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Abstract

Since Pay-What-You-Want is a relatively new field of study, the influence factors during the pricing
process are not sufficiently explored. It was hypothesized that in a hypothetical Pay-What-You-
Want situation, increased social interaction and social norm compliance would lead to a higher
willingness to pay for a travel mug. In a laboratory experiment, 79 German students were ran-
domly assigned to three groups which varied in the degree of social interaction. Social norm com-
pliance was assessed with a questionnaire. A 3 x 3 between-group factorial ANOVA showed a sig-
nificant main effect for social interaction (p = 0.025, 2 = 0.08), whilst social norm compliance was
slightly not significant (p = 0.067, 72 = 0.03). Follow-up comparisons were calculated and the re-
sults discussed. The findings implicate that especially the degree of social interaction should be
regarded, both by researchers and practitioners, as an important situational factor influencing the
price in a Pay-What-You-Want situation.
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1. Introduction

Finding the right price for goods and services is a major challenge for sellers in all businesses. The participative
pricing mechanism Pay-What-You-Want (PWYW) seems to be an unconventional alternative to address that
challenge. Instead of focusing on the seller, it sets the buyer in full control over the pricing process, empowering
him to set the price for the offered product completely on his own [1]. Additionally, the seller is not able to re-
ject a buyer’s offer, even though the range of possible prices includes zero [1].
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Following the concept of the homo oeconomicus, one might expect the buyer to selfishly pay a prize of zero.
Contrary to this, numerous real world applications have turned out to be profitable for the seller. The best known
example for a successful PWYW campaign is the release of the Radiohead album In Rainbows in 2007. The
band published the album on its own website and let the customers set the buying price. They sold up to three
million records, earning more money than with all prior albums combined [2]. Other artists followed their cam-
paign successfully [3]. As an example for the service sector, the IBIS Hotel in Singapore successfully used
PWYW pricing as an opening campaign [4]. In December 2012, a zoo in Muenster, Germany, changed its pric-
ing mechanism to PWYW. Over 56,000 visitors made use of the offer, increasing the zoo’s revenues by 2.5
times compared to December 2011 [5].

All these examples have in common that they were short time offers only. Hence, they could have been posi-
tively affected by pioneer effects that do not last over time [6]. However, the online platform Humble Bundle
has successfully employed PWYW pricing mechanisms for years. Since 2010, they have sold packages of digital
content for more than 110 million dollars [7]. Moreover, Riener and Traxler [8] were the first to conduct long-
term studies of PWYW effects, monitoring the revenues in an Austrian restaurant. Over two years, the average
payment decreased slightly, while the number of daily guests increased, leading to positive revenues overall.
Until today, there is clear evidence that Pay-What-You-Want pricing can be a profitable alternative pricing
mechanism [9]-[12].

The first researchers to investigate the seemingly surprising success of PWYW applications were Kim et al.
[1]. Besides giving a definition and classification of PWYW pricing, they examined which factors influenced the
price in PWYW situations. They conducted three field experiments in the service sector (restaurant, cinema,
delicatessen), whereby the total revenues under PWYW pricing increased in two cases. Furthermore Kim et al.
[1] found seven factors influencing the price that people paid. In all three experiments, the customers’ reference
price, income, price consciousness, satisfaction, and fairness motives seemed to be main drivers in the pricing
process. Moreover, altruism and loyalty were found to be important contributors in one of the three studies.
Henceforward, those seven factors were mainly accepted and assumed for further research [13] [14].

Nevertheless, Kunter [12] correctly stated that the seven factors by Kim et al. [1] where not derived from a
conceptual framework and are therefore not necessarily exhaustive. For instance, Kim et al. [1] did not regard
compliance to social norms as an independent factor on the price although they used it as main explanation for
possible positive revenues in PWYW situations. In that regard, Regner [15] found that social norms play an im-
portant role in PWYW pricing in addition to fairness motives. In his field experiment, participants’ expectations
about what others thought about their payments influenced the pricing process. Likewise, Jung, Nelson, A.
Gneezy and Gneezy [16] found that participants relied heavily on the real or perceived behaviour of others dur-
ing PWYW pricing. Furthermore, an experiment by Mak, Zwick, Rao and Pattaratanakun [17] revealed that over
several rounds, social pressure from other buyers led to increased payments from those paying a below average
price. Over the course of five studies, findings by Kunter [12] showed that the avoidance of feelings of guilt was
a pivotal factor during PWYW pricing. According to the author, guilt was triggered through a self-observed
violation of social norms (e.g. paying to little). Feelings of shame which occurred when a violation of social
norms was seemingly observed by others were also found to be relevant factors in some of Kunter’s [12] studies.
Moreover, Dorn and Suessmair [18] found that social agreeableness had an effect on the willingness to pay in an
online PWYW experiment. Social agreeableness was measured as the expectation of what others think about
oneself when deciding how much to pay.

Altogether, the recent research indicates that compliance to social norms seems to be an important additional
factor in PWYW pricing that goes beyond fairness motives, consumer loyalty and altruism. This assumption is
additionally supported by findings concerning the effect of social norms compliance in related fields such as tip-
ping behaviour [19] or social dilemmas [20].

It can further be assumed that social interaction has an influence in PWYW pricing. Again, results from re-
lated economic fields such as dictator games [21]-[23], public goods experiments [24] [25] and donations [26]
[27] show clear evidence for increasing payments under higher degrees of social interaction. However, the effect
of social interaction on the price in PWYW situations has seldom been studied and the results obtained so far are
inconclusive. For example, Regner and Riener [6] conducted a field experiment on buyer-seller interactions in
an online music store. They found that a reduction of anonymity between the buyer and the seller led to an in-
crease of mean payments but a reduced number of overall purchases, resulting in a loss of revenues. On the
other hand, an online experiment conducted by Dorn and Suessmair [18] revealed that increased imagined



L. P. Hilbert, A. Suessmair

buyer-seller interaction led to a higher willingness to pay for a McDonald’s BigMac in a hypothetical setting.

Kim et al. [11] also tested the effect of buyer-seller interactions on PWYW pricing in an online experiment
and two field studies. In the experiment, the degree of social interaction was varied from an anonymous online
purchase to a personal buyer-seller relationship. While the effect was found to be highly significant in the online
experiment, the field studies in a French restaurant and a cafeteria showed no significant effects of social inter-
action on the price paid. The authors explain these findings with the problem of creating an anonymous setting
in a restaurant or cafeteria where personal interaction between the waiter and the guests can hardly be avoided.

In an analogue field experiment, A. Gneezy et al. [3] tried to avoid this problem by letting the customers in
the anonymous condition pay by putting money in an envelope. The customers in the “observed” setting paid at
the counter. Surprisingly, the results revealed that payments in the anonymous condition were slightly but sig-
nificantly higher. This could be explained by the fact that customers in the anonymous condition received €20 in
change that they could use to pay exactly the price they wanted. Hence, it can be argued that anchor effects have
interfered in the pricing process [28].

In conclusion, the literature shows mixed evidence on the effects of social interactions on PWYW pricing.
Each hypothetical online experiment and field study faced problems in controlling social interaction as an inde-
pendent variable. To address this problem, the present study aims to examine the effects of social interaction in a
controlled laboratory PWYW experiment. Moreover, it aims to further examine the effects that social norm
compliance has on the price in PWYW situations. Therefore, a laboratory experiment is conducted in which par-
ticipants can set their own price for a travel mug. The degree of social interaction is varied over three steps,
namely from anonymous pricing over a setting where the price has to be named to the experimenter to a setting
where the price has to be named to the experimenter in the presence of a second participant. Furthermore, the in-
fluence of social norm compliance in each situation is assessed through a questionnaire. It is hypothesized that
higher degrees of social interaction lead to a higher willingness to pay in the PWYW situation. It is furthermore
hypothesized that social norm compliance has a positive effect on the willingness to pay.

2. Method
2.1. Participants

The participants (60 women, 19 men, Mug = 21.52 years, SD,q = 3.12 years, range: 19 - 38 years) were re-
cruited through course newsletters and lectures at the Leuphana University in Germany. All participants were
enrolled students, all but two studying Business Psychology. The mean net income of the participants including
student loans and child benefits was €634.55 (SD = 232.39). The participants received a certificate for their at-
tendance which is mandatory for Business Psychology students.

2.2. Design

To address the research hypotheses, a 3 (Social Interaction: low, medium, high) x 3 (Social Norm Compliance:
low, medium, high) between-group factorial ANOVA on the willingness to pay for a travel mug in a PWYW
Situation was used.

Social Interaction was a between-participant variable and reflected how much the participant interacted with
other people during the pricing process. In the low-interaction group, participants did not interact with anyone
during the whole pricing process. In the medium group, the participants interacted with the experimenter while
setting the price. In the high condition, two participants were present at the same time. They had to interact with
the experimenter in the presence of the other participant.

To analyse the second factor, participants’ social norm compliance was assessed using a questionnaire. To
transform the continuous measure into a categorical variable, participants were later divided in three percentile
groups.

2.3. Materials

Whilst the majority of PWYW research has been done on either digital goods [10] [14] [15] or in the service
sector [1] [3] [8], a travel mug was chosen for the present experiment. It was assumed that all participants would
be familiar with travel mugs which was confirmed in the pre-test. The travel mug was manufactured by the
German company ISOSTEEL. In 2007, the recommended retail price for the travel mug was €17.95. Hence, the
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chosen product ranks in the upper middle-class for travel mugs.

2.4. Measures

The willingness to pay for the travel mug constituted the dependent variable. Findings by Marett et al. [14] in-
dicated that willingness to pay overestimates the price that would actually be paid in a PWYW situation. There-
fore, the willingness to pay in the present experiment was not used to gain insights into total revenues for the
travelling mug compared to alternative pricing mechanisms. However, the interpretability of group differences is
not affected by this limitation and has been used in other studies [13]. Social Norm Compliance was measured
on a scale consisting of three items, (Table 1) on five-point Likert scales, ranging from “1: totally disagree” to
“5: totally agree”. In the pre-test, the scale had a good internal consistency (Cronbach’s a = 0.75). The average
of the three items constituted the score for each participant and was later used to allocate them to three percentile
groups, leading to a low (SNC 1: <2.33), medium (SNC 2: 2.34 - 3.33) and high group (SNC 3: >3.34). The
items were mixed with six other subscales measuring factors relevant in PWYW-Situations to distract partici-
pants from the research question. The factors altruism, fairness, income, price consciousness, satisfaction and
reference price were adapted from Kim et al. [1] and measured in the same manner with three items each.

Even though these factors were proposed a few years ago and are widely accepted, there are still no validated
scales to measure them. To address that challenge, the items were based on previous research studies [1] [14]
and additionally tested in the pre-test. Thereby, the items were analysed for floor and ceiling effects and Cron-
bach’s a was obtained to test the internal consistency for each scale (Table 1). As a result of the pre-test, the
factor loyalty which was also introduced by Kim et al. [1] was dismissed and several items were reformulated.

In addition, the questionnaire contained explorative questions on the relevance of social norms. The partici-
pants were asked if they had considered any social norms during the pricing process and if so, to describe them
and give examples. Furthermore, participants were asked if they experienced the PWYW-Situation to be pleas-
ant and if they would prefer a non-participative pricing method. The participants were further asked to guess the
retail price of the travel mug and to answer questions about their habits regarding the consumption of hot bev-
erages. Those questions were posed to explain possible statistical spikes and to collect data for possible explor-
ative research. The questionnaire finished with socio-demographic questions.

2.5. Procedure

The participants registered through a poll created with an online scheduling software. The poll was limited to a
maximum of two persons for each time slot. The only information given beforehand was that the experiment
was about a travel mug and would last for around 20 minutes. Those participants who enlisted solely were ran-
domly allocated to the low and medium social interaction group whereas the participants who registered for the
same time slot formed the high group. An anonymous registering hindered participants to arrange their pairing
intentionally.

The experiment took place in a seminar room at the university. All participants were welcomed and thanked
for their attendance. Afterwards they were asked to take their seat which was located sideways to the experi-
menter. The instruction, the questionnaire and the travel mug were already placed at the table. The participants
were asked to read through the instruction in which the PWYW mechanism was described shortly. It was stated
that the seller would like to use the travel mug to test a new pricing method in which the buyer was empowered
to choose the price on his own. It was also stated that naming any price—including a price of €0.00—would di-
rectly lead to a purchase. Participants received a product description that was provided by the manufacturer and
were actively allowed to take closer inspections on the travel mug during the pricing process.

Participants in the low interaction group received the entire instruction in a written form and chose the price
on their own, simulating an anonymous purchase. In the group with medium social interaction the part of the in-
struction concerning the pricing mechanism was read out by the experimenter and the participants were asked to
name the price they were willing to pay. Thus, this group represented a buyer-seller situation. Participants in the
high interaction condition attended the experiment pairwise. Again, the part of the instruction concerning the
pricing mechanism was read out by the experimenter. This time both participants were told to choose their price
on their own and note it on a blank paper. Beforehand, they were also informed that they would be asked to
name their price to the experimenter when both participants had chosen their price. In that way, it was ensured
that both participants were conscious about the interaction with the experimenter in the presence of the other
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Table 1. Scales and items for influence factors on the price in PWYW situations.

Scales and items (Cronbach’s a) M SD

Social norm compliance (a = 0.75)

I did not want to pay less than respectable. 274 135
| thought about what others expected me to do. 208 110
I did not want to get negative attention by paying an inadequate price 224 1.08

Altruism (o = 0.85)

| wanted to be good towards the seller. 218 1.05
| wanted to help the seller. 187 0.92
I did not want to put my interests above those of the seller. 223 1.06

Fairness (o = 0.93)

| wanted to pay a fair price.? 316 141
I did not want to be unfair towards the seller. 289 118
| wanted to pay a suitable price. 3.08 114

For me, fairness played no special part in the pricing process.”

Income (a = 0.96)

I referred to my income. 313 160
I thought about how much money | have available. 3.18 149
I referred to the money | possess.® 321 154

I did not consider the amount of money | possess at all.”

Price consciousness (a = 0.79)

| wanted to make a bargain buy. 379 113
| wanted to seize the opportunity to pay a minimized price for the product. 323 135
I did not want to spend to much money.? 426 079

Getting a cheap price was of secondary importance for me.

Reference price (o = 0.88)

I imagined the average price of the product. 290 143
I had in mind how much | would have to pay in a regular store. 3.08 1.36
I thought about how much the product usually costs. 310 139

Satisfaction (a = 0.72)

I referred to the quality of the product. 311 125
I chose the price on the basis of my satisfaction with the product.? 332 153
I referred to my confidence in the product. 353 118

I thought about whether the product seemed high-class to me.”

Loyalty” (a =—0.13)

I would have paid a different price if | had been a regular customer. 323 149
I considered that this was a non-recurring offer. 295 159
| looked after my loyalty towards the seller. 215 137

Note: All results were taken jrom the pre-test. The items were translated from German. ®Item was dropped after the pre-test. ®Item
was added after the pre-test. The loyalty scale was dropped after the pre-test due to a lack of internal consistency.
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participant but not able to adjust their price to the other’s price. Altogether, the last group simulated a buyer-
seller setting under observance of a third party.

After the pricing situation, participants were asked to complete the questionnaire described above. Subsequent
to finishing the questionnaire, participants were repeatedly thanked for their attendance, received their certificate
and were offered some sweets.

3. Results

All requirements to perform an ANOVA were met (Table 2 & Table 3).

Results of the ANOVA on the willingness to pay for a travel mug in a Pay-What-You-Want situation revealed
a significant main effect for social interaction, averaged over social norm compliance, F(4, 70) = 3.87, p = 0.025,
#? = 0.08. This was followed up by three pairwise main effect comparisons, indicating that the willingness to
pay in the high social interaction group (M = 12.80, SD = 5.01) was significantly higher than the willingness to
pay in the low social interaction group (M = 9.15, SD = 4.26), p = 0.008 (Figure 1). Moreover, the willingness
to pay in the medium social interaction group (M = 11.92, SD = 5.55) was significantly higher than the willing-
ness to pay in the low social interaction group, p = 0.042. There was no significant difference between the high
and the medium social interaction group, p = 0.519.

The main effect of social norm compliance on the price paid in the PWYW situation was slightly not signifi-
cant, F(4, 70) = 2.80, p = 0.067, 5° = 0.03, indicating that people experiencing a low social norm compliance (M
= 9.58, SD = 5.53) were willing to pay the same price as people experiencing a medium (M = 11.32, SD = 5.06)
or a high (M =12.71, SD = 4.63) social norm compliance.

There was no significant interaction between the social interaction and social norm compliance, F(4, 70) =
0.89, p = 0.473, 5* = 0.04.

4. Conclusions

The aim of this study was to investigate the effects of social interaction and social norm compliance on the price
in PWYW situations. Therefore, a buying situation for a travel mug was simulated under PWYW conditions in a
laboratory experiment. It was hypothesized that an increased degree of social interaction in the pricing situation
would lead to a higher willingness to pay. This hypothesis was confirmed because participants in the anonymous

Table 2. Kolmogorov-Smirnov-Test on normal distribution of the willingness to pay for each
condition.

Condition df Statistic Sig?

Social interaction

Low 26 0.16 0.068
Medium 25 0.11 0.200°
High 25 0.13 0.200°
Social norm compliance
Low 24 0.11 0.200°
Medium 25 0.14 0.192
High 27 0.12 0.200°

Note: df = degrees of freedom. A normal distribution of the willingness to pay can be assumed in all conditions.
ALilliefors Significance Correction is used. ®This is the lower bound of the true significance.

Table 3. Levene’s test for equality of variances®.

Dependent variable F df 1 df 2 Sig.

Willingness to pay 0.43 8 70 0.901

Note: df = degrees of freedom. Equality of variances can be assumed. *Design: Constant term + social interaction
+ social norm compliance + social interaction*social norm compliance.
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Figure 1. Means of the willingness to pay for different degrees
of social interactions. Error bars represent standard error.

condition paid approximately 25% less than participants in the setting with buyer-seller interaction and those in
the setting in which the buyer-seller interaction was additionally observed by a third party. This result supports
findings from prior online experiments that indicated higher payments under increased social interaction [11]
[18].

However, the results did not reveal a significant difference between the medium social interaction group in
which the participant had to name the price to the experimenter and the high interaction group where an observ-
ing participant was added to the setting. These results are in contrast to findings by Dorn and Suessmair [18]
who found that an additional third party observance increased payments compared to an unobserved buyer-seller
interaction. As argued by Chang, Lusk and Norwood [29], hypothetical settings such as the ones used by Dorn
and Suessmair [18] might have a weaker external validity than experimental settings. Hence, this difference in
findings might be explained by the fact that the imagined impact of increasing social interaction could have been
overestimated by the participants in the online experiment. However, both studies provide strong evidence on
the general effect of social interaction in PWYW situations which need to be researched in further detail. For in-
stance, it could be examined if different amounts and kinds of observers (e.g. unknown persons, friends, other
buyers) vary in their impact on the price. Furthermore, the evidence for the effect of social interaction on the
price in field experiments is mixed [3] [11] [15]. Hence, further research should be conducted to replicate the
findings of this laboratory experiment in the field.

The second hypothesis stated that participants who comply stronger with social norms would state a higher
willingness to pay. This hypothesis had to be rejected since no significant differences on the willingness to pay
were found between participants who exhibited low, medium and high degrees of social norm compliance, con-
tradicting findings from Jung et al. [16], Kunter [12] and Mak et al. [17]. Hence, the findings of this study indi-
cate that social norm compliance is not a relevant factor in PWYW pricing. However, this interpretation has to
be considered with caution. First of all, significance for the effect of social norm compliance was missed just
slightly and the means show a pattern that follows the hypothesis. Participants with a low score on social norm
compliance were willing to pay an average of €9.58, whilst those with medium scores averaged at €11.32 and
those complying strongly with social norms at €12.71. Furthermore, social norm compliance was measured
through self-assessment after the purchase which can be biased in general as shown by Dunning, Heath and Suls
[30]. Precisely, since social norms can often be activated unconsciously [20], they could have affected the par-
ticipants stronger than they have noticed. Therefore, further investigations on the influence of social norms
could try to go beyond self-assessment. For example, one could try to actively manipulate social norms during
the experiment. Following findings by Kunter [12], this could be done through explicit priming before the ex-
periment, establishing feelings of guilt or shame through social norms.

Additionally, this study provides explorative indications of the profitability of PWYW pricing on consumer
goods. Whilst theoretical illustrations by Kim et al. [1] give an overview on product and service qualities that
could enhance profitability under PWYW pricing, the empirical validation for consumer goods is rather scarce.
Disregarding the fact that the willingness to pay overestimates the actual price paid in a PWYW situation [14],
the findings from this study imply that selling low to medium priced consumer goods under PWYW conditions
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could lead to positive revenues. In the present study, only two participants chose a price of €0.00 which was
balanced out by more than 10% of the participants who were willing to pay more than the recommended retail
price of €17.95 and two participants who chose to pay €25. To evaluate this implication, field studies should try
to investigate the total revenues of consumer goods under PWYW pricing.

In conclusion, this study presents important findings for both researchers and practitioners. Given that this is
the first study to manipulate social interaction in a laboratory experiment, the findings help to understand its ef-
fect in PWYW situations. The results implicate that the degree of social interaction is as an important influence
factor in PWYW pricing and should be added to the prevalent seven factors established by Kim et al. (2009).
Thus, the integration of social interaction would add a situational factor to the established person-related (e.g.
altruism, fairness, income, loyalty, price consciousness) and object-related (e.g. reference price, satisfaction)
variables. Since the findings on the influence of social norm compliance are still inconclusive, further research is
strongly needed. Future studies can build on the present approach to measure the effect of social norm compli-
ance in laboratory experiments and benefit from the explanations of possible constraints that are offered in the
present study. In addition, the findings offer implications to practitioners selling consumer goods under PWYW
conditions or those consider doing so. For instance, sellers should take into account that anonymity in the pur-
chasing process can lead to strong decrease of payments whereas a high degree of social interaction might lead
to higher revenues.
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