Chiao Da Management Review
Vol. 26 No. 1, 2006

HEEHBRRAOERZZIHE N

Improving Unfairness Perceptions of Prices

#1=18 Jen-Bor Huang
HERBETREHEA

Dept. of Information Management, Ming Chuan University
w % % Huey-Pyng Shyu

B

China Institute of Technology

7k 1% Ching-Te Chang

FEXLREMIE LA
Dept. of Finance and Banking, Chinese Culture University

Abstract: Many studies have examined the perceived unfairness of price
increases and its consequences, but few works have examined methods of
improving unfairness perceptions. This study examines two strategies managers
can employ to improve perceived price unfairness, namely giving explanations
and using bundled offers. A total of 686 subjects participated in a study with a 2
x 4 between-subject design to test the effects of the two strategies. The results of
the study show that giving explanations and using bundled offers can mitigate
unfairness perceptions derived from price hikes. Directions for future research
also are discussed.
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1. Introduction

Businesses such as airlines, restaurants and hotels often are fully booked and
turn away customers rather than raising prices (Withiam, 1994). Economists
attribute these phenomena to the hostile reaction of customers to price increases
perceived as unfair (Kahneman, Knetsch, and Thaler, 1986). Kimes (2002)
showed that many survey respondents considered the use of yield management in
the hotel and restaurant industries to be very unfair.

Perceptions of price unfairness create consumer resistance to purchasing.
Kahneman, Knetsch and Thaler (1986) show that customers are willing to travel
an extra five minutes to punish grocers considered unfair. Piron and Fernandez
(1995) illustrates that customers care about fair treatment and are willing to resist
unfair systems even at costs to themselves. Campbell (1999a) demonstrated that

perceived unfairness lowers shopping intentions.

While many studies examined the perceived unfairness of price increases and
its consequences, few works have examined methods of improving unfairness
perceptions. Bolton, Warlop and Alba (2003) showed that consumers are
inclined to believe that the selling price of a good or service is substantially higher
than its fair price, causing widespread perceptions of price unfairness.
Improving unfairness perceptions thus is critical for maintaining good customer
relationships and increasing long-term firm profitability. With price increases
derived from increased demand as the scenario, this study examines how
companies can improve unfairness perceptions. Drawing from the literature on
fairness, human resources and bundling, this work examines two strategies that
managers can employ to improve perceived price unfairness: giving explanations
and bundling with other offers. The study also examines the degree to which the
two strategies can compensate for increased unfairness perceptions.
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2. Fairness

Questions of fairness arise in all exchange relationships. The study of
fairness has engaged researchers from numerous disciplines, such as economics,
psychology, marketing, organization, and social psychology. Researchers
generally consider exchange transactions to involve both outcomes and the
process used to achieve those outcomes. For pricing, the outcome in question is
the selling price of a good or service, with the question being whether that selling
price is above or below its fair price. The process of an exchange transaction
consists of the assessment of procedures used for decision making; for example,
the considerations involved in price setting. Fairness judgments regarding
outcomes are usually studied under the term of distributive justice, whereas those
involving processes are labeled procedure justice (Adams, 1965; Colquitt et al.,
2001; Jasso, 1980; Lind and Tyler, 1988)

2.1. Distributive justice

Most mutually satisfying exchange relationships require distributive justice.
Based on the equity theory of Adams (1965), people are concerned not with the
absolute level of outcomes per se but rather with outcomes fairness. One way of
determining outcome fairness is to calculate the ratio of “input” to outcome, and
compare the ratio of one with that of the other. Oliver and Swan's (1989) survey
of automobile purchaser inputs to and outcomes from the sale transaction, and
purchaser perceptions of salesperson inputs and outcomes revealed that fairness
concerns dominate satisfaction judgments. - Satisfaction, in turn, is strongly
related to consumer intention cognitions. Discrepancies between actual and
“just” outcomes produce emotional distress, motivating actors to restore a sense
of fairness, such as by refusing to deal with the company again.

Kahneman, Knetsch, and Thaler (1986) surveyed randomly selected adults
from the Vancouver and Toronto metropolitan areas regarding the fairness of

various hypothetical business transactions. Kahneman, Knetsch, and Thaler
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contended that community norms regarding what constitutes a fair price are used
for making fairness judgments. They proposed the principle of “dual
entitlement,” which states that buyers are entitled to the terms of the reference
prices and firms are entitled to their reference profits. When the reference profit of
a firm is threatened, increasing prices to protect that profit is considered fair.
Firms need not pass savings along to buyers when their costs decrease. However,
firm exploitation of increased market power, such as during a supply shortage, is
considered unacceptable. Many studies have confirmed these findings (Gorman
and Kehr, 1992; Schein, 2002). '

One of the focuses of pricing studies in marketing has been the role of
internal reference price held by buyers in evaluating purchase utility (Rajendran
and Tellis, 1994). Comparing actual price with internal reference price allows
consumers to form a perception of price fairness (Thaler, 1985). - Bolton, Warlop
and Alba (2003) examined consumer perceptions of price unfairness in the
absence of price changes, and found that fairness perceptions are driven by
comparisons to past prices, prices of competitors, and perceived -costs.
Consumers systematically underestimate the effects of inflation and costs. Many
costs are ignored, leading to high profit estimates that contribute to perceptions of
unfairness. Restated, the internal reference prices and fairness judgments of
consumers are strongly influenced by perceptual biases, increasing the burden on
companies to deal with and point to the importance of improving unfairness
perceptions. '

2.2, Procedural justice

While the distributive justice of exchange relationships affect the fairness
perceptions, the process employed for decision-making is also essential in
determining fairness perceptions. In the context of pricing, consumers care not
only about the price they have to pay but also about how that price is derived.
“Dual Entitlement” not only deals with distributive justice: fair price and fair
profit (Cox, 2001), but also deals with the processes which are judged by
consumers for the price fairness (Maxwell, Nye and Maxwell, 1999). The same
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price increase can be perceived as fair or unfair, depending on whether or not the
process meets social norms. For example, 79% of respondents considered it
acceptable for a local grocer to maintain profits by raising the price of lettuce by
30 cents per head to cover increased costs. However, 79% of respondents
considered it unfair for a grocer to raise prices immediately on current stock of
peanut butter in response to an increase in the wholesale price of peanut butter
(Kahneman, Knetsch, and Thaler, 1986).

Bies and Moag (1986) introduced the concept of interactional justice, which
focuses on the quality of the interpersonal treatment people receive when
procedures are implemented. Greenberg (1993) considered interactional justice
fo consist of two components: informational justice and interpersonal justice.
Informational justice may be enhanced by providing procedural information that
demonstrates regard for people’s concerns. When explanations meeting the
criteria of consistency and unbiasedness are offered to account for inequitable
states, such as pay cut and layoff, perceptions of inequity may be reduced
(Greenberg, 1990). Bies and Shapiro (1988) found that people facing negative
outcomes, such as being denied a job or having a proposal rejected, were more
likely to accept those outcomes as fair when they received a reasonable
explanation of the procedure used to reach those outcomes than when no such
justification was provided. The role of informational justice also has been
demonstrated in the domains of performance appraisal, employee theft, 'corporate
smoking ban and employee reactions to corporate layoffs (Greenberg, 1993).
Shaw, Wild and Colquitt (2003), in a meta-analysis, found that explanation
strongly affects fairness perception, and moreover this effect is moderated by
outcome favorability. Speciﬁceilly, explanations have more effects on fairness
perception when outcome favorability is low than when outcome favorability
varies. In other words, individuals attend less to the explanation content in the
absence of unfavorable outcomes.
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3. Methods of Improving Unfairness Perceptions

Based on previous literature on fairness, human resources and bundling, this
study identifies two factors that might improve perceptions of price unfairness,
namely: providing explanations and bundling with other offers.

3.1. Providing Explanations

As noted, in the context of human resource management, considerable justice
research has demonstrated that explanations for negative decisions can lessen
negative reactions associated with those decisions. It is reasonable to expect that
explaining the reasons for the price increases would reduce perceptions of
unfairness.

In an experiment, Campbell (1999b) demonstrated that when reasons for
price increases were given to respondents, they did not infer negative motive and
the prices were perceived to be fair. The reasons provided for the price increases
were quite simple, either that the firm had already been charging the “unfair”
price or that the price increase had been planned weeks in advance. However,
the scenarios described by Campbell are stated as facts and are treated as a given
for the respondents to inferred motives of the firm. In practice, no objective
third party exists to tell customers the story related to the price. That is, no one
except the firm can tell customers that the price hike was planned weeks in
advance. Respondents would discount explanations given by the firm, reducing
the effectiveness of the situation in which the explanations for the price hike are
given as facts. Consequently, the effects of firms providing explanations for
price hikes still remain to be tested.

3.2. Bundling with other offers

Bundle pricing, the selling of two or more products or services for a single
price, is quite common. For example, hotels often offer packages that combine
lodging and admissions to attractions. Tour packages usually comprises of
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transportation, lodging, meals and attraction admissions. The use of promised
donations to charity as an incentive for making a purchase can be considered‘a
bundling of the product with an incentive (Strahilevitz and Myers, 1998). The
use of bundling as a marketing strategy makes economic sense for companies
because it increases sales and profits (Stremersch and Tellis, 2002).
Considerable behavioral research, mostly based on prospect theory (Kahneman
and Tversky 1979) and mental accounting (Thaler 1985), has focused on the
presentation of price information to buyers (e.g., Yadav and Monroe, 1993).

The prospect theory holds that decisions in risky situations are made based
on values assigned to gains and losses with respect to a reference point and
decision weight (Kahneman and Tversky, 1979). Generally, the value function
of a prospect is concave for gains and convex for losses. Furthermore, the value
function is steeper for losses than for gains so that losses hurt more than gains
help.

Thaler (1985) extend the above analysis to incorporate compound outcomes.
For multiple gains, individuals would prefer segregation over integration. For
multiple losses, individuals prefer integration over segregation. For hotel prices,
charging $140 for a one night stay and two meals worth $40 is preferable to
charging $100 for the stay and $40 for the two meals, since $140 is a single loss,
while $100 and $40 are two losses. ‘

4. Hypotheses

Suppose a firm faces a situation of demand exceeding supply. In such a
situation, the firm may wish to raise prices. However, the firm may be
concerned that such a price increase will provoke customer perceptions of
unfairness. If explanations and bundles are effective in reducing perceptions of
unfairness, the firm may consider raising prices and simultaneously providing
explanations and extra offers. However, before implement this strategy, the firm

must ensure two things: first, providing explanations and bundling with other
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offers are effective in this scenario; second, the improvement of unfairness
perceptions resulting from the two strategies can more than compensate for the
increase in unfairness perception from the price hikes. If providing explanations
and bundling with other offers can reduce the unfairness perceptions to a level
comparable to the no-price-hike scenario, a firm can take advantage of the high
demand situation to increase prices. On the other hand, if a firm raises prices,
and bundles this price rise with various offers and explanations, yet customers
still feel this is less fair than if no price hike is implemented, the firm would be
better off maintaining the price unchanged in spite of high demand.

4.1. The Scenario

Consider the following scenario:

A hardware store has been selling snow shovels for $15. The
morning after a large snowstorm, the store raises the price to
$20.

The scenario, taken from Kahneman, Knetsch and Thaler (1986, p729),
exemplifies one source of unfair perception. In this example, 82 percent of
respondents (N=107) considered it unfair for the hardware store to exploit the
short-term increase in demand associated with a blizzard. Frey and Pommerehne
(1993) posed a similar question in their survey in Switzerland and Germany and
found that 83% of respondents (N=215) considered this practice unfair or very
unfair. Raising the price of snow shovels in this situation violates distributive
and procedural justice, as well as the dual entitlement principle. Furthermore,
price increases are also seen as more unfair when they are driven by an internal
factor rather than external factors such as increased component cost. Thus, it
seems reasonable for an overwhelming majority of respondents to consider the
scenario unfair.

The present study employs a similar scenario:
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A town has two big hotels, A and B. Hotel A is closed for
renovation. The price for a room in Hotel B used to be $100 per
night. However, while Hotel A is closed for renovation, Hotel B
raises the price to $120. Is this price increase fair?

Refer to Table 1 for the wording in each cell in the experiment.

In one of our separate studies, the question was post to 201 MBA students
and their colleagues, of whom the overwhelming majority (about 71% of
respondents, N=201) considered raising prices to take advantage of the supply
situation unfair. The percentage seeing the price increase as unfair is
comparable to that in Kahneman, Knetsch and Thaler (1986) and Frey and
Pommerehne (1993). Notably, the scale used herein has-a mid-point, while the
scales in their studies had no mid-point, forcing respondents to choose either fair
or unfair.

4.2. Providing explanations

In the present experiment, one of the treatments was to provide explanations
of how the price was set. For a 20% price hike, Hotel B explains that (please
refer to Table 1):

When demand exceeds supply, the hotel association asks that the
member hotels do not increase price by more than 40%. We

increased the price by only 20%.

Several studies in human resources have illustrated interaction effects by
showing stronger explanation effects in low outcome favorability conditions
(Colquitt and Chertkoff, 2002; Gilliand, 1994). If no injustice is perceived, any
knowledge gained from explanation is of limited importance. In contrast, when
individuals can easily envision better states of well-being, they should attend
more to the information provided in the explanation, making that explanation
more powerful (Shaw, Wild and Colquitt, 2003).
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H1: Providing an explanation does not affect fairness perceptions when the
price is not raised

H2: Providing an explanation improves unfairness perceptions of increased
prices.

4.3. Bundling

One of the bundling scenarios in the experiment is as follows:

A town has two big hotels A and B. Hotel A is closed for
renovations. The price for a room in Hotel B used to be $100 per night.
However, when Hotel A is closed for renovation, Hotel B sells for

$140 a package including a hotel stay and two restaurant meal coupons
worth $40.

Suppose the margin on the restaurant meals is 50%. In this case the $140
package allows the firm to make an additional $20. By simply raising the price
from $100 to $120 without bundling, the firm also makes an extra $20 too.
From the firm’s perspective, the two scenarios are equally profitable. However,
customers may prefer the bundling scenario for the following reasons.

When raising the price, bundling with other offers at the same time may have
three advantages. First, if the price is raised to $120, consumers have to pay an
extra $20 for an identical product. However, bundling with meals worth $40
provide more for consumers. Although consumers are forced to pay higher
amount, bundling is still a better deal for them than raising the price from $100 to
$120 without bundling.

Second, Soman and Gourville (2001) built on the sunk cost literature, and
showed that price bundling leads to a disassociation or “decoupling” of
transaction costs and benefits, thus reducing attention to sunk costs and
decreasing a consumer likelihood of consuming a paid-for service. Bundling
thus blurs the relationship between price and services. It is difficult to identify
and account for costs in a price-bundled transaction, making it difficult for

consumers to compare the component price in the bundle with the original price,
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reducing price sensitiviiy (Yadav and Monroe, 1993). Bundling thus may blur
cognition related to price increase, improving fairness perception as compared to
‘price increase alone.

Third, bundling with other offers provides customers with multiple gains.
Since the value function of the gain is concave, two gains are preferred to a single
gain, three gains are preferred to two gains, and so forth. Bundling with other
products significantly improve customers perceptions of value.

If price increases are maintained, the value of the bundle increases as more
offers are added. Individuals prefer bundles that include more offers. This
reasoning is consistent with the concept of distributive justice. The more an
individual gets for the same price, the fairer the individual considers that price to
be.

H3: Bundling is a viable strategy for improving unfairness perceptions
surrounding price increases
(a) For the same profit, bundling is perceived as fairer than an outright
price hike.
(b) Fairness perceptions improve as more offers are added to the bundle.

Bundling may provide several advantages, but raising prices has one great
disadvantage. If the reference point of customers in making the fairness
judgment is zero, customers may not see the loss as significant by comparing
$100 with $140. However, if customers use the original price of $100 as the
reference point, they compare the monetary loss with the gain from the bundles.
Since customers hate losses, they may see the price increase as unfair even if the
extra offers in the bundle are worth more than the price increase, making it not
worthwhile for the firm to raise the price in the first place. Harlam et al. (1995)
showed that changes in purchase intentions due to a bundle price ‘increase’ are
larger than changes in purchase intentions due to an equal bundle price ‘decrease’
relative to consumers’ reservation prices for the product components of the bundle.
Overall, weighing the loss that customers incur and the gain from bundling,

customers are expected to perceive bundling price as unfair, even the extra offers
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are worth more than the price increase. Furthermore, if bundling with other
offers is effective in improving fairness perceptions, it is likely to diminish the
effectiveness of providing explanations, since weak explanation effects exist in
higher outcome favorability conditions. Consequently, the interaction effect
between the two factors constrains the effectiveness of explanation.
H4: Respondents who received an explanation and additional offers do not
perceive prices as being as fair as respondents who received no price hike
and no explanation.

5. Methods

An experimental design is used to examine the effects of using explanations
and bundling with other offers.

5.1. Design and Procedures

A 2 x 4 between-subject design, giving explanation (no, yes) and bundling
(no price hike, price hike with no bundling, price hike with one extra offer, price
hike with two extra offers), is used for the study, as shown in Table 1 . For the
cells with price hike and no bundling, the price is raised to $120, meaning an
extra $20 profit for the firm. Meanwhile, for the cells with price hike and one
~ extra offer, i.e., two meals worth $40, the price is raised to $140. The profit
margin on the $40 meals is assumed to be 50%, i.e., $20. The two scenarios thus
produce the same profit for the firm. For the cells with price hike and two extra
offers, two meals worth $40 plus $20 discount on a future stay, the price is
maintained at $140. Consequently, this scenario is expected to be considered
fairer than the scenarios with price hikes and one extra offer.

Respondents in each cell read the purchasing scenario. For respondents in
the cells with explanations, a paragraph indicating the reasons for the prices (and
the extra offers) is given to the respondents. After reading the scenarios (and

explanations), the respondents answer questions about the fairness perceptions of
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the price and the firm. One of the questionnaires is list at the Appendix as an

example.

Table 1. Experimental Design and Scenarios

No price increase

Price increases only

Price increase by
bundling with $40
meal coupons

Price increase by
bundling with $40
meal coupons and $20
discount on future

stay
No A town has two big A town has two big A town has two big A town has two big
explanation hotels A and B. hotels A and B. hotels A and B. hotels A and B.
Hotel A is closed for Hotel A is closed for Hotel A is closed for Hotel A is closed for
renovation. The price | renovation. The price | renovation. The price | renovation. The price
for aroom in Hotel B | for a room in Hotel B | for a room in Hotel B | for a room in Hotel B
used to be $100 per used to be $100 per used to be $100 per used to be $100 per
night, and this price is | night. However, night. However, night. However,
maintained while when Hotel A is while Hotel A is while Hotel A is
Hotel A is.closed for closed for renovation, | closed for renovation, | closed for renovation,
renovation. Hotel B raises this Hotel B sells a $140 Hotel B sell a $140
price to $120. package which package which
includes a hotel stay includes a hotel stay,
and two restaurant two restaurant meal
meal coupons worth coupons worth $40
$40. and a $20 discount on
a future stay.
1 2 3 4
Provide (Same as the above) (Same as the above) (Same as the above) (Same as the above)
explanation

Hotel B explains that
when demand exceeds
supply, the hotel
association asks that
member hotels do not
increase prices by
more than 40%.

Since Hotel B wants
to thank customers for
their patronage over
the years it has
decided to maintain
the price at 100.

5

Hotel B explains that
when demand exceeds
supply, the hotel
association asks that
member hotels do not
increase prices by
more than 40%.

Hotel B has increased
its price by only 20%.

6

Hotel B explains that
when demand exceeds
supply, the hotel -
association asks that
member hotels do not
increase prices by
more than 40%.

Hotel B wants to
thank customers for
their patronage over
the years and thus has
decided to sell a
package which does
not increase the prices
of a hotel stay and
meals

Hotel B explains that
when demand exceeds
supply, the hotel
association asks that
member hotels do not
increase price by more
than 40%. Hotel B
wants to thank
customers for
patronage over the
years and thus has
decided to sell a
package through
which customers can
actually save $20.

Cell numbers are indicated in the bottom right corner of each cell.
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5.2. Measures and Subjects

Four items are used to measure fairness. One item is similar to the one
employed in Kahneman, Knetsch and Thaler (1986) and three items are taken
from Oliver and Swan (1989). The items were translated into Mandarin and then
back translated to ensure the accuracy of the translation. All items were
measured using a 7-point Likert scale, with -3 indicating strongly disagree and +3
indicating strongly agree.

The questionnaires were administered to full time and part time MBA .
students in university classes in northern Taiwan. Students were given a
randomly chosen one of the eight questionnaires. Additionally, each student was
given eight extra questionnaires, encompassing the eight cells in the experiment.
The students were asked to take the questionnaires to their coworkers or friends to
collect more data. A total of 765 questionnaires were distributed and 686 usable
questionnaires were returned, representing a response rate of 90%.

These 686 responses included 56.4% males and 43.6% females. Most
respondents (68%) were aged between 24 and 40. Some 82.4% of respondents
had at least two years of college education. = Finally, 24.8% of the respondents
were full time students.

6. Results

The coefficient alpha of the four items of fairness measurement is .92. For
simplicity, the following analysis uses the average value of the four fairness
measures. Table 2 lists the means and standard deviations of fairness
perceptions. As expected, providing an explanation does not improve fairness
perception for the no price hike situation (mean values .91 vs. .93, p-value = .90).
Hypothesis 1 thus is supported.
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Table 2. Summary Statistics of Fairness

215

No price increase

Increased price
only

Price increase by
bundling with $40
meal coupons

Price increase by
bundling with $40
meal coupons and
$20 future stay
discount

No xplanation

91(1.17), N=83
1

-1.25(1.26), N=88
2

-.78(1.24), N=85
3

-20(1.23), N=86
4

Provide
explanation

93(1.22),N=87
5

-.96(1.34), N=87
6

-51(1.38), N=85
7

-.035(1.13), N=85
8

Cell numbers are indicated in the bottom right corner of each cell.
In each cell the mean of fairness (using the average of four 7-point ratings scales

ranging from -3 to +3) is reported with standard deviations shown in parentheses.
N indicates the number of observations in each cell.

ANOVA analysis requires the assumption of data normality and equal

variance across groups.
group shows that the data follow normal distribution.

Examination of normal probability plots of data in each
Furthermore, Levene’s

test of equality of error variances is not significant (F(5,510) = 1.263, p-value
= .279). ANOVA analysis of the data, excluding the no-price-hike situation,
shows that explanations significantly improve fairness perception (F(1, 510) =
4.67, p-value = .03)(Table 3).

Table 3. ANOVA Analysis of the Effects of Bundle and Explanation

Sum of Mean
Source Squares df Square F P-Value
Bundle 84.29 2 42.14 26.26 .000
Explanation 7.49 1 7.49 4.67 .031
Bundle * Explanation 44 2 22 .14 .873
Error 818.39 510 1.61
Total 910.68 515
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Hypothesis 2 thus is supported. The same ANOVA analysis shows that
increasing the bundling offers improves faimess perceptions (F(2, 510) = 26.6,
p-value < .01). The improvement from no bundling offer to one additional
bundling offer improves the faimess perception from -1.11 to -.64 (mean
difference = .47, standard error = .14, p-value = .002). Moreover, the
improvement from bundling one additional offer to two additional offers improve
the fairness perception from -.64 to -.12 (mean difference = .53, standard error
=14, p-value < .001). Thus, hypothesis 3, bundling is perceived as fairer than
an outright price hike that achieves the same profit, and moreover that fairness
perception increases with the number of offers, is supported. The results support
the contention that bundling improves unfairness perceptions.

Mean fairness perception for no-price hike and no explanation is .92 (1.19)
(cell 1 in Table 2). Respondents consider no-price hike to be fair. The mean
value of fairess perception when the price is raised and two extra bundling offers
are provided is -.035 (1.13) (cell 8 in Table 2). The mean difference between the
two-cells is .95 (with standard error .18, p-value < .001). Thus, hypothesis 4,
that respondents who received the explanation and the two extra offers will not
perceive the price as being as fair as those who received no price hike and no
explanation, is supported. Notably, the value from the two extra offers in the
bundle exceeds the extra monetary cost to consumers, namely $40.

Figure 1. Mean of Fairness in Each Cell
1.5

Mean of Fairness
o

No price Increased  Bundling with Bundling with
increase price only one offer two offers

Price and Bundle

—e— No explanation —#— Give explanatioﬂ
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7. Discussion

The experiment findings suggest that giving explanations to consumers can
mitigate perceived unfairness from a price increase. As predicted, providing an
explanation effectively improves unfairness perceptions only when respondents
face an unfavorable situation. When demand exceeds supply and the firm
maintains its price, no unfairness perception exists. In this situation, providing
an explanation does not affect fairness perceptions.

Bundling with other offers can improve perceptions of price unfairness. As
expected, fairness perceptions increase with the number of offers a firm gives to
customers. However, raising prices to take advantage of increased demand has a
significant negative impact on fairness perceptions. The impact is so large that
bundled offers which more than compensate for the increased price still cannot
remove the unfairness perceptions. Firms thus are advised not to exploit short
term increases in market power by raising prices.

To our knowledge, the existing literature has not empirically examined the
problem of improving price unfairness perceptions. Research opportunities exist
in at least three areas for further examining the issue of improving price
unfairness perceptions. First, there are numerous situations in which consumers
perceive prices as unfair, such as no show penalties (McCarthy and Fram, 2000),
targeted promotions (Feinberg, Krishna and Zhang, 2002), price increase from
inflation and comparison with competitor prices (Bolton, Warlop and Alba, 2003).
Consequently, research can be conducted in the future to examine the
effectiveness of the two methods of improving price unfairness perceptions in
those situations.

Second, the merits of different types of explanatioﬁs deserve further study. In
the human resource literature, some works have shown that excuses, where the
authority shifts responsibility to some external cause, can achieve beneficial
results.  Other studies have suggested that justifications, which admit

responsibility while appealing to higher order concerns, are more effective than
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excuses (Shaw, Wild and Colquitt, 2003). In the price context, the relative
merits of excuses, such as where the price increases are due to cost increases
which are beyond the control of the firms, versus justification, such as where the
increased prices are necessary for the firm to survive and continue to offer
services to customers, deserve to be explored. In any case, perceiving
explanations as fair require them to be recognized as honest, genuine and not
manipulative (Lind and Tyler, 1988). Research also should measure the effects
of explanation clearness, reasonability, and detail.

Third, literature on bundling deals mostly with the preference and purchase
intentions for congrégation or segregation presentation of prices and offers. Few
previous works deal with the issue of improving unfairness perceptions. This
study only examines a 20% and 40% increase in prices and a couple of additional
offers in a bundle. Varying the level of price increases and changing the variety
as well as quantity of offers can advance our understanding of improving
unfairness perceptions.
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