 1998). Therefore, the strategy a consumer selects in a given partitioned price context will depend on his or her perceptions of these costs versus benefits. As showed by Xia and Monroe (2004) when a surcharge represented a big amount relative to the product price, subjects were more likely to process the surcharge information in detail.
Processing strategies differ on how individual price components are weighed and combined. According to Morwitz, Greenleaf, and Johnson (1998), it is possible to divide processing strategies into three general types. In one of the strategies the total cost is calculated by arithmetically adding the base price and the surcharge. In this case, consumers’ recalled total costs for partitioned prices are similar to those of combined price prices. Although this strategy leads to the most accurate recalled total costs, it also requires the highest cognitive effort. 

Another possible way to process price information is to use a heuristic to combine the base price and the surcharge. Heuristics, at least in some task environments, can approximate the accuracy of normative rules with substantial savings in effort (Johnson and Payne 1985). Heuristic processing strategies can lead consumers to give the surcharge either greater or lesser weight than they would with a calculation strategy (Morwitz, Greenleaf, and Johnson 1998). One specific heuristic that many consumers might use to process partitioned prices is anchoring and adjustment, which has been identified as a method consumers use to simplify the task of processing multiple pieces of information (Chapman and Johnson 1999; Tversky and Kahneman 1974).  Within this heuristic, consumers tend to overweight the anchor and make insufficient adjustments with the remaining information yielding a final value that is lower than the arithmetic sum of components’ prices (Tversky and Kahneman 1974; Morwitz, Greenleaf, and Johnson 1998). Furthermore, consumers often give more weight to information about extreme attributes, on which one product is very different from other products, compared with attributes on which it is similar to other products (Morwitz, Greenleaf, and Johnson 1998).
A third strategy to process partitioned prices is by ignoring the surcharge completely. This can happen either by not noticing the surcharge at all or by noticing it but not incorporating it when recalling total product costs. This may be especially true when surcharges are presented in a manner that is physically or temporally distant from the base price, as marketers sometimes do, but also may occur when it is presented near the base price (Morwitz, Greenleaf, and Johnson 1998). When consumers completely ignore the surcharge, they recall the base price as the total cost. The ignoring strategy requires less cognitive effort than either the mathematical calculation or heuristic strategies but provides less accuracy.

Based on the concept of initial transaction utility previously mentioned, it is expected that it will act as a mediator in the motivation for the choice of processing strategy. In this sense it is expected that an offer with a more positive framing (positive initial transaction utility) will lead consumers to anchor on the base product not being motivated to adjusting sufficiently for the extra charge, whereas those that experience an initial negative transaction utility will perceive a second loss as being more salient and therefore will tend to more accurately process the surcharge. As argued by Thaler (1999), a salient event is likely to be well processed because it is likely to be encoded into a separate mental account. Thus it is hypothesized that:
H4: It is likely that framings with positive initial transaction utilities will lead to a significantly higher percentage of surcharges being processed by either heuristics or ignored compared to framings with lower initial transaction utility.
2.5 The low-cost travel online booking industry
Within the previous discussed concepts and theories the low-cost travel online booking industry provides an interesting opportunity for the testing of the different hypotheses. To begin, with the industry offers different types of surcharges, which can be manipulated in order to see the impact they exert on the consumer behavior. A short research on the websites of three low-cost airlines (i.e. EasyJet, Ryanair and Transavia), resulted in a range of different mandatory surcharges (Appendix A), which are unlikely to be perceived by consumers in the same way.  A reason for this potential variation in perception is due to the fact that, while some charges can be associated with a second institution (airport fees and government taxes), others are more clearly associated with the airline charging them (administration fee, passenger service surcharge, fuel service surcharge, online check-in). Finally, the dynamic price structure present in the industry allows for a relatively high variation of prices based on the route selected, day and time of travel.  Therefore reference prices for flights are less fixed on the consumers’ minds and can more easily be manipulated in order to created distinct framing effects.
3. Methodology

This chapter presents the method used to conduct this research. First, the research strategy is explained. Next the way in which participants were selected is clarified. Third, the measurement procedure is presented, including a justification of the measures used. This chapter finishes with a paragraph on data analysis. 
3.1 Research Strategy

The hypotheses in this study all express probabilistic relations. In order to test such relations an experiment is the preferred research strategy to be used (Dul and Hak 2008). The choice for this strategy is also supported by the fact that it exhibits the best design in order to express a causal relationship between the independent and the dependent variables as it best excludes the influence of external factors. When performing an experiment, the researcher can either expose a single group of people to different experimental manipulations (a repeated-measures design) or expose different people to different experimental manipulations (independent design) (Field 2005). In this research, the latter experimental design is used. This means that all manipulations are conducted with different groups of people that take part in each of the experimental conditions. Moreover, the experiment in this research will be divided into three parts. The first part (A) will test for the hypotheses 1 and 2 the second part (B) for hypothesis 3 and the third part (C) will test for hypothesis 4.
Within this experimental design both systematic and unsystematic variation will occur. The first source of variation will be due to the manipulation of different conditions, while the latter will be a result of unknown external factors, such as natural differences in ability, that lead to differences in performances (Field 2005). The difference in these variations will be measured and used to further analyze the data. In order to keep the unsystematic variation to a minimum, participants have been randomly distributed to the different experimental conditions, as this allows for a greater chance that the variation between experimental conditions is due to the manipulation of the independent variables. Although it is assumed that the different experimental groups are similar in terms of pre-treatment measures on the dependent variable because of the random assignment of test units to groups, this assumption cannot be checked which makes this design sensitive to the selection bias (Malhotra & Birks, 2006). The ultimate control of extraneous variables in an experiment takes place in a laboratory situation. Nevertheless, due to the large number of participants and accompanying time and costs constraints it was not possible to conduct this experiment in such a setting. Therefore, participants were approached via the internet and through a link taken to the online experiment. 

In Part A of the experiment, the independent variable (type of surcharge) is manipulated in order to measure the effect on the dependent variables (fairness of surcharge, attractiveness of the offer and willingness to purchase). This part of the experiment is composed of three different participant groups each subjected to a different experimental condition. In the second part of the experiment (B) the independent variable (initial transaction utility) together with the moderating factor (reference prices) measures the impact a surcharge has on the dependent variables (total transaction utility, purchase intention and acceptance of surcharge). Based on the same manipulation, Part C of experiment asks subjects to recall the combined total cost of their purchase in order to measure the effect on the dependent variable (price processing strategy). Experiments Part B and C are composed of two different participant groups each subjected to a different experimental condition. Due to the fact that in all parts of the experiment there is only one independent variable being manipulated a single-variable design is used.

An estimation of the required total number of participants was made by multiplying the minimum required number of participants per group (45), based on the minimum number of participants per group in similar existing researches (Bertini and Wathieu 2008; Xia and Monroe 2004; Burman and Biswas 2007), by the maximum number of groups within this research.  For Part A and B of the experiment only two independent groups were necessary however for Part C three independent groups were needed. Therefore a total of 135 participants were needed. Taking into account possible discontinuation of the experiment as well misunderstanding of the manipulation it was subjectively decided to run the experiment with 160 participants.
3.2 Selection of participants
The participants of this research are undergraduate students of Erasmus University Rotterdam. These participants were selected by convenience sampling, which is a non-probabilistic sampling technique that attempts to obtain a sample of convenient elements (Malhotra & Birks, 2006). This sampling technique has been selected due to economic and time constraints as this is the least expensive and least time-consuming of all sampling techniques. In general, students are cooperative with experiments and more easily accessible, which assured the necessary number of participants to be achieved. Apart from convenience, the decision to include only this group is due to the fact that the current manipulations might not work the in the same way with groups of different ages or with a stable source of income, which in turn would require an even larger sample.  

3.3 Measurement procedure

3.3.1 Part A

Hypotheses 1 and 2 predict that preferences formed under partitioned and non-partitioned offers are influenced by the framing of the surcharge presented. To test this proposition in an experiment, three price conditions (airport fees and taxes partitioned x administration fee partitioned x combined price) were developed and evaluated by different subjects. “Airport fees and taxes” were chosen as a representation of a “second-institution-oriented” surcharge while “administration fee” was chosen as a representation of a “company-oriented” surcharge. 
During a session, participants were asked to assume they were considering booking a city trip with friends to Stockholm. Subjects were exposed to a picture simulating an airline’s booking website showing the information on the flight they were considering booking and all payment details of the purchase. In the “airport fees and taxes” condition, participants were separately charged for the flight and airport taxes. Next, the total cost of the flight was displayed showing the sum of the previously mentioned charges. In the “administration fee” condition participants were separately charged for the flight and the administration fee. Again, the total cost of the flight was displayed showing the sum of the previously mentioned charges. Both surcharges (airport fees and taxes and administration fee) were of the same amount (9.00 EUR). In the control group (combined price offer) subjects were shown the cost of the flight, which was the same as the total flight cost, and informed that all applicable fees and charges were already included in the price. Moreover in all scenarios participants were informed that the payment fee for credit card was not included in the total cost calculated. This was informed so that participants would not confuse the credit card payment fee, which is a very common practice in the low-cost industry, with the administration fee. After each simulation, subjects were asked to respond to a set of dependent measures in order to assess the fairness of the surcharge, the overall attractiveness of the offer and their willingness to purchase.

Dependent variables
Fairness of Surcharge

For this construct a summated five-item, seven-point Likert scale was used (1 = strongly disagree / 7 = strongly agree) to measure participants’ reaction to the fairness of the surcharge (e.g., “I believe the extra charge of 9.00 EUR is based on real costs”). These Likert items were adapted from Xia and Monroe (2004) and Schindler et al. (2005). The reliability of the scale was measured through Cronbach’s alpha with a coefficient of 0.66.
Offer Attractiveness

For this construct a summated two-item, seven-point Likert scale was used (1 = strongly disagree / 7 = strongly agree) to measure participants’ attractiveness to the offer (e.g., “I believe this offer is very attractive”). These Likert items were adapted from Xia and Monroe (2004) and Bertini and Wathieu (2008). The reliability of the scale was measured through Cronbach’s alpha with a coefficient of 0.88. 

Willingness to Purchase

For this construct a summated two-item, seven-point Likert scale was used (1 = strongly disagree / 7 = strongly agree) to measure participants’ willingness to purchase (e.g., “I would probably book my trip with this airline”). These Likert items were adapted from Xia and Monroe (2004) and the reliability of the scale was measured through Cronbach’s alpha with a coefficient of 0.82.

Conceptual Model
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3.3.2 Part B

Hypothesis 3 predicts that reactions to a partitioned offer are influenced by the initial transaction utility of that offer. To test this proposition in an experiment it was necessary to resolve one issue: how to operationalize different levels of initial transaction utility in order to create a potential effect on the overall offer and surcharge perceptions. Considering that some airline booking websites present the price for the flight and the surcharges at different moments, the same design was used in this experiment in order to make possible for participants to experience initial transaction utility (based on the flight price only). Next, to assure that participants would experience different levels of initial transaction utility reference prices for a selected route were manipulated. Marketing studies often use external price information to control price expectations (Heath et al. 1995). Moreover, Schindler et al. (2005) found that reference prices can affect perceptions of partitioned offers. The reference price manipulation in this experiment was done by presenting one-way ticket prices for a trip from Amsterdam to Rome for three consecutive days (Thursday, Friday and Saturday), with two possible departures per day (morning and evening). The decision to show the flights for these three days is based on market practices and enables a realistic manipulation of reference prices. 

The manipulation was tested in a pre-test, in which a “good deal” and a “less good deal” condition were examined. A total of six different prices were presented in each condition and a restriction was given forcing participants to select the flight on Friday evening. Although this flight was of equal amount in both conditions (28.99 EUR) the other five prices were manipulated in order to create different levels of initial transaction utility. The average price of the six flight offers presented in the “good deal” condition was 63.99 EUR and in the “less good deal” condition 16.66 EUR. Considering these values as reference prices, as proposed by Enery (1970), and comparing them to the actual flight price as proposed by Thaler (1985) the “less good deal condition” yields negative transaction utility (v(-28.99 : -16.66)) and the “good deal condition” yields positive transaction utility (v(-28.99 : -63.99)).

The effectiveness of both scenarios was confirmed in the pre-test (n =20) in which participants evaluated their initial transaction utility by showing their level of agreement to three seven-point likert scale items: “I’m happy with respect to this offer”, “buying this flight for this price would give me a good value for the money I spend”, “I believe the offer is very attractive”. On average participants experienced greater initial transaction utility in the “good deal” condition (M= 12.3, S= 0.50) than in the “less good deal” condition (M= 6.1, S= 0.78). This difference was significant at t(18) = 6.70, p < 0.01. Based on the positive results of the pre-test, half of the participants were exposed to the “good deal” condition and the other half to the “less good deal” condition. 

During a session, participants were told that they were planning to travel to Rome for the weekend to visit a friend for his/her birthday and after entering the travel information on a booking website they received a certain search result for their departure flight. The decision for the flight route Amsterdam - Rome was based on a) the expectation that participants are not very aware of flight prices to this destination and for this reason accept a greater range of ticket prices; b) a research made on online low-cost flight booking websites confirmed that the difference in prices in this route was broad enough in order to significantly manipulate the range of reference prices.

Participants were asked to take a close look at the offers available in order to ensure that the different air fares were observed before the restriction was made. After reading the flight booking scenario participants were asked to respond to a set of dependent measures. After evaluating the initial offer, participants were told that as soon as they selected the flight an extra charge for taxes and fees was displayed. The extra charge was again the same in both conditions (18.57 EUR). At this point participants were asked to evaluate the overall offer on the same previous constructs and additionally a construct measuring the acceptance of the surcharge. Due to the fact that the price for the flight (28.99 EUR) and the charge for taxes and fees (18.57) are the same in both conditions, it is expected that acquisition utility will not vary within the two conditions.
Dependent variables

Transaction Utility
This construct was measured through two approximate measures of utility, those being a summated four-item, seven-point Likert scale (1 = strongly disagree / 7 = strongly agree) measuring perception of offer value (e.g., “Buying this flight at this (overall) price would make me feel like I’m getting good value for my money ”) and a summated three-item, seven-point scale (1 = strongly disagree / 7 = strongly agree) measuring the participant’s satisfaction with the offer (e.g., “I’m satisfied with the (overall) amount I have to pay for this flight”). These Likert items were adapted from Xia and Monroe (2004) and reliability of the scales was measured through Cronbach’s alpha with a coefficient of 0.93 and 0.86 respectively.
Willingness to Purchase

For this construct a summated two-item, seven-point Likert scale was used (1 = strongly disagree / 7 = strongly agree) to measure participants’ willingness to purchase (e.g., “I would probably not buy my flight from the website”). These Likert items were adapted from Xia and Monroe (2004) and reliability of the scale was measured through Cronbach’s alpha, with a coefficient of 0.81.

Acceptance of Surcharge

For this construct a summated three-item, seven-point Likert scale was used (1 = strongly disagree / 7 = strongly agree) to measure participants’ acceptance of the surcharge (e.g., “The additional charge for taxes and fees is reasonable”). These Likert items were adapted from Xia and Monroe (2004) and reliability of the scale was measured through Cronbach’s alpha, with a coefficient of 0.75.

3.3.3 Part C

Hypothesis 4 predicts that price processing strategies can be influenced by the initial transaction utility of an offer. To test this proposition in an experiment the manipulation used to test hypothesis 1 was again used. Participants exposed to either the “good deal” or the “less good deal” conditions, were asked to recall the total price of the ticket without turning back to the pages containing the prices (the website did not allow participants to go back to the previous pages). Participants were asked to suppose they had purchased the flight to Rome and that a friend who might be interested in joining for the trip asked for the total amount paid on the ticket. This question is based on the idea that the price people would tell a friend is a proxy for their estimate of the fair price, which in this case would include the flight ticket plus the surcharge (Thaler 1985).  
Dependent variable
Price Processing Strategy
Although this variable cannot be exactly observed, it is inferred based on subjects’ recalled prices. Subjects that write down a single figure within 5% of the actual combined price total cost will be considered, as in previous literature (Dickson and Sawyer 1990), as having an “accurate” price recall. Therefore such cases will be identified as an arithmetic sum price processing strategy. Prices within 5% of the base price (flight price only) will be identified as an ignoring price processing strategy. Finally, all other answers will be considered as heuristic price processing (Morwitz, Greenleaf, and Johnson 1998). 
Conceptual Model
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3.4 Manipulation Check

In order to assure that participants realized that the prices presented in all parts of the experiment were for a one-way ticket and not for a round trip, which could significantly distort the perception of the offers, participants were asked to indicate whether the purchase they had made (would make) was for a one-way or round trip ticket. This question was asked after Part A and C of the experiment. Those who stated they were purchasing a round-trip ticket were eliminated from the final data set (experiment Part A = 10, experiment Part B = 20). 
3.5 Data Analysis 
This section justifies the choice for the procedure used to analyze the data by looking at the levels of measurement of the different variables and the experimental design used.
In both experiment parts A and B, seven point Likert items (1 = totally disagree, 7 = totally agree) were used to measure subjects’ attitude towards different underlying latent variables. The level of measurement of these variables is considered interval, because they have an arbitrary zero point and the distances between the outcomes are meaningful. Therefore the Likert scale data in this research will be analyzed as interval data (Allen and Seamen 2007). 

Due to the fact that samples with one-hundred participants or more can violate the assumption of normality required for parametrical tests, all tests performed were parametrical: independent t-test and one way ANOVA. Nevertheless, in order to ensure that these test results could be supported, non-parametric tests were performed to confirm the outcomes. The results of the non-parametric tests are only displayed when they differ from those of the parametric ones. 
4. Results and Analysis

This chapter presents the results and analysis of the research. First, the results and analysis of Part A of the experiment, which proposed an influence on offer attraction and purchase intention as a result of the perception of fairness of the surcharge, are presented. Next the results concerning the proposed influence of different levels of initial transaction utility on total transaction utility, willingness to purchase and surcharge acceptance are presented. Finally, the result and analysis concerning Part C of the experiment, the proposed influence of initial transaction utility on price processing strategy are presented. 
4.1 Experiment – Part A
4.1.1 Results on fairness of the surcharge

Hypothesis 1 proposes that it is likely that a “second-institution oriented” surcharge (represented by a charge for airport fees and taxes), will have a higher perception of fairness than a financially equivalent “company-oriented” surcharge (represented by a charge for administration fee). As can be observed in figure 1, participants perceive “airport fees and taxes”, on average, as more fair than “administration fee” which is in line with the proposed hypothesis. Nevertheless a statistical test needs to be performed in order to confirm if this effect is significant. 
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In order to test hypothesis 1, an independent-samples t-test was performed on the data. This test was selected due to the fact that there were two experimental conditions (airport fees and taxes x administration fee) with independent groups of participants, the assumption of normality could be violated and the data was measured in an interval scale. The results of the test showed that on average, participants perceived the “airport fees and taxes” as being significantly more fair (M= 27.18, SE= 0.65), than the “administration fee” (M= 20.28, SE= 0.41, t (82.79)= 9.02, p<.001, representing a large sized effect r= 0.70. Therefore hypothesis 1 is confirmed.
4.1.2 Results on willingness to purchase of the offer

Hypothesis 2a proposes that it is likely that a partitioned offer will have a higher level of willingness to purchase compared to a combined price offer when the surcharge is perceived, to some extent, as being fair. Moreover, hypothesis 2b proposes that it is likely that a partitioned offer will have a lower level of willingness to purchase compared to a combined price offer when the surcharge is perceived as being not so fair. As can be observed in figure 2, the combined price offer has the highest mean level of willingness to purchase followed by “airport fees and taxes” partitioned and “administration fee” partitioned respectively. This is in line with hypothesis 2b, but not with hypothesis 2a. 
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These relations were tested through a one-way analysis of variance (ANOVA) test. This test was selected due to the fact that there were three experimental conditions (airport fees and taxes partitioned x administration fee partitioned x combined price) with independent groups of participants, the assumption of normality could be violated and the data was measured in an interval scale. The results of the test showed that there was no significant effect of the framing of the surcharge and their perceived fairness on willingness to purchase (F(2,147)= 2,18, p= 0,117). Therefore hypotheses 2a and 2b cannot be confirmed.  Nevertheless planned contrast test revealed that an offer with “administration fee” partitioned, significantly decreased willingness to purchase (t(147)= 2.08, p<0.05) compared to the other two offer formats together.  So whereas, the ANOVA concludes that there is no significant difference in willingness to purchase between the three offer formats individually, planned contrasts shows that comparing the “administration fee” offer separate to the other two offer formats results in a significant lower purchase intention for the offer with the “company-oriented” surcharge. 
4.1.3 Results on attractiveness of offer

Hypothesis 2c proposes that it is likely that a partitioned offer will have higher attractiveness compared to a combined price offer when the surcharge is perceived, to some extent, as being fair. Similarly, hypothesis 2d proposes that it is likely that a partitioned offer will have lower attractiveness compared to a combined price offer when the surcharge is perceived as being not so fair. As can be observed in figure 3, the combined price offer has the highest mean attractiveness followed by “airport fees and taxes” partitioned and “administration fee” partitioned respectively, which is not in line with hypothesis 2c, but is in line with hypothesis 2d. Nevertheless a statistical test needs to be performed in order to confirm if this effect is significant.
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In order to test hypotheses 2c and 2d, a one-way analysis of variance (ANOVA) test was conducted. This test was selected due to the fact that there were three experimental conditions (airport fees and taxes x offer administration fee x combined price) with independent groups of participants, the assumption of normality could be violated and the data was measured in an interval scale. The results of the test showed that on average, there was no significant effect of the nature of the surcharge on the offer attractiveness (F(2,147)= 2,75, p= 0,067). Therefore hypotheses 2c and 2d are not confirmed. However, planned contrast test revealed that an offer with “administration fee” partitioned significantly decreased attractiveness (t(147)= 2.04, p<0.05) compared to the other two offer formats. So whereas, the ANOVA concludes that there is no significant difference in attractiveness between the three offer formats individually, planned contrasts shows that comparing the “administration fee” offer separate to the other two offer formats result in significant lower attractiveness for the offer with the “company-oriented” surcharge. This outcome is further support by the result of the Kruskal-Wallis.
The Kruskal-Wallis test (the non-parametrical version of the one-way ANOVA), shows that offer attractiveness is actually significantly affected by the offer’s price presentation format (H(2)= 6.50, p< 0.05). This finding was followed-up by Mann-Whitney tests for which a Bonferroni correction was applied. Therefore all effects are reported at a 0.016 level of significance as a way to avoid type I errors to build up to more than 0.05. Results showed that attractiveness did not vary significantly when an offer with “airport fees and taxes” partitioned was compared to a combined price offer (U= 1110, r= -0.10), nor when an offer with “airport fees and taxes” partitioned was compared to an offer with “administration fee” partitioned. However, when a combined price offer was compared to an offer with “administration fee” partitioned, the attractiveness of the latter was significantly lower (U= 885, r= -.26). Therefore it is possible to conclude that a combined price flight offer is significantly more attractive than a flight offer with “administration fee” partitioned. However, an offer with “airport fees and taxes” partitioned has no significant difference in attractiveness compared to either a combined price offer or an offer with “administration fee” partitioned. This result rejects hypothesis 2c, but supports hypothesis 2d.   

4.2 Experiment – Part B
4.2.1 Results on total transaction utility of the offer
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Hypothesis 3a predicts that it is likely that a positive initial transaction utility will be less impacted by a surcharge, compared to a negative initial transaction utility. As previously mentioned the dependent variables “offer satisfaction” and “perceived offer value” have been used as measures of transaction utility. As shown in figures 4 and 5, although the levels of satisfaction and perceived value after the presentation of the surcharge remained higher in the “good deal” condition compared to the “less good deal” condition, the change in the level of those perceptions (slope) was bigger in the “good deal” condition than in the “less good deal” condition. These results are not in line with the proposed hypothesis. Nevertheless, statistical tests need to be performed in order to confirm if this effect is significant.
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In order to test hypothesis 3a, an independent-samples t-test was performed on the data of satisfaction and on that of perceived value. This test was selected due to the fact that there were two experimental conditions (“good deal” x “less good deal”) with independent groups of participants, the assumption of normality could be violated and the data was measured in an interval scale. The results of the test showed that on average, the change in the level of satisfaction for the “good deal” condition was significantly bigger (M= 3.68, SE= 0.44), than the change in the “less good deal” condition (M= 2.40, SE= 0.46, t (138)= -2.00, p<.05), representing a small sized effect r = 0.17. Moreover, the results of the test on the change of perceived value showed that, on average, the change in the “good deal” condition was significantly bigger (M= 4.17, SE= 0.52), than the change in the  “less good deal” condition (M= 2.28, SE= 0.48, t (138) = -2.68, p<.01), representing a small sized effect r = 0.22. Based on these results not only is hypothesis 3a rejected but the opposite is actually confirmed: “a higher initial transaction utility is likely to increase the negative impact of surcharges on the overall offer transaction utility”. Even though the non-parametric Mann-Whitney test was non-significant (U =2.091, p=0.133, r= -.13), the result of the ANOVA will be taken into account since non-parametric tests usually need more data to reach the same level of significance as parametric tests.
4.2.2 Results on willingness to purchase of the offer

Hypothesis 3b proposes that it is likely that in a framing with positive initial transaction utility, willingness to purchase will be less impacted by a surcharge, compared to a framing with negative initial transaction utility. As shown in figure 6 the level of willingness to purchase after the presentation of the surcharge remained higher in the “good deal” condition compared to the “less good deal” condition, however the change in the level of those perceptions (slope) was slightly bigger in the “good deal” condition than in the “less good deal” condition. These results are not in line with the proposed hypothesis. Nevertheless, statistical tests need to be performed in order to confirm if this effect is significant.
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In order to test hypothesis 3b, an independent-samples t-test was performed on the data. This test was selected due to the fact that there were two experimental conditions (“good deal” x “less good deal”) with independent groups of participants, the assumption of normality could be violated and the data was measured in an interval scale. The results of the test showed that on average, the change in the level of willingness to purchase for the “good deal” condition was not significantly bigger than that in the “less good deal” condition (t (138) = -0.78, p =0.438), representing a very small sized effect r = 0.06. This result rejects hypothesis 3b.
4.2.3 Results on acceptance of the surcharge

Hypothesis 3c proposes that it is likely that in a framing with positive initial transaction utility there will be a higher level of acceptance of the surcharge, compared to a framing with negative initial transaction utility. As shown in figure 7 the level of surcharge acceptance was higher in the “good deal” than in the “less good deal” condition. These results are in line with the proposed hypothesis. Nevertheless, statistical tests need to be performed in order to confirm if this effect is significant.
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In order to test hypothesis 3c, an independent-samples t-test was performed on the data. This test was selected due to the fact that there were two experimental conditions (“good deal” x “less good deal”) with independent groups of participants, the assumption of normality could be violated and the data was measured in an interval scale. The results of the test showed that on average, the level of surcharge acceptance for the “good deal” condition (M = 11.44, SE = 0.37) was significantly higher than that of the “less good deal” condition (M= 8.87, SE= 0.53, t (138) = -3.99, p<0.01), representing a medium sized effect r = 0.32. This result not only confirms hypothesis 3c, but also brings forth the fact that even though participants in the “good deal” condition were more sensitive to the surcharge than in the “less good deal” condition, they did have a higher acceptance of such charge. This seemingly contradictory result will be further analyzed in the “discussion” section of the study. 
4.3 Experiment – Part C
Hypothesis 4 proposes that it is likely that a significantly higher percentage of surcharges is processed by either heuristics or ignored – the recalled price not being within 5% of the actual combined price total cost – in the case of a framing with positive initial transaction utility than in that of a negative initial transaction utility. In order to test this hypothesis the number of people within the 5% limit (arithmetic sum price processing) was compared to those outside this limit (heuristic price processing or surcharge ignorance). As can be observed in figure 8, the “good deal” condition had a higher number of price processing through either heuristic or ignorance than the “less good deal” condition. Nevertheless, statistical tests need to be performed in order to confirm if this difference is significant.
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Pearson’s chi-square test was performed on the data. This test was chosen due to the fact that the relationship between two categorical variables (good deal x less good deal; arithmetic processing x ignorance or heuristic processing), were being analyzed. Moreover, the data satisfied the assumptions of independent design and that frequencies were greater than 5. However, results showed there was no significant association between the type of deal and whether or not participants used an arithmetic sum price processing strategy (x2 (1)= 1.94, ns, p= 0,163). Nevertheless based on the odds ratio, which measures the effect size for categorical data, participants in the “good deal” condition were 1.79 times more likely to either ignore the surcharge or process it through heuristics than in the “less good deal” condition.  
5. Discussion
This chapter discusses the current research results in light of the previous literature. Each part of the experiment is discussed and related to the existing knowledge separately.

5.1 Experiment Part A
At this point of the discussion the results of Part A of the current research are compared with previous research findings. Starting with hypothesis 1, in accordance to predictions, subjects significantly perceived “airport fees and taxes” as being more fair than “administration fee.” This result was expected and is in line with Schindler’s et al. (2005) study, which shows that consumers react differently to surcharges based on the degree to which one perceives a surcharge as contributing to a seller’s profit. This result is also in concurrence with Thaler’s (1980) observation that framing effects based on different labels can lead to different offer evaluations. Besides supporting previous studies, this outcome also extends Schindler’s et al. (2005) and Thaler’s (1980) works. First, it contributes to Schindler’s et al. (2005) study because it demonstrates that perceptions of fairness can vary not only based on a person’s skepticism towards a surcharge, but also based on the labeling of the surcharge. A surcharge that is “company oriented” is likely to be perceived as less fair than a surcharge with a label that is “second-institution-oriented.” This means that “airport fees and taxes” are less perceived as contributing to an airline’s profit than an “administration fee”. Moreover, these results extend Thaler’s (1980) study by showing that different price labels can evoke different attitudes also within the scope of surcharges. In other words, people can have different perceptions of the loss they are incurring based on how this loss is framed.

The second set of hypotheses in experiment Part A, were not all supported. None of the results of hypothesis 2 were in line with the finding of Xia and Monroe (2004) that price partitioning had a positive effect on consumers’ purchase intention, satisfaction and perceived offer value. In addition, this research has found some significant effects of labels of surcharge on offer perception, whereas they observed no effect whatsoever. Results do seem to be in line with the works of Bertini and Wathieu (2008) and Schindler et al. (2005) which show that a consumers’ preference for a partitioned offer varies according to differences in perception of the secondary charge. Hypotheses 2a and 2b, which referred to the willingness to purchase of an offer based on the different perceptions of the surcharge, were both rejected. Hypotheses 2c and 2d, which referred to the attractiveness of an offer based on the different framings of the surcharge, had different levels of significance. Whereas hypothesis 2c was rejected hypothesis 2d was supported. This means that from this study it cannot be concluded that a partitioned offer will always be more or less attractive than a combined price offer. Moreover, planned contrast test revealed that an offer with “administration fee” partitioned significantly decreases attractiveness and purchase intention compared to the other two offer formats. This result suggests that a higher number of observations could have led to a significant result from the one-way ANOVA. 
Now let’s have a closer look at each individual hypothesis. The lack of a significant difference in purchase intention between a partitioned offer with a surcharge perceived as fair and a combined price offer (hypothesis 2a), is contradictory to Sloan (apud Xia and Monroe 2004), who observed that an increase in offer transparency had a positive effect on purchase intention. At the same time this finding is in line with Xia and Monroe (2004), who observed no effect of type of surcharge on purchase intentions. The very similar means in willingness to purchase (5.73 for the combined offer and 5.70 for the airport fees and taxes partitioned offer) might indicate that when a surcharge is perceived as fair that it assumes a neutral state in the offer. This state of neutrality is probably due to the fact that a charge such as “airport fees and taxes” is perceived as being government imposed (second-institution-oriented), thus occurring externally and uncontrollably to the seller. This means that in such a case, the surcharge neither prevents nor encourages consumers from making a purchase as long as the total cost is constant. 

The result of the test of Hypothesis 2b is also in line with Xia and Monroe’s (2004) observation that there is no significant difference in willingness to purchase based on the type of surcharge. The authors found a significant difference in purchase intention between those with sensitivity to both shipping charges and sales tax compared to a combined price offer, but not individually. The lack of an effect of surcharge framing on willingness to purchase indicates that when a consumer makes a purchase decision what matters the most is the total cost of the product or service and not really how this amount is composed. Even though consumers may not be happy with paying the additional charge, which they believe not to be so fair, this will not really prevent them from making the purchase. 
With respect to hypothesis 2c, which could not be supported due to the lack of significance, it can be concluded that a partitioned offer is not likely to be more attractive than a combined price offer when the surcharge is perceived, to some extent, as being fair. This result is not in line with that of Schindler et al. (2005), since in their study the authors observed that non-skeptics of shipping-charge preferred a partitioned offer compared to a combined price offer because they perceived the separate charge to increase the transparency of the offer. Moreover, this result does not match Kahneman and Tversky’s (1979) prospect theory which says that partitioned offers should always be more painful, and thus less attractive, than combined offers. These findings also contradict Xia and Monroe’s (2004) observations that a partitioned offer increases attractiveness due to the fact that it enhances transparency and trustworthiness. The outcome of this research suggest that similar to the previous results on purchase intention, a surcharge perceived as fair might be likely to assume a neutral state in offer attractiveness. This neutral state might be the result of opposing effects: on the one hand, the increased transparency of the offer represented by the partitioning of a “fair” charge is said to have a positive effect on attractiveness but on the other hand the fact that the surcharge represents a second dispense of money, hence a second loss, is suggested to have a negative effect on attractiveness. These opposite effects might thus be the reason for a lack of a significant effect on the overall attractiveness of the offer. The reason that Schindler et al. (2005) actually did find a positive effect of fairness of surcharge could be explained by the fact that they used an external reference price, which was not incorporated in this research. A reference price does not only frame the perceptions of fairness of the surcharge, but also of the base product. Therefore a combined external reference price might stimulate the preference for a partitioned offer when the surcharge is perceived as fair, due to the fact that the price for the base product is perceived as being below market price.
The significant result of hypothesis 2d shows that a partitioned offer is likely to be significantly less attractive than a combined price offer when the surcharge is perceived as being not so fair. This result is in line with Schindler’s et al. (2005) results for shipping-charge skeptics, since these consumers also preferred a combined price offer over a partitioned offer due to the fact that they perceived the surcharge as being not fair. However, this result contradicts that of Xia and Monroe (2004). First because the authors found no significant effect of type of surcharge on offer perception and second because they argued that price partitioning has an overall positive effect on offer perception. Moreover, this finding supports the work of Thaler (1980) as it confirms a difference in offer perception as an effect of different framings of the surcharge.
The hypothesis that a partitioned offer with a less fair surcharge is significantly less attractive seems to be supported because of the fact that in this case there were no opposite effects. Instead, two separate factors intensified each other. Not only did the consumer perceive to be paying an unfair price for the purchase (due to the fact he perceives the seller to be making a profit on both the base product and the surcharge), but also, as prescribed by prospect theory (kahneman and Tvesky 1979) the consumer experiences the pain of two losses which is more painful than a single loss. Therefore the consumer experiences two negative effects at once causing the combined price offer to be significantly more attractive than the “administration fee” offer.

5.2 Experiment Part B

In experiment Part B a total of three hypotheses were tested based on the manipulation of initial transaction utility. It should be mentioned that since no similar study within the context of price partitioning has been conducted in the past, it is relatively hard to compare the results of this part of the experiment with that of previous authors. Therefore, the best way to discuss the outcomes of these hypotheses is mainly by going back to the different studies of Thaler (1980, 1985) and Kahneman and Tversky (1979, 1984, 1986, 1991) and comparing the different aspects of framing outlined in their works with the current results.

Unlike predicted in hypothesis 3a, a positive initial transaction utility did not lead to a smaller impact of the surcharges compared to a negative initial transaction utility. As previously mentioned, initial transaction utility was measured through satisfaction and perceived value of the offer. In both cases the results were actually significant in the opposite direction, which indicates that in reality, negative initial transaction was less impacted by the surcharges than positive initial transaction utility, even though the overall offer perceptions of the “good deal” condition remained higher than those of the “less good deal” condition. This means that different from what Schindler et al. (2005) proposed, subjects within the positive framing condition apparently did not use the reference prices (other flight prices) to assess the real worth of their purchase, in other words, the “size of the gain” (average reference price – flight price). If that would have been the case, the initial positive transaction utility should have led to a smaller impact from the “taxes and fees” charge due to the fact that the price for the ticket plus the tax still represented a gain compared to other options available.

There are a few possible reasons for why this unexpected effect might have happened. First, it might be that when subjects evaluate “gains” and “losses” they do not really put effort to calculate the size of the “gain” or “loss” instead they simply encode in their memories a reference state of “loss” or “gain”. According to Puto (1987), buying decisions are based on an initial reference point that represents a psychological neutral point on the dimension of judgment. As new stimuli are encountered, they are judged in relation to the initial reference point and then are combined with preceding stimuli to form a new reference point to be used in judging additional stimuli. Based on this conception it can be assumed that at first all participants found themselves in the similar situation (initial reference point) of “searching for plane tickets to visit a friend in Rome” once they found themselves being restricted to a choice that represented the cheapest (most expensive) option available, their reference point was adjusted to the new stimulus. Subjects that found themselves with the cheapest (most expensive) offer moved to a new reference state of “gain” (“loss”), which was used as a base for judging additional stimuli (charge for fees and taxes). 

According to Kahneman and Tversky (1984) the experience of pleasure or pain associated with a change of reference state is critically dependent on the dynamics of hedonic adaptation. Humans rapidly adapt to their current situation, becoming habituated to the good or the bad, and thus becoming more sensitive to their relative status: both that which they recently have and that which they perceive others to enjoy (Brickman and Campbell 1971). Since the new stimulus (charge for fees and taxes) represented a loss from the subjects’ current state, participants were biased in favor of retaining their current status quo, but since that is not possible in a partitioned offer (unless the subject gives up on the purchase) they were forced to adapt and move forward to a new and “worse” reference point. 

The fact that participants in the “gain” reference point were more negatively impacted by the surcharge than those in the “loss” reference point is not in line with Tversky and Kahneman’s (1991) concept of diminishing sensitivity. According to the concept described by the authors, subjects are supposed to be more sensitive to changes near their status quo. Following the same line of thought, an additional loss should be more painful when a subject already finds himself in a reference state of “loss” than in a reference state of “gain”. Nevertheless, the opposite effect was observed, indicating that it is likely that participants did not think in terms of the “size of loss”, but in terms of changes in their current reference point. 

Another explanation for the unexpected results can be given based on Thaler’s (1985), concept of expected reference outcome. This might be the case due to the fact that when participants were asked to evaluate the flight offers for the trip to Rome they were not clearly informed about the fact that taxes and fees would still be added to the price. Therefore it is very likely that once subjects moved to their new reference point based on the “good deal” and “less good deal” manipulations, that they expected that state to be the final outcome of the purchase. If that was the case, participants in the “good deal” condition expected to make their purchase in reference state of “gain” with respect to the other offers, whereas the ones in the “less good deal” condition expected to make the purchase in a reference state of “loss”. Based on these expectations, it is understandable that consumers that expected to make a “gain” out of the deal are more impacted by an unexpected loss than those that already expected to make a “loss” in the deal. Based on this explanation, the results once again indicate that instead of evaluating the size of the “loss”, (the air fare plus the tax still represented a gain compared to other options available) participants most likely focused their evaluation on the fact that they experienced an unexpected loss, thus creating more pain for those in a state of an expected “gain” than those who already found themselves in a state of expected “loss”. 

Hypothesis 3b is discussed at two levels. First, the unexpected difference in means for the changes in willingness to purchase on the “good deal” and “less good deal” conditions is discussed, after which the lack of significance of this result is explained. The discussion for the results of this hypothesis is based on Thaler’s (1985) model of transactions evaluation, previously discussed in the literature review.
Based on the experiment’s manipulation, the different price framings of the two conditions led participants to have different levels of willingness to purchase the ticket at the price of 28.99 EUR. Subjects’ decisions were based on their perception of the “deal” (transaction utility) and on what they individually judged to be the value equivalent of the flight (acquisition utility). Although it was attempted to keep acquisition utility constant between the two conditions, its relative impact, which was not accounted for, is most likely the reason for the unexpected slightly higher impact of the surcharge on the “good deal” condition. In other words, initially, in the good deal condition, more people were willing to purchase the flight due to the fact that it represented a good deal and was within their equivalent value for the purchase. Once the total cost increased, due to the addition of the surcharge, the relative number of people affected by the higher total cost (negative acquisition utility) was higher in the “good deal” condition than in the “less good deal” condition. This is mainly due to the fact that the initial number of people already not willing to purchase the flight in the “less good deal” condition was higher. Therefore, it is most likely that the unexpected outcome occurred due to the unaccounted counterbalancing effect of the acquisition utility on the relative change on willingness to purchase the flight at its total cost. Hence the lack of significance might be related to the influence of a second variable that was not measured in the experiment.  
Finally, the result of hypothesis 3c poses an interesting and seemingly contradictory outcome with respect to hypothesis 3a. As predicted, subjects experiencing a positive initial transaction utility had a higher rate of surcharge acceptance compared to those who experienced a negative initial transaction utility. This result is interesting because it shows that although participants who experienced a positive initial transaction utility suffered a greater impact from the surcharge (3a) they also accepted these charges better than the participants who experienced a negative initial transaction utility (3c). Apparently these results indicate that consumers might have different reactions when analyzing a surcharge separately or in combination to the rest of the offer. According to Kahneman and Tversky (1984), there are cases in which a disadvantage can be framed either as a cost or as a loss, whereas losses are more aversive than costs. Perceiving an identical amount as a payment makes the outlay more acceptable than thinking of the same amount as a loss. 

Therefore, it might be the case that when participants analyzed the taxes isolated, they perceived it as a cost inherent to traveling by plane, but when they had to judge the surcharge as a stimulus to their current reference point they perceived it as a loss. Thus in the first situation, participants probably took into account the fact that in the “good deal” condition the surcharge is a cost that can be better accepted due to the fact that it doesn’t change the purchase from being a “good deal” compared to the initial reference prices, which is in line with hypothesis 3c. However in the second situation, when the surcharge is perceived as a loss of value, those with an initial positive transaction utility are more affected by the surcharge, as explained in the discussion of hypothesis 3a.

5.3 Experiment Part C

Experiment Part C extended the manipulation of initial transaction utility by exploring its impact on price processing strategies. Hypothesis 4 proposed that participants who experienced a positive initial transaction utility would be less motivated to process the surcharge than those who experienced a negative initial transaction utility. Nevertheless the different conditions did not lead to significant differences in price processing strategies. Even though there was a higher number of participants who processed the total cost of the flight through heuristics in the “good deal” condition, it did not represent a significant difference. Since all existing studies related to price partitioning and price processing strategies compare the differences between processing a partitioned and a non-partitioned offer, it is hard to relate this experiment, which compares the processing of two differently framed but equivalent offers, to past studies. 

As mentioned in the literature review, Morwitz, Greenleaf and Jonhson (1998) identified effort and motivation as being two factors that affect how consumers process and react to partitioned prices. Due to the fact that the components (flight fare and surcharge) of both conditions were the same, any difference in processing is accounted by the subjects’ difference in motivation to process these prices based on the “good deal” and “less good deal” manipulation. The fact that there was no significant difference in strategy choice when motivation was being manipulated could be due to reasons related to the design of the experiment or to the industry being studied. 

The design of the experiment might not have been able to create strong enough differences in motivation so that the plane fare and surcharge would be placed in the same “mental account” in the “good deal” condition and in separate “mental accounts” in the “less good deal” condition (Thaler 1985). In other words, it was expected that participants in the “less good deal” condition would find the surcharge more salient than those in the “good deal condition”. Due to the fact that the current experiment design forced participants evaluate the offer before and after the surcharge, it is likely that it also influenced the degree of salience of the surcharge. Since the research made a clear distinction between the offer without and with taxes it is very likely that such design also contributed to participants encoding the surcharge in a separate “mental account”, and thus using similarly processing strategies. 

Furthermore, the non-significant result might be related to the industry being analyzed. The low-cost travel airline industry has forced new regulation to be created due to the fact that many consumers felt “tricked” by the price presentation format of airlines. Nowadays regulations force airlines to be very transparent and clear in presenting their flight offers. The attention brought to the price presentation format of low-cost travel airlines, might therefore have affected the general level of individuals’ effort in processing the different costs presented in an offer. According to Kim and Kachersky (2006), when a consumer knows that a price is meant to persuade him, he will engage in more effortful processing of price information. Moreover, the low-cost travel airline industry is known for presenting relatively high surcharges compared to the price of the base product (air fare). Surcharges that are relatively large compared to the base price of a product or to other concurrent surcharges tend to be more salient (Kim and Kachersky 2006). This provides one more reason for the lack of significantly different price processing strategies used.
6. Conclusion
This chapter summarizes the conclusions of the present study. In addition, practical implications of the current research are given and the limitations of the research are discussed. Finally, this chapter ends with directions for future research.
6.1 Conclusion of the study

This study was initiated based on the combination of two factors: previous literature shows contradictory outcomes with respect to partitioned pricing and the dynamic low-cost travel airline industry is an under-researched domain within this field of study. The increasing number of additional fees and the variation in price strategies pursued by the top players in the industry raised the following question: can partitioned offers in the low-cost airline industry be framed to attract more customers and increase revenue? In order to answer this question, existing surcharge framings were identified and potential framing effects based on the dynamic nature of prices in this industry were analyzed. 
Although different framings of surcharge had already been analyzed within the scope of price partitioning, the impact of the nature of a surcharge had not been completely analyzed. Moreover, all research performed on framings of partitioned prices never focused on the effect that framings of the base price of a product could have on the impact and processing of a surcharge. Therefore, the current research represents an additional step in extending the concept of the effect of price framing within the context of price partitioning. Despite the fact that not all outcomes turned out to be in line with the proposed hypotheses, this study did present some interesting findings and provides a solid foundation for future research. The results of the research showed that:

1. Different surcharge frames used in the online flight booking market, based on different labels of the charges, can significantly influence offer perceptions and purchase intention.

2. Different levels of initial transaction utility lead to significantly different impacts of the surcharges on offer perception, although no significant result was found to affect purchase intention.

3. A higher level of initial transaction utility leads to a higher acceptance of the surcharge.

4. Different levels of initial transaction utility do not lead to significant differences in price processing strategies of flight offers.
Even though not all hypotheses of this research were confirmed, the results of the study do strengthen past findings and provide better insight into the effects of price framings in a different industry and in a distinct theoretical context. In general, it can be said that price framings within the context of price partitioning does influence offer perception and impact of the surcharge. Nevertheless, the only significant impact on purchase intention was found with planned contrast, indicating that, offer formats do not always impact the demand for low-cost flights. It is very important to mention that it is not possible to conclude that a price partitioned offer will always be superior to a combined price strategy, or vice versa, because this will always depend on the framings used in each offer. As observed in this study, both external reference prices and labels of surcharges can be framed in ways that lead consumers to react differently to financially equivalent offers. Therefore this study suggests that price is not simply an independent cause of disutility, but also a determinant of the degree to which consumers assess purchases’ advantages and disadvantages, consequently stimulating changes in individuals’ consumption behavior.

6.2 Recommendations for practitioners

The results of this research indicate that although multi-part pricing provides firms with the ability to make adjustments to the framing of pricing schemes without impacting total price, caution is necessary in order not to decrease offer value. Based on the results of this study, different recommendations can be made to practitioners with respect to decisions related to price partitioning.  As observed, the label given to a surcharge might impact the overall perception of an offer. An offer with a surcharge perceived as being not so fair, is likely to be found less attractive by consumers. Moreover, results have indicated that partitioned offers with a surcharge perceived as being not so fair can also decrease general willingness to purchase compared to other partitioned or combined offers. Therefore it is very important for marketers to minimize perceptions of unfairness with respect to surcharges. Charges that have stronger associations with second institutions are apparently likely to be perceived as more fair than those that are directly associated with the company (seller). Thus partitioned “company-oriented” charges must be very clear and well explained in order to avoid consumers’ perceptions of unfairness. Since there has been no significant difference in offer perception or demand between a combined price offer and a partitioned offer with a surcharge perceived, to some extent, as being fair, there seems to be no difference in the way customers value these offers. Hence, customers seem to be indifferent between a partitioned offer with a fair charge and a combined offer when reference prices are not available.
Moreover, this research has confirmed that framings of the base price of an offer can also affect consumer behavior, and should thus be taken into account by marketing managers. A very interesting finding is that a base price framing that leads to a higher initial transaction utility also leads to a higher acceptance of a surcharge. Nevertheless, managers should keep in mind that the higher the initial transaction utility the bigger the disutility caused by the surcharge. 
Finally, in the context of the low-cost travel airline industry, it should be taken into account that consumers are very much price-oriented. Therefore, the final price of the offer and not its composition, seem to be the most important for consumers when deciding to make a purchase. In addition, managers should not expect price processing strategies to vary between consumers, most probably due to the relatively high surcharges and consumer skepticism which increases the salience of surcharges for this market.
6.3 Limitations of the research

Although this research has contributed in strengthening and extending the existing literature on price partitioning, this research also has its limitations. The first limitation refers to the experimental design. First of all, none of the parts of the experiments was executed in a laboratory situation. In such an environment, the setting manipulation could have been executed better. Although the failure of manipulation was in general not very high, in experiment part C many participants misunderstood the format of the answer required. While the question asked for “the price they would tell their friend” many participants instead of writing a numerical amount wrote a verbal answer such as “the real price” or “the price of the flight plus the taxes”. Such misunderstanding indicate that the question was probably not very clear, but also highlights the disadvantages of performing an experiment through a website that does not allow high customization of questions. In this case, the website selected, did not allow restricting the answer to a numerical amount, and even though the response box was sized for five characters, this did not actually restrict answers that were longer than that. Another limitation with respect to the experiment design is based on the fact that all parts of the experiments (A,B,C), were conducted consecutively. This design was chosen for because of the time constraints involved in this research. Therefore, there is the possibility that one part of the experiment might have in some way impacted one or more of the subsequent parts. Future studies ideally should make each part of the experiment as separate experiments preferably executed by different subjects.
A second limitation of the current research is the sampling technique that was used to select participants. A problem of convenience sampling is that statistically it restricts the generalization of the research findings to a population, because the sample is not representative of the population. Reaction to partitioned pricing may depend on factors such as age, education, and income. Thus the proportion of consumers affected by the fairness of the surcharge, initial transaction utility, and price processing strategy is not necessarily representative of the population as a whole.  Moreover, the fact that many students are frequently asked to take part in different researches, might also have a negative effect on the results. For example, it is not sure if students executed the experiment very seriously. In addition, they might also have been biased to giving certain answers based on what they believed would benefit the researcher. Therefore future research should consider involving a greater variation of respondents. 
Furthermore, all parts of the experiment did not actually require consumers to make an actual purchase and it is possible that subjects behave differently when making actual purchases instead of hypothetical choices. 

Finally, although it was assumed that an interval scale was used to measure the individual constructs, there are chances that changes in response levels are not equivalent. In other words, it might be that a change in scale from a 7 to a 6 is smaller than a change from a 4 to a 3. Therefore it is recommended that future researches check for robustness of the scale when analyzing the results.
6.4 Recommendations for further research 
Apart from the recommendations for future research that are put forward by the limitations identified in the previous section, there are additional recommendations based on the different parts of the experiment which are presented in the following paragraphs.
To begin with, this paper has introduced a new set of behavioral effects that result from price partitioning.  It has shown that price format influences consumers’ perception of offer, both with respect to framing of surcharges as well as to framing of the base price. Concerning the framing of surcharges, it might be interesting to perform further confirmatory studies to ensure that “second-institution-oriented” charges and “company-oriented” charges lead to different offer perceptions and demand. Moreover, it would be interesting to investigate if offer perception and acceptance of surcharges can be differently influenced by multiple “fair” or “less fair” charges.  

Regarding future developments within the framing of base prices, different recommendations can be made. Due to the fact that no previous research within the context of partitioned prices has been dedicated to similar analysis, framing of base prices provide the most prominent avenue for future research. To begin with, since this research only compared reactions to different framings of the base price of partitioned offers, in the future, it would be interesting to also make this comparison with a combined price offer. Another suggestion would be to investigate the effect of brand in framing perceptions of the base price and impact and acceptance of the surcharge. Moreover, simultaneous manipulations of base price and surcharge could be investigated. For example, how would consumers react to paying taxes that are actually higher than the flight price? In addition, can thresholds be identified in which price changes for low-cost airline tickets do not impact initial transaction utility? Would this threshold be different for price changes of full service carriers? Is it possible that a person who pays a more expensive flight, in comparison to reference prices, reacts differently to surcharges than a person who pays a higher price, but which is relatively cheap in comparison to reference prices? It would also be interesting to investigate potential consumer differences in offer perception, when clearly stating that surcharges are not included in the price. Moreover, would there be differences in perceptions of offers with a lower and a higher base price that is followed by a lower “company-oriented” surcharge or a higher “second-institution-oriented” surcharge?

Furthermore, this research shows that consumers might not always encode prices as specific monetary amounts and therefore are influenced by partitioned prices without being able to recall any particular total amount, or cost for the product. Hence, other types of recall measures should also be employed. In the case of this research, for example, consumers might have interpreted the flight they were restricted to choose as being “cheap”, “reasonable” or “expensive” or even as being a “good deal” or a “bad deal”. Moreover, the taxes could have been encoded as a “cost” or a “loss” in the offer. Thus it is recommended that future research considers using multiple measures to determine how partitioned information is encoded and stored in memory. 

Finally, this research has been performed only within the leisure segment of the low-cost travel market. In the future it would also be interesting to perform an experiment that compares consumers traveling for business and for leisure purposes. Especially since nowadays low-cost airlines are increasingly aiming at diversifying their customer base by offering so called “a la carte” offers.
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Appendixes

Appendix A: Surcharges of three main European low-cost airlines

[image: image14.emf]DEPARTURE FLIGHT

Amsterdam to Stockholm

Dep 17 December 2009        15:40

Arr 17December 2009         17:30

1 x Adult  29.99 EUR

Administration Fee        9.00 EUR

Total Price 38.99 EUR

*

Transaction costs (credit card) not included

DEPARTURE FLIGHT

Amsterdam to Stockholm

Dep 17 December 2009        15:40

Arr 17December 2009         17:30

1 x Adult  29.99 EUR

Administration Fee        9.00 EUR

Total Price 38.99 EUR

*

Transaction costs (credit card) not included

DEPARTURE FLIGHT

Amsterdam to Stockholm

Dep 17 December 2009        15:40

Arr 17December 2009         17:30

1 x Adult  29.99 EUR

Administration Fee        9.00 EUR

Total Price 38.99 EUR

*

Transaction costs (credit card) not included


[image: image15.emf]Administration Fee 

Partitioned

Combined 

Offer

Taxes 

Partitioned

1

-2 1 1

2

0 1 -1

Contrast

Type of offer presentation (partitioning)

Contrast Coefficients


Appendix B: Experiment Part A - offer presentations
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Appendix C: Experiment Part B - offer presentations 
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Appendix D: Dependent variable measures 

Part A:

Variable: Willingness to Purchase
- I would very likely book this offer at this total flight cost
- I probably would NOT book my trip with this airline
 Variable: Attractiveness
- Booking this flight with this airline makes me feel good 
- I believe this offer is very attractive
Variable: Fairness of Surcharge

- It seems the company is trying to make a profit with the additional charge of 9.00 EUR
- I am comfortable with the extra charge of 9.00 EUR
- It seems like the airline is trying to rip-off its customers with the extra charge of 9.00 EUR

- I believe the extra charge of 9.00 EUR is based on real costs

- I believe the additional charge of 9.00 EUR is too high to be true
Part B:

Variable: Transaction utility (measured by satisfaction and perceived value)

- I’m satisfied with the (total) amount I have to pay for this flight
- The (total) amount I have to pay for this flight is reasonable
- I’m not very happy with the (overall) offer

- By buying this flight I would be making a really good deal 

- Buying this flight would make me feel good 

- I would get a lot of pleasure knowing I bought this flight at this (total) price
- Buying this flight at this price (total amount) would make me feel I'm getting good value for my money
 Variable: Willingness to Purchase

- It is very likely that I would choose to buy this flight 
- I would probably not buy my flight from this website
Variable: Acceptance of Surcharge

- The additional charge for taxes and fees makes me really dissatisfied
- The additional charge for taxes and fees makes the offer much less attractive
- The additional charge for taxes and fees is reasonable
Part C:

Variable: Price Processing Strategy

- Suppose you have decided to purchase the flight. A friend who might be interested in joining you for the trip asks you about the total price you have paid for your ticket. What is the price you tell your friend?
Appendix E: Overview of Statistics – Experiment Part A
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Appendix F: Overview of Statistics – Experiment Part B




Appendix G: Overview of Statistics – Experiment Part C

   
Figure 1: Mean perceived Fairness of Surcharge
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Figure 2: Mean perceived Willingness to Purchase
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Figure 3: Mean Perceived Attractiveness of Offer





Figure 4: Mean Level of Satisfaction





Figure 5: Mean Perceived Value of Offer





Figure 6: Mean Perceived Willingness to Purchase





Figure 7: Mean Acceptance of Surcharge





*Based on information available in November 2009





Figure 8: Share of Price Processing Strategies





Figure 13: Planned contrast tests for attractiveness of offer





Figure 17: Descriptive Statistics Part B





A. “Airport Fees and Taxes” partitioned: 





 B. “Administration Fee” partitioned: 





C.  Combined Price Presentation 





Figure 10: ANOVA Purchase Intention





Figure 9: Descriptive Statistics Part A





Figure 12: ANOVA Attractiveness of Offer





Figure 11: Planned contrast tests for purchase intention





Figure 14: Kruskal Wallis Test for attractiveness and purchase intention 





Figure 18: Groups Statistics for Independent t-tests





Figure 15: Mann-Whitney post-hoc test for the significant result of the Kruskal Wallis test for attractiveness of offer 





Figure 16: Independent t-test for fairness of surcharge 
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Figure 20: Chi-square test





Figure 19: Independent T-tests








