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In today’'s marketplace, price bundling is widespread: Manufacturers
and retailers routinely offer multiple products for a single, bundled price.
Although the effects of price bundling on purchase behavior have been
well researched, the effects of price bundling on postpurchase consump-
tion behavior have received almost no attention. In this article, the authors
build on the sunk cost literature (e.g., Thaler 1980, 1985) and predict that
price bundling leads to a disassociation or “decoupling” of transaction
costs and benefits, thereby reducing attention to sunk costs and decreas-
Ing a consumer's likelihood of consuming a paid-for service (e.g., a the-
ater performance). Four studies show this to be the case. In two lab stud-
ies, the authors show that having a bundled four-day ski pass as opposed
to four one-day ski tickets decreases a person’s likelihood of skiing on the
final day of a four-day ski vacation. They replicate this result in a field
study, showing that multiperformance ticket holders are more likely to
forgo a given theatrical performance than are single-performance ticket
holders, all else held constant. In a final study, the authors show that the
decreased attention to sunk costs brought about by price bundling can be
either cognitively driven (i.e., it is difficult to allocate a single payment
across multiple benefits) or motivationally driven (i.e., there is an under-
lying desire to avoid consumption). Their findings have practical implica-
tions for managers interested in predicting or influencing actual product
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consumption.

In today’s marketplace, the practice of price bundling is
widespread. Manufacturers and retailers routinely offer sin-
gle units of multiple products or multiple units of the same
product for one bundled price. Theater companies and sports
teams offer season tickets; Club Med provides vacation
packages that include airfare, hotel, and meals; McDonald’s
offers “value meals” that include a sandwich, a soft drink,
and french fries; and liquor stores sell wines by the case.

Not surprisingly, the effects of price bundling on pur-
chase behavior have been well researched. The economics
literature provides prescriptions for when and why price
bundling is a revenue-maximizing or profit-maximizing
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strategy (see Dolan and Simon 1996; Guiltinan 1987,
Hanson and Martin 1990). In the consumer behavior litera-
ture, researchers have explored the processes people employ
to value overall bundles and items within bundles (sce
Drumwright 1992; Gaeth et al. 1990; Harlam et al. 1995;
Yadav and Monroe 1993). These works suggest that price
bundling often can and should decrease price sensitivity and
increase purchase likelihood.

In comparison, almost no research has examined the
effect of price bundling on consumption behavior. In partic-
ular, aside from speculation by Prelec and Loewenstein
(1998), little 15 understood about how price bundling affects
the likelthood of consuming a purchased product.
Considering the significant effects product consumption can
have on everything from service use Lo product repurchase,
this lack of research is surprising. For example, a theater
manager wishing to maximize revenues (e.g., by selling
stand-by tickets) or minimize costs {e.g., by optimally
staffing the theater) should be interested in how the selling
of scason tickets affects the likelihood of attendance
Similarly, a packaged goods manufacturer wishing to
increase sales should be interested in how bundling affects
the rate of product consumption
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With these issues in mind, this article investigates how
and why price bundling affects the consumption of a service-
based product, such as a sporting event or a theater perform-
ance.! As an illustration, consider the following scenario:

Ernie and Bert are serious skiers who have each prepur-
chased four days’ worth of lift tickets. Having gone to
different vendors, Ernie paid $40 for each of four one-
day lLft tickets, and Bert paid $160 for a four-day ski
pass. Both men have enjoyzd three days of skiing in
pertect conditions. Unfortunately, each wakes up on the
fourth day to find that ski conditions have detenorated
considerably. Who 15 more likely to ski 1n spite of the
poor conditions—Ernie, who has a nonrefundable,
unused ticket for that fourth day, or Bert, who has a par-
tially used pass that expires on that fourth day?

From an economic perspeclive, the format of Erme’s or
Bert’s ticket should have no impact on either man’s decision
to ski. Each man should view the money spent on his lift
ticket as nonrecoverable or “sunk” and base his decision
solely on the incremental costs and benefits of skiing in poor
conditions. In this regard, both men face identical costs and
benefits and should be equally likely (or unlikely) to ski.

However, existing research on decision making suggests
that each man will consider the sunk cost of his lift ticket,
increasing his likelihood of skiing on that final day (Arkes
and Blumer 1985; Thaler 1980). But, having each paid an
tdentical amount, the men face the same sunk cost and,
again, should be equally ltkely to ski on day four.

Contrary to both these perspectives, we argue that Ernie
and Bert will difter in their likelihood of skiing on the fourth
day and that this difference will be driven by the format of
their Lift tickets. We believe that Ernie. who has paid $40 for
each of four one-day lift tickets, will perceive little ambigu-
ity as to the cost of skiing on any given day. This lack of
ambiguity should result in a tight “coupling” between the
cost and the benefit of skiing on the fourth day, leading to a
strong attention to sunk costs and a relatively high likeli-
hood of skiing in spite of the poor conditions.

In contrast, we believe that Bert, who has paid $160 for a
four-day ski pass, will perceive far greater ambiguity as to
the cost of skiing on any given day. This ambiguity should
result tn a disassociation or “decoupling” of the cost and the
benefit of sking on the fourth day (Gourville and Soman
1995; Prelec and Loewenstein 1998), leading to a weuaker
attention to sunk costs and a relatively low likelihood of ski-
ing in the poor conditions.

More broadly, we argue that the well-known sunk cost
effect is moderated by the ambiguity inherent in a bundled
transaction. For unbundled transactions, costs and benefits
arc unambiguously linked with each other, resulting n a
strong sunk cost effect. But for bundled transactions, the
link between costs and benefits is open to interpretation and
could result in a much weaker sunk cost effect. For a serv-
ice-based offering that is due to expire (e.g., a sporting

Un a recent article, Gourville and Soman (1998) investigate the effects of
advanced payment on product consuraption They find that as the delay
between payment and consumption increases, the sunhk cost impact of the
payment decreases This decreases subjects” hikehihood of consuiming a
paid-for service (e g |, a sporting event) but increases ther likelihood of friv-
olously consumng a paid-for physical good (e g . a bottle of wine) In this
article. we focus our investigation on service-based products
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event), this weaker sunk cost effect should decrease the like-
lihood of consumption.

The rest of this article 1s organized into four sections.
First, we review literature relevant to the sunk cost effect.
Second, we propose our theory of transaction decoupling.
Third, we present three laboratory studies and one field
study that explore the existence and causes of transaction
decoupling. Fourth, we conclude with a general discussion
and directions for further research.

MENTAL ACCOUNTING AND THE SUNK COST EFFECT

It is well documented that consumers consider historic,
nonrecoverable transaction costs when deciding on a future
course of action (Arkes and Blumer 1985; Garland and
Newport 1991; Simonson and Staw 1992; Staw 1976;
Thaler 1980). In one well-known scenario, Thaler (1980)
notes that a famuly 18 more likely to brave a snowstorm and
drive to a basketball game when they have paid $40 for uck-
ets to that game than when they have received those same
tickets for free. Similarly, Arkes and Blumer (1985) show
that when people are presented with a scenario in which they
have mistakenly purchased both a $50 ski vacation and a
$100 ski vacation for the same weekend, 54% of them
choose the $100 vacation over the $50 vacation in spite of
anticipating greater enjoyment from the $50 vacation.

This behavior has been termed the sunk cost effect and has
been defined as the ““greater tendency to continue an endeavor
once an investment in money, time, or effort has been made”
(Arkes and Blumer 1985, p. 124). According to economic the-
ory, such behavior is irrational. When deciding whether to con-
tinue an endeavor, historic and nonrecoverable costs incurred
in pursuit of that endeavor should be ignored, and only future
costs and benefits should be considered. In Thaler’s basketball
game scenario, for example, whether tickets are free or paid for
should be irrelevant to a family’s decision to attend the game.
Rather, the decision should rest solely on the incremental costs
(e.g., gas, time, anxiety of driving) and benefits (e.g., enjoy-
ment) of going. Twenty years of research suggests that this
basic tenet of rational economics is routinely violated.

Explaining the Sunk Cost Effect

There are a host of potential explanations for the sunk
cost effect. These include people’s tendency to be risk seek-
ing in light of pnor losses (Garland and Newport 1991;
Kahneman and Tversky 1979; Thaler 1980, Whyte 1986),
people’s desire not to appear wasteful (Arkes 1996), and
people’s desire to justify a prior course of action to them-
sclves or others (Brockner 1992; Staw 1976; Teger 1980).
Although each of these explanations taps into fundamentally
different cognitive processes (e.g., being risk-seeking versus
preserving self-image), they share an important characteris-
tic for the purposes of the current research. Each explanation
requires that a person be sensitive to, or track, the costs
incurred during a particular course of action.

In the case of a consumer transaction, Thaler (1980,
1985) proposes one mechanism by which such tracking
might take place. He argues that a consumer creates a “men-
tal account” upon entering a transaction (e.g., making pay-
ment) and closes that account upon completing the transac-
tion (e.g., consuming the good or service). By establishing a
transaction-specific mental account, the consumer creates a
psychological link between the costs and the benefits of a
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given transaction. Prelec and Loewenstein (1998) refer to
this psychological linking of transaction costs and benefits
as coupling.

According to Thaler’s (1980, 1985) mental accounting
framework, no loss or pain is experienced at the time a per-
son pays for a product. Rather, the payment is held in the
appropriate mental account until the transaction is com-
pleted. If the product is consumed as planned, the consumer
closes the mental account by canceling the costs of the
transaction against the benefits received. If the consumer
forgoes the pending benefit, however, he or she will be
forced to close the account without an offsetting benefit and
will be compelled to recognize the cost of the transaction as
a painful loss. Therefore, all else being equal, the family in
Thaler’s basketball scenario experiences greater pressure to
attend the game when the tickets are paid for (to avoid a per-
ceived loss of $40) than when the tickets are free (and there
is no loss to avoid).2

PRICE BUNDLING AND TRANSACTION DECOUPLING

Imphicit in Thaler’s (1980, 1985) and others’ explanations
for the sunk cost effect is the assumption that a person
uniquely identifies and subsequently considers the costs of
an endeavor when deciding whether to continue that
endeavor. For consumer transactions, this would require the
unambiguous identification and consideration of the costs of
a particular purchase decision.

However, recent research suggests that the 1dentification
and consideration of such costs may not be straightforward.
Gourville and Soman (1998) show that when the costs of a
transaction significantly precede the benefits (e.g., advance-
purchased concert tickets), the purchaser gradually adapts to
the upstream costs to the point at which those costs have lit-
tle sunk cost impact on the consumption of the pending ben-
efit. And Prelec and Loewenstein (1998) speculate that it is
significantly more difficult to identify and consider the
(sunk) cost of a purchased product when that cost is incurred
by credit card than by cash. These articles suggest that the
physical characteristics of a transaction can significantly
affect attention to the (sunk) costs of that transaction and, in
turn, a person’s likelihood of consuming the purchased
product.

The Effect of Price Bundling

Our present research considers the impact of price
bundling on a consumer’s accounting of the (sunk) costs of
a given transaction. We propose that it is relatively easy to
identify and account for costs in a simple cash-and-carry
type of transaction—that is, a transaction 1n which a single
payment results in a single unit of consumption, as when a
person pays 75¢ for a can of soda. We also believe that it is
harder to identify and account for costs in a price-bundled
transaction—that is, a transaction in which a single price
pays for multiple units of consumption, as when a person
pays $5 for a sandwich, french fries, and a soda.

Specifically, we argue that in an unbundled transaction
(e.g., the purchase of a ticket to a play), the relationship

2Arkes and Blumer (1985) extend this reasoning to argue that the psy-
chological impact of any past payment on futurc consumption increases
monotonically with the size of that payment As a result, if this famly 1s
more likely to go to the game having spent $40 as opposed to $0. the fam-
1ly also should be more likely to go having spent $40 as opposed to $20

between the costs and the benefits of that transaction is onc-
to-one: A single payment provides a single umt of con-
sumption. As such, there is little ambiguity as to what costs
are paying for what benefits, which results in a strong asso-
ciatton, or coupling, of those costs and benefits. This cou-
pling, in turn, leads to a heightened attention to the sunk
costs of the transaction and a decreased willingness to forgo
the consumption of the pending benefit. We argue that this
is the case 1n Thaler’s basketball game/snowstorm scenario.

In contrast, in a bundled transaction (e.g., the purchase of
season tickets to a play series), the relationship between the
costs and the benefits of that transaction is one-to-many: A
single payment provides multiple units of consumption. In
such a transaction, there is far greater ambiguity as to what
costs are paying for what benefitls. As a result, price
bundling may lead to the psychological disassociation, or
decoupling, of transaction costs and benefits such that the
costs become less relevant to the consumption decision. As
a direct consequence, there is a decreased attention to sunk
costs and an ncreased willingness to forgo any individual
benefit within the bundle. We capture this thinking n the
following hypothesis:

H,: Relatve to an unbundled transaction. a bundled transaction
will result in a greater willingness to forgo any individual
unit of consumption.

We now describe four studies designed to test this hypothesis.

STUDY I

In Study I, we presented subjects with a ski vacation sce-
nario similar to that faced by Ernie and Bert. We asked sub-
jects to imagtne that they had prepurchased lodging and lift
tickets for a four-day ski vacation. We framed the cost of the
entire vacation and the cost of lift tickets within that vaca-
tion as either a bundled transaction or an unbundled transac-
tion. All subjects were then presented with a final day of ski-
ing in poor weather conditions. In keeping with H;, we
cxpected the bundling of the vacation and/or the lift tickets
to increase transaction decoupling, thereby decreasing sub-
sequent sunk cost behavior. As a result, we expected sub-
jects facing bundled transactions to be less likely to ski on
the final day than subjects facing unbundled transactions.

Method

Subjects. Subjects were 80 undergraduates from the
University of Colorado who were approached on campus
and were asked to fill out a one-page questionnaire. They
were not paid.

Design and procedure. In the questionnaire, we asked
subjects to imagine that they were on a four-day Colorado
ski vacation, for which they had prepurchased four nights of
lodging and four days of lift tickets. Across all subjects, the
combined cost of the lodging and Lift tickets was $560.
However, we manipulated the manner in which this $560
expense was presented in a 2 (Lift Tickets) x 2 (Vacation)
between-subjects, full-factorial design.

For the first factor, Lift Tickets, we told half the subjects
that they had prepurchased a single four-day ski pass for
$160 (Bundled Pass). These subjects were shown a repre-
sentative pass to emphasize the format. We told the other
half of the subjects that they had prepurchased (our onc-day
ski tickets for $40 each (Unbundled Tickets). These subjects
were shown four one-day tickets, also to emphasize the for-
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mat. We told all subjects that their tickets/passes were non-
refundable and could not be resold.

For the second factor, Vacation, we told half the subjects
that they had prepurchased a vacation package for $560,
consisting of a mountainside condominium costing $400
and the previously described ski pass or tickets (Bundled
Vacation). We told the other half of the subjects that they
had rented a mountainside condominium costing $400 and
had separately purchased the described ski pass or tickets
(Unbundled Vacation).3

Following their respective expense scenario. we presented
each subject with the following:

It 15 now the morning of the last day of your vacation.
You have had three excellent days of skiing with pertect
conditions. Unfortunately, last night a warm rain hit the
area. While skung 1s stll permitted, it may not be much
fun As an alternative. a friend suggests taking 1t casy,
having a nice lunch, and leaving early 1o beat the trat

fic You look at your [skt pass/remaining ski ticket} and
are not sure 1f you want to go sking or leave carly

Finally, we asked subjects to indicate how hikely they would
be to ski on that final day and provided them with a ten-
point response scale on which to respond (1 = “definitely
will not go skiing,” 10 = “detinitely will go skiing”).

Results and Discussion

All subjects had incurred lodging and lift ticket expenses
totaling $560. Subjects differed only in whether those
expenses were bundled or unbundled. Rationally. such dif-
ferences should have been irrelevant to their decisions to ski
on the fourth day. According to transaction decoupling,
however, both the lift ticket bundling and the vacation
bundling should have significantly decreased a subject’s
likelihood of skiing on that final day.

To test this, subjects’ likelthood responses were analyzed
in a 2 (Lift Tickets) x 2 (Vacation) analysis of variance
(ANOVA). This analysis revealed a significant main effect
for Lift Tickets; subjects were significantly less likely o ski
if they held a bundled pass than if they held an unbundled,
one-day ski ticket (Xgyndied Pass = 3-63 versus Xyphundied
Tickets = 3-17: Fy 76 = 10.17, p < .005). It also revealed a sig-
nificant main effect for Vacation; subjects were significantly
less likely to ski if their entire vacation was bundled
(XBundled vacaton = 3.90 versus Xygpundied vacanon = 4.90;
Fi 6 = 4.23, p < .05). The Lift Ticket x Vacation two-way
interaction did not prove signiticant (F| ;4 = 1.28, p > .25).

On the basis of these results. 1t appears that consumption
behavior 1s influenced by price bundhing in a manner con-
ststent with transaction dccoupling. Spectfically. subjects
were significantly less likely to ski on the final day after
having ncurred a bundled expense. However, there exists an
alternative explanation for these results. According to
Thaler’s (1980, 1985) theory of mental accounting, the psy-
chological impact of any one payment within a bundle of
payments decreases because ot the psychophysics of aggre-

3Thus, subjects found themselves 1n one of four scenarios Expenses
were presented as (1) a $560 bundled vacation that included a bundled ski
pass worth $160, (2) a $560 bundled vacation that included four unbundled
ski tichets worth $40 each, (3) an unbundled vacation that included $400 in
lodging and a bundled ski pass worth $160, or (4) an unbundled vacation
that included $400 1 lodging and four unbundied skt tickets worth $40
each
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gation of costs. Given a convex utility function in the
domain of losses (Kahneman and Tversky 1979), $40 for a
fourth day of skiing may seem less painful when bundled
with the $120 for the other three days because of the dimin-
ishing marginal impact of increasingly higher costs.
Specifically, $40 as part of a $160 expense—that is,
V(-$160) — V(-$120)—is on the flatter portion of the loss
function and has a smaller psychological impact than $40
evaluated separately—that is, V(-$40). Therefore, the
results in Study | could be due to either transaction decou-
pling or the psychophysics of aggregated costs. Study 2 was
designed to test these two explanations,

STUDY 2

In Study 2. we again employed a ski scenario involving
bundled passes and unbundled uckets. In addition, however.
we included a third. Semibundled Tickets condition in which
the monetary tormat of the uckets was bundled (1.¢ , cost was
quoted as a single price) but the physical tormat of the tck-
ets was unbundled (1.¢ |, a separate ticket for each day). Figure
1 highlights the experimental design of this second study

If the effects observed in Study | are due purcly to the psy-
chophysics of aggregated costs. we would expect subjects to
be less likely to ski when the ticket costs are monetarily bun-
dled—that 1s. in the Bundled Pass and the Semibundled
Tickets conditions. If the effects are due to transaction decou-
pling, however, we would expect subjects to be less likely to
ski when the tickets are physically bundled—that is, in the
Bundled Pass condition only. Thus, as reflected in Figure 1,
the Semibundled Tickets offer a “swing” condition that
should help distinguish between the two potential explana-
tions for the results observed in Study 1.

Study 2 also included several additional dependent meas-
ures that were expected to correlate with subjects’ attention
to sunk costs. These include the pain and regret experienced
upon missing the final day of skiing, a person’s likelihood of
prepurchasing the same type of lift ticket in the future, and
the retund that would be considered fair compensation for
the missed final day. These added measures were included to
provide a richer understanding of the implications of price
bundling.

Method

Subjects. Subjects were 150 students at the University of
Colorado who were approached on campus and asked to fill
out a one-page questionnaire. They were not paid.

Design and procedure. In the questionnaire, we asked
subjects to magine that they had prepurchased four days’
worth of lift uckets to a popular Colorado ski resort. The
physical bundling and the monetary bundling of these lift
tickets were manipulated across subjects, forming three
conditions. In the Unbundled Tickets condition, we told sub-
jects that they had prepurchased four one-day ski tickets for
$40 cach. Thus. these tickets were physically unbundled
(i.e., four separate tickets) and monetarily unbundled (i.e.,
$40 per uckel). In the Semibundled Tickets condition, we
told subjects that they had prepurchased four one-day tick-
ets for $160. Thus, these tickets were physically unbundled
but monetarily bundled (i.e., $160 for four tickets). And in
the Bundled Pass condition, we told subjects that they had
purchased a single ski pass good for all four days for $160.
Thus, these tickets were both physically and monetarily
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bundled. An illustration showing the corresponding ticket
format accompanied each survey (see Figure 2).

Subjects were next told, “It is now the morning of the last
day of your vacation. You have had three excellent days of
skiing with perfect conditions. Unfortunately, last night a
warm rain hit the area. While skiing is still permitted, it may
not be much fun. As an alternative, a friend suggests taking
it easy, having a nice lunch, and leaving early to beat the
traffic.”

Finally, we asked subjects five questions designed to
assess their attention to the (sunk) cost of the final day of
skiing. We asked them (1) how likely they were to ski on the
final day (SKI), (2) how painful it would be to forgo skiing
on the final day (PAIN), (3) how much regret they would
feel if they did not use the remaining portion of their hft
tickets (REGRET), (4) how likely they would be to repur-
chase the same type of lift tickets 1n the future (REPUR-
CHASE), and finally (5) what would be a fair refund for that
final day of skiing (REFUND).

For the first four questions, subjects were provided with
ten-point response scales, where higher numbers indicated
(1) a greater likelihood of skiing, (2) greater pamn at forgo-
ing skiing, (3) greater regret at forgoing skiing, and (4) a
lower likelihood of purchasing the same ticket type in the
future. Question 5 allowed for a free response. Therefore,
for each of the five dependent variables, larger values
reflected a lower degree of transaction decoupling and a
greater attention to sunk costs.

Results and Discussion

The Bundled Pass and the Unbundled Tickets conditions
were functionally identical to those employed in Study 1.
Thus, we expected subjects in the Bundled Pass condition to
be significantly less likely to go skiing (SKI) than subjects
in the Unbundled Tickets condition. In keeping with a
decreased attention to sunk costs, we also expected subjects

in the Bundled Pass condition to report less pain and less
regret, demand a smaller refund, and be more likely to
repurchase similar tickets in the future.

For subjects in the Semibundled Tickets condition, if the
attenuation of sunk costs is due to the psychophysics of
aggregated costs (Thaler 1985), we would expect them to
behave like subjects in the Bundled Pass condition. If the
attenuation 1s due to transaction decoupling, however, we
would expect them to behave like subjects in the Unbundled
Tickets condition. And if both forces are contributing to the
attenuation of sunk costs, we would expect the responses of
subjects in the Semibundled Tickets condition to fall
between the responses of subjects in the Bundled Pass con-
dition and the responses of subjects in the Unbundled
Tickets condition.

Subjects” mean responses on each of the five dependent
variables across the three experiment conditions are shown
in Table 1. These data were analyzed with one-way
ANOVAs for each of the dependent variables, with Ticket
Format as the independent variable. Ticket Format had a sig-
nificant effect on all the dependent variables. SKI
(F2,147 = ]753, P < OOI), PAIN (F2']47 = 2()82, 14 < .001 ),
REGRET (F2’147 - 1649, P < OOI), REFUND (F2'|47 =
16.62, p < .001), and REPURCHASE (F; 147 =904, p <
.001).

More important, as the data in Table | suggest, these
main effects were due to pairwise differences across all
three ticket formats. For example, planned contrasts
revealed that the mean likelthood of skiing (SKI) on the
final day was significantly greater for Unbundled Tickets
subjects than for Semtbundled Tickets subjects (6.74 versus
5.40; F| 147 = 8.02, p < .01) and significantly greater for
Semibundied Tickets subjects than for Bundled Pass sub-
jects (5.40 versus 3.94; F| 147 = 9.52, p < .005). Idenucal
patterns of significant contrasts werc obtained for the other
four dependent variablcs.

Figure 1
MANIPULATION OF PHYSICAL AND MONETARY BUNDLING ACROSS TICKET FORMAT CONDITIONS. STUDY 2

Low Aggregation of Losses

Physically Unbundled Physically Bundled
High Transaction Coupling High Transaction Decoupling
Unbundled Tickets Semibundled Tickets Bundled Pass
340 per ticket for four $160 for four tickets 8160 for a four-day pass
tickets
Physically unbundled Physically bundled
Physically unbundled ysically anbunete ysically bundle
i Monetarily bundled Monetarily bundled
Monetarily unbundled
Monetarily Unbundled Monetarily Bundled

High Aggregation of Losses
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This pattern of results suggests that both the psy-
chophysics of aggregated costs and transaction decoupling
play a significant role in the observed attenuation of the
sunk cost effect. The difterence in the means between the
Unbundled Tickets and Semibundled Tickets conditions is
consistent with Thaler’s (1985) notion that the incremental
pain associated with a cost is smaller when that cost is

35

aggregated with other costs. At the same time, the difference
in means between the Semibundied Tickets and the Bundled
Pass conditions is consistent with transaction decoupling.
In summary, Study 1 shows that consumers are more
willing to forgo consumption when a benefit is obtained
through a one-to-many, or bundled, transaction as
opposed to a one-to-one, or unbundled, transaction. Study

Figure 2
MANIPULATION OF TICKET FORMAT, STUDY 2
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Table 1
EFFECT OF TICKET FORMAT ON DEPENDENT VARIABLES:
STUDY 2

Ticket Format

Unbundled Semibundled Bundled
Dependent Tickets Tickets Puss
Vanable (n = 50) (n = 50) (n =50)
SKI 6.74%* 540+ 39
PAIN 6.64*** 494+ 382
REGRET 6.48** 506+ 392
REPURCHASE 7.20* 526+ 418
REFUND $34.38+* $28 48++ $22 12

JAstensks indicate pairwise planned contrasts between Unbundled
Tickets and Semibundled Tickets *p < 05, **p < 01, and ***p < 001

bPluses indicate paiwrwise planned contrasts between Semibundled
Tickets and Bundled Passes +p < 05, ++p < 01, and ++p < 001

Notes Higher means indicate higher likehhood of sknng, greater pain,
greater regret, and lower likelthood of ticket repurchase

2 replicates and extends this finding and suggests that
though the results can be partially explained by the psy-
chophysics of aggregated costs (Thaler 1985), transaction
decoupling also significantly contributes to the observed
effects.

PSYCHOLOGICAL CAUSES OF TRANSACTION
DECOUPLING

Studies 1 and 2 provide evidence of transaction decou-
pling and help distinguish its effects from those of the psy-
chophysics of aggregated costs. However, the question of
what psychological mechanisms drive transaction decou-
pling remains unanswered.

Consider the subjects in Studies | and 2 who were told
that they had purchased a bundled pass. These subjects may
have displayed a high degree of transaction decoupling
because it was motivationally advantageous to do so. In par-
ticular, these subjects may have opportunistically decoupled
the costs and benefits of that final day to avoid skiing in poor
conditions. If this was the case, however, we would have
expected subjects to couple the costs and benefits strongly
on that final day to motivate a full day of skiing had the final
day offered ideal conditions. Thus, if transaction decoupling
is motivationally driven, we would expect decoupling to
increase and consumption to decrease as the attractiveness
of the consumption opportunity declines.

Alternatively, the Bundled Pass subjects may have dis-
played a high degree of transaction decoupling becausc it
was cognitively difficult to allocate the cost of the pass over
the four days of skiing. In short, subjects may have 1gnored
the cost of the final day of skiing because it was difficult to
figure out what that cost was. Thus, if decoupling 1s cogni-
tively driven, we would expect decoupling to increase and
consumption to decreases, as it becomes mcreasingly ditti-
cult to allocate the cost of a bundled purchase across indi-
vidual elements within that purchase.

These two potential explanations are captured 1n the fol-
lowing hypotheses:

H,: Transaction decoupling will increase as the relative attrac-
tiveness of the consumption opportunity decreases (1 ¢ , the
motivation hypothests).

Hj: Transaction decoupling will increase as the inherent diffi-
culty in allocating costs across the mdividual benefits of a
transaction increases (i.e.. the difficulty hypothests).

Study 3 was designed to test these two hypotheses and deter-
mine if either, or both, help explain transaction decoupling.

STUDY 3

Manufacturers and retailers often practice a form of price
bundling in which they offer one free unit of a product with
the full-priced purchase of additional units of the same prod-
uct. For example, retailers might offer a “buy-two-get-one-
free,” or BTGO, promotion, in which one free unit of a prod-
uct is offered with the purchase of two full-priced units of
the same product. Study 3 employed such a BTGO promo-
tion to test our hypotheses.

In Study 3, we asked subjects to imagine that they had
decided to spend $X per ticket for one ticket to cach of three
theatrical plays, where $X varied across subjects. We then
told subjects that because of a special BTGO promotion,
they would receive a ticket to one of these three plays for
free. Thus, nstcad of having to spend the expected $3X,
they only had to spend $2X for the three tickets. In addition,
for half the subjects, we identified which of the three plays
was the free play, thereby providing little flexibility in allo-
cating costs across the three plays. For the other half of the
subjects, we did not identify the free play, thereby providing
much greater flexibility in allocating costs across the three
plays. Finally. we told all subjects that after having enjoyed
the first two plays, they were faced with a conflict for the
thied play. For half of the subjects, this conflict was a desir-
able party. For the other half of the subjects, it was an unde-
sirable request to help a friend move to a new apartment.

If transaction decoupling 15 motivationally driven (H,),
we would expect the subjects who had flexibility in allocat-
ing costs to opportunistically couple the costs and benefits
of the third play on the basis of the desirability of the con-
flict they faced—either the party or the move. In contrast, if
transaction decoupling is driven by cognitive difficulty (H;),
we would expect these subjects to couple the costs and ben-
efits of the third play on the basis of the difficulty they expe-
rience 1 allocating $2X across the three plays. And if both
motivation and cognitive difficulty contnibute to transaction
decoupling, we should find support for both hypothescs.

Method

Subjects. Subjects were 480 Unwversity of Colorado
undergraduates who were approached on campus and asked
to fill out a onc-page questionnatre. They were not paid.

Design and procedure. In the questionnaire, we asked
subjects to imagine that they had decided to see three plays
on successive weekends at a local theater. We told them that
they had expected to pay the full price for one ticket to each
of these three plays but had encountered a BTGO promotion
Just before making payment. As a result, the final price paid
was only two-thirds of the expected price. We also told them
that they had enjoyed the first two plays and that the third
play was now just one day away. Finally, we presented sub-
jects with a conflicting event and asked them whether they
would attend the play or the conflicting event. Within this
basic scenario, we manipulated three factors in a 2
(Conflict) x 3 (Frame) x 2 (Difficulty) between-subjects,
full-factorial design.
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The first factor, Conflict, varied the attractiveness of the
conflicting event that subjects faced. We told subjects in the
Party condition that a friend had invited them to a party to
be held the same night as the third play. In contrast, we told
subjects in the Move condition that a friend had asked for
help moving into a new apartment on the same night as the
third play. A priori, we expected subjects to view the party
as more desirable than the play and to view the move as less
desirable than the play. This was confirmed in a pretest.
Twenty pretest subjects rated the party as more attractive
than the play and the move as less attractive than the play,
for a significant overall difference (Xpyny = + 2.9, Xpove =
-1.3, p< .05)4

The second factor, Frame, varied how the BTGO promo-
tion was framed. We told subjects in the Paid-For condition
that the first play was free and the second and third plays
were full priced. We told subjects in the Free condition that
the first and second plays were full priced and the third play
was free. Finally, we told subjects in the Ambiguous condi-
tion that one of the three plays was free, but we did not spec-
ify which one.

We included this second factor to test the motivation
hypothesis (H,). We expected subjects in the Paid-For con-
ditions to view the third play as full priced regardless of the
type of conflict they faced, which would result in a strong
sunk cost effect. Similarly, we expected subjects in the Free
conditions to view the third play as free regardless of the
type of conflict they faced, which would result in a weak
sunk cost effect. In contrast. we expected the Ambiguous
framing to offer subjects the flexibility to allocate costs
according to their underlying desires. In particular, under the
motivation hypothesis, we expected subjects in the
Ambiguous conditions to view the third play as free when
facing the deswrable party, which would negatively affect
play attendance, but to view the third play as full priced
when facing the undesirabie move, which would positively
affect play attendance.

The third factor, Difficulty, varied the final price paid for
the three plays—$30, $37.86. $52.58, or $60. Some subjects
in the Low Difficulty condition were told that the final price
was $30. others were told that it was $60. Similarly subjects
in the High Difficulty condition were told that the final price
was either $37.86 or $52.58.5 To justify these final prices,
we told subjects that the full price for a single ticket to any
one play, after tax and handling fees, was $15, $18.93,
$26.29, or $30. We then told subjects that because of the

4Subjects were asked to make two ratings First, they were asked to rate
the attractiveness of the party relative to the play Second, they were asked
to rate the attractiveness of the move relative to the play For each question,
subjects were provided an 1 1-point scale ranging from -5 (“exuemely unat-
tractive relative to the play”) to +5 (“extremely attractive relative to the
play™). where O represented indifference (“equally attractive as the play™)

SExisting research on the information processing of numencal informa-
tion (see Estelami 1999) suggests that rounded values, such as $30 and $60,
would be easy to allocate across the three plays but that wrregular price end-
ings, such as $37 86 and $52 58, would be difficult to allocate These
expectations were confirmed 1n a computer-based pretest in which 25 sub-
jects were asked to choose the correct per-unit cost from among four poten-
tiai answers for each of the four BTGO promotions used wn this study
Reaction ume data indicate that subjects found 1t sigmificantly more diffi-
cult to choose the correct per-unit cost for $37 86 and $52 58 than for $30
and $60 (Xq178¢ = 1499 seconds, Xgsasg = 2031 seconds versus
X0 = 4 59 seconds, Xsg = 4 25 seconds, p < .001). suggesting that our
mantpulation of Difficulty was effective
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BTGO promotion, the final price paid for the three tickets
was $30, $37.86, $52.58, or $60.6

We included this third factor to test the difficulty hypoth-
esis (H3). We expected subjects to have little difficulty allo-
cating either $30 or $60 across the three plays. As such,
under the difficulty hypothesis, we expected these subjects
to allocate costs fully across the three plays and to behave as
if the third play cost $10 or $20, respectively. In contrast, we
expected subjects to have difficulty allocating $37.86 and
$52.58 across the three plays. As a result, we expect these
subjects to forgo allocating costs and behave as if the third
play was free, which would thereby negatively affect play
attendance.

After reading their respective scenarios, we asked sub-
jects two questions. First, we asked subjects to indicate their
relative likelthood of choosing the third play versus choos-
ing the party/move. Subjects responded on a nine-point
scale (1 = “defimtely choose party/move,” 9 = “definitely
attend play”). Second, we asked each subject, “If you had
the option of reselling the play ticket, what is the minimum
price that you would be satisfied with?”

Results

We used separate 2 (Conflict) x 3 (Frame) x 2 (Difficulty)
ANOVAs to analyze subjects’ likelihood of attending the
third play (ATTEND) and subjects’ fair price for ticket
resale (FAIRPRICE). For both ANOVAs, the total price paid
for the three tickets (i.e., Total Price) was included as a
potential covariate to control for an anticipated main effect
of total price on play attendance.

The results from the two ANOVAs, and for other planned
tests, are substantively identical across the two dependent
variables As a result, we report overall results for both
ATTEND and FAIRPRICE but report detailed results for
ATTEND only. Subjects’ mean responses across the experi-
mental conditions are summarized in Table 2.

As anticipated, Total Price proved to be a significant
covariate (ATTEND-" F| 467 = 7.91, p < .01; FAIRPRICE:
F| 467 =41.37, p < .001), and the mean likelihood of attend-
ing the third play and the mean fair price monotonically
increased as the total amount paid for tickets increased from
$30 to $60. This result suggests that subjects were generally
attending to the magnitude of their sunk costs in a manner
consistent with Arkes and Blumer’s (1985) findings.

After controlling for Total Price, a significant main effect
for Contflict was found (ATTEND: F| 47 = 57.83, p < .001;
FAIRPRICE" Fy 457 = 22.89, p < .001). Subjects were sig-
nificantly more hkely to attend the third play when facing
the undesirable move as opposed to the desirable party
(ATTENDpqy, = 5.27 versus ATTENDp,,, = 3.87). Similar-
ly, their fair price was significantly higher when facing the
move versus the party (FAIRPRICEp,,. = $9.90 versus
FAIRPRICEp,4, = $7.17). Given the greater relative attrac-
tiveness of the party versus the move, this result was
expected.

SFor example. in the $30 conditions, we told subjects that they had gone
to the box office expecting to pay $15 per ticket (after taxes and handling
fees), for a total of $45 We then told them that upon arnving at the box
office, they were informed that the theater was running a special BTGO
promotion and that the three tickets would cost a total ot $30 instead of the
expected $45
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Table 2
MEAN LIKELIHOOD OF ATTENDING PLAY AND FAIR PRICE REQUIRED: STUDY 3

Conflict = Party

Conflict = Move

Paid-For Ambiguous Free Paid-For Ambiguous Free
Framing Framing Franung Framing Framing Framing
Amount = $30
Likelihood of attending play 495 2.85 295 570 595 360
Fair prnice required $750 $3.80 $375 $7 55 $8 90 $3 60
Amount = 337 86
Likelthood of attending play 5.08 320 305 595 490 410
Fair price required $8.75 $6 00 $535 $1210 $8 85 $7 15
Amount = 352 58
Likelihood of attending play 520 335 325 605 495 425
Fair price required $10 80 $7 00 $6 55 $1315 $10 15 $8 55
Amount = $60
Likelihood of attending play 575 335 350 6 60 675 440
Faur price required $12.25 $6 85 $7 40 $1475 $1575 $8 35

Notes. n = 20 in each condition

Furthermore, a significant main effect for frame was
found (ATTEND: F,4¢; = 41.05, p < .001; FAIRPRICE:
Fj 467 = 20.84, p < .001). The mean likelihood of attending
the third play and the mean fair price was highest for sub-
jects in the Paid-For condition, second highest for subjects
in the Ambiguous condition, and lowest for subjects in the
Free condition.

However, this main effect of Frame was qualified by a
significant Conflict X Frame interaction (ATTEND:
Fj 467 = 8.26, p < .001; FAIRPRICE: F, 467 = 4.12, p < .02).
As can be seen in Figure 3, this two-way interaction appears
to be driven by subjects in the Ambiguous condition. As

Figure 3
EFFECT OF CONFLICT AND FRAME ON MEAN LIKELIHOOD
OF ATTENDING PLAY: STUDY 3
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anticipated, subjects in the Paid-For condition acted as if
their tickets to the third play were full priced, which resulted
in a high likelihood of attendance when they faced cither the
party or the move. Also as anticipated, subjects 1n the Free
condition acted as if their tickets to the third play were free,
which resulted in a low likelihood of attendance when they
faced either the party or the move.

In contrast, subjects in the Ambiguous condition scemed
to view the cost of the third play opportunistically on the
basis of the attractiveness of the conflict they faced. In
direct support of the motivation hypothesis (H,), subjects
in the Ambiguous condition bechaved like subjects in the
Free condition when facing the party (ATTEND 5, 4/pany =
3.19 versus ATTENDgreepany = 3.19; Frazq = 00, p =
1.00) but like subjects in the Paid-For condition when
facing the move (ATTENDapupigmove = 5-84 versus
ATTENDPuld—For/MOVC = 6.08; F|‘474 = | 85, P> .15). The
resulting Z-shaped pattern of responses across the three
Frame conditions strongly suggests that motivation can play
a role in transaction decoupling.

Finally, the significant two-way Conflict X Frame interac-
tion was qualified by a marginally significant three-way
Conflict x Frame X Difficulty interaction (ATTEND:
Fra67 = 2.538, p = .077; FAIRPRICE: F,467 = 260,
p = .075). As shown in Figure 4, although the Z-shaped
Conflict x Frame interaction was quite pronounced for the
Low Difficulty prices of $30 and $60, this same interaction
was dampened for the High Difficulty amounts of $37.86
and $52 58. In particular, it appears that for High Difficulty
amounts, subjects in the Ambiguous condition were hkely to
view their tickets as free regardless of the type of conflict
they faced.

This shift toward a “free perspective” is most noticcable
for subjects in the Move conditions. When difficulty was
low (i.c., $30 and $60), subjects in the Ambiguous/Move
condition tended to behave as if their tickets were
paid for (ATTENDAmmgMovesLow = 6.35  versus
ATTENDp, g forMoverLow = 0-15; Fiaes = .20, p > .65) as
opposed to free (ATTENDampgmoveriow = 035 versus
ATTENDFI‘&E/MOV&/LOW = 400, F|,4()3 = 26.92, p < ()Ol) In
contrast, when difficulty was high (i.e., $37.86 and $52.58),
subjects in the Ambiguous/Move condition tended to behave
more as 1f their ickets were free (ATTEND 5 hgmovertigh = 493
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Figure 4
EFFECT OF CONFLICT, FRAME, AND AMOUNT ON MEAN LIKELIHOOD OF ATTENDING PLAY: STUDY 3
70 b Difficuity = low 70 Difficulty = high
> )
= =
A - A -
& 2 60 :
g 60 5 oY Paid-For
= =
g = g N
< <
s 50F S 50 A
2 2 .
g s 2 - Ambi guoui"_....
E 40 k ...;_. . I g 4.0 b .’...,-,-‘ - e’
3 S T _ R
= [~ - - > % B -"‘.: - - Free
s o Free b o
= 30F = 30}
1 I 1 l
Party Move Party Move

versus ATTENDFreeIPany/ngh = 418, Fl,468 = 274, p= ()98)
than paid for (ATTENDmpgmovertigh = 493 versus
ATTENDFrce/MOVC/HIgh = 600, F1.468 = 563, P < 02) ThlS
noticeable trend toward viewing ambiguously priced tickets
as free under High Difficulty conditions, regardless of the
valence of the conflict, provides support for the difficulty
hypothesis (Hs).

Thus, 1t appears that as the total cost of the tickets became
increasingly difficult to allocate across the three plays, sub-
Jects tended to decouple the costs and benefits of the third play,
which decreased their likelihood of attending the play. In this
regard, this third study provides some limited evidence that
allocation difficulty also contributes to transaction decoupling.
Discussion

This third study tested two explanations for transaction
decoupling. If decoupling is motivationally driven, we
would expect attendance to vary on the basis of the desir-
ability of the conflict faced by subjects. We found com-
pelling evidence that this was the case: When ticket pricing
was ambiguous, subjects seemed to allocate costs to the
third play opportunistically. Specifically, subjects behaved
as if the third play was free when faced with the desirable
party, leading to a low likelihood of attending the play, but
they behaved as if the third play was full priced when faced
with the undesirable move, leading to a high likelithood of
attending the play.

This suggests that transaction decoupling can be motiva-
tionally driven. In particular, when faced with an unattrac-
tive benefit (e.g., skiing in poor conditions) or an attractive
alternative benefit (e.g., a party), consumers appear to
decouple costs from benefits opportunistically so as to expe-
rience munimal sunk cost pressure. Similarly, when faced
with an attractive benefit (e.g., skiing in ideal conditions) or
an unattractive alternative benefit (e.g., helping a friend
move), consumers appear to couple costs and benefits so as
to experience maximum sunk cost pressure.

We also found evidence (albeit marginal) to suggest that
transaction decoupling can be cognitively driven. In partic-

ular, as the allocation of costs across the three theater tickets
became increasingly difficult, we found that subjects tn the
ambiguous framing condition increasingly behaved as if the
tickets to the third play were free. Such a result suggests that
when costs become cognitively difficult to allocate across
benefits, subjects forgo allocating those costs, thereby
decreasing sunk cost pressure to consume the benefit.

In summary, Study 3 provides strong evidence that trans-
action decoupling has a motivational cause. It also provides
some limited evidence that decoupling has a cognitive
cause.

STUDY 4

Studies 1, 2, and 3 were pencil-and-paper tasks designed
to test for and explore transaction decoupling through the
use of hypothetical scenarios. Study 4 was undertaken to
provide external validity for the phenomenon. Using actual
transaction and attendance data from a summer theater
series, Study-4 employed two logistic regressions to test
whether ticket bundling (i.e., purchasing tickets to multiple
plays) adversely affected a person’s theater attendance, after
other potential contributory factors (e.g., ticket price,
method of payment) were controlled for.

Description of the Data

Study 4 was a field study that used historic transaction
and attendance data from a 1997 Summer Shakespeare
Festival (SSF). The festival presented four Shakespearean
plays in rotation from June to August, resulting in 64 sepa-
rate performances. In total, the SSF staff provided raw data
on approximately 1250 transactions, accounting for almost
9700 individual tickets. After some screening, described
subsequently, we retained data on 923 transactions that
accounted for 6070 individual tickets.” Mean likelihood of
attendance across these 6070 tickets was 84.5%.

TResults of analyses run on the prescreened data do not differ substan-
tively from results of analyses run on the screened data
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The raw data. Theatergoers typically advance purchased
tickets to SSF performances by mail, by telephone, or in per-
son, resulting in a paper transaction record in each case. The
information contained in a transaction record included (1)
the date the order was placed, (2) the number of perform-
ances for which tickets were purchased, (3) the date of each
performance, (4) the number of tickets purchased for each of
those performances, (5) the seat numbers associated with
those tickets, (6) the face value of each ticket purchased, (7)
the dollar amount of any discount received, and (8) the
method of payment (e.g., check versus credit card).8

When a theatergoer used his or her ticket, a stub con-
taining the name of the play, the date and time of the per-
formance, and the seat number was torn off and retained by
the usher. As part of this study, we manually cross-refer-
enced each of these ticket stubs with the paper transaction
records to determine whether a paid-for ticket had been
used.

Screening of the data. The raw transaction data were
screened for incluston in this study on the basis of three fac-
tors. The first two factors were intended to eliminate tickets
that might be part of institutional sales (e.g., bulk ticket pur-
chases by corporations). Given that holders of such tickets
might have received those tickets for free from their employ-
ers, we believed that the inclusion of such tickets could bias
results in favor of decoupling. Therefore, to allow for a more
conservative test of decoupling, we eliminated (1) transac-
tions in which more than six tickets were purchased for any
given performance and (2) transactions in which tickets to
different showings of the same play were purchased.
Although these criteria were not perfectly diagnostic, we
believed that they were far more representative of institu-
tional purchases than of personal purchases.

To facilitate data analysis, we also eliminated transactions
in which the degree of bundling was vague. For example,
one person purchased two $10 tickets to the first of four
plays and four $24 tickets to each of the remaining three
plays. As such, we questioned whether to treat the $10 tick-
ets as unbundled tickets to a single play or as bundled tick-
ets to one of four plays. To simplify matters, we eliminated
transactions in which a person had purchased either varying
numbers of tickets across performances or tickets of varying
prices across performances. On the basis of these three
screening criteria, we retained data for 6070 tickets.

The Logistic Regressions

We employed two logistic regressions to estimate a per-
son’s likelihood of using a given ticket as a function of the
transaction characteristics surrounding the purchase of that
ticket. In these regressions, our dependent measure was
ticket usage, which was coded as O for nonusage and 1 for
usage.

8For example, a transaction record might show that on May 15, a cus-
tomer purchased four tickets each to Romeo and Juliet on July 18 (seat
numbers C15-C18) and Much Ado About Nothing on August | (seat num-
bers D11-D14). In addition. this record might show that the face value of
each ticket was $22 but that the customer obtained a $2 per ticket discount
for being a senior citizen Finally, the record might show that the customer
paid by credit card.

We included five explanatory variables, each of which
was derived from the paper transaction records.? The first of
these, NUMPERF, was the explanatory variable of interest
and captured the degree of product bundling associated with
the purchase of a ticket. The remaining four explanatory
variables were included to account for factors other than
transaction decoupling that might affect ticket usage. The
five explanatory variables were as follows:

NUMPERF = the number of performances purchased by
the holder of a given ticket (taking on val-
ues | through 4). Because of transaction
decoupling, we expected ticket usage to
decrease as the number of performances
purchased increased.

NUMTKTS = the number of tickets per performance pur-
chased by the holder of a given ticket (tak-
ing on values | through 6). Because of
group effects (e.g., increased coordination
and logistics), we believed that the number
of tickets might adversely affect ticket
usage

DAY SB4 = the number of days before the performance
a ticket had been purchased (taking on val-
ues O through 150+). Because of payment
depreciation (Gourville and Soman 1998),
we expected attendance (o decrease as
DAYSB4 increased.

TKTPRICE = the actual price paid for a given ticket (tak-
ing on values of $10 to $36 and equal to a
ticket’s face value less any discount
received). Because of the sunk cost eftfect
(Arkes and Blumer 1985), we expected
ticket usage to increase as TKTPRICE
increased.

PAYFORM = the form of the payment (taking on values
of 0 for check/cash and 1 for credit card).
Although Prelec and Loewenstein (1998)
suggest that credit card usage promotes
transaction decoupling, such decoupling
would be confounded with an expected
wealth effect associated with credit card
usage. In either case, we expected ticket
usage to decrease with credit card usage.

Results

Initial analysis. Employing all 6070 tickets in the
screened data set, an initial logistic regression provided sup-
port for transaction decouphing. First, the overall model
proved significant (x2(5) = 3184.42, p < .001). Second, three
of our four secondary explanatory variables were significant
and affected usage as expected, as shown in Table 3.

Finally, our explanatory variable of interest, NUMPEREF,
proved significant (}2(1) = 22.23, p < .001) and affected
ticket usage as predicted. As shown in the bottom rows of
Table 4, across all plays purchased, the likelihood of using a
ticket was greatest 1f that ticket was part of a single-play

9There 1s no reason to behieve that multicollinearity 1s a concern among
these five explanatory vanables First, none of these vanables affected
attendance wn an unexpected direction (1e., no sign reversals)  Second,
intercorrelations among these five vanables were modest 1o shght (1¢ . one
pairwise correlation was 47, all others were below 20)
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Table 3
LOGISTIC REGRESSION RESULTS: STUDY 4
First-Cut Regression (n = 6070) First-Pluy—Only Regression (n = 2565)

Explanatory Parameter Chi-Square Parameter Chi-Square

Vuriable Esttmate Vulue p-Value Estmate Value p-Value
NUMPERF 4625 2223 0001 5965 19 87 .0001
NUMTKTS 0281 35 5563 - 1220 157 2106
DAYSB4 0693 605 96 0001 0557 1398 .0001
TKTPRICE - .5552 763 32 0001 - 4087 167 48 .0001
PAYFORM 3.6451 462 57 0001 33685 105 28 0001
INTERCEPT - 53824 166 97 0001 - 58433 7794 .0001
Overall Model 3184 42 0001 742 32 0001

Notes: The degrees of freedom for the Wald chi-square tests are | for the explanatory varables and 5 for the overall model

Table 4
LIKELIHOOD OF TICKET USAGE AS A FUNCTION OF NUMBER OF PERFORMANCES PURCHASED AND SEQUENCE OF
PERFORMANCES: STUDY 4

Number of Pluvs Purchased by Ticket Holder

Across All

Play Sequence for Each Ticket Holder One Plav Two Plays Three Plays Four Plays Ticket Holders
First Play

Total tickets purchased 119]e 283k 51 1040 2565

Number of no-shows 7 8 4 164 183

Attendance rate 994 972 922 842 929
Second Play

Total tickets purchased 283 51 1040 1374

Number of no-shows 12 9 205 226

Attendance rate 958 824 803 836
Third Play

Total uckets purchased 51 1040 1091

Number of no-shows 7 238 245

Attendance rate 843 771 794
Fourth Play

Total tickets purchased 1040 1040

Number of no-shows 288 288

Attendance rate 723 723
Across All Plays

Total tickets purchased 1191 566 153 4160 6070

Number of no-shows 7 20 20 895 942

Attendance rate 994 965 869 785 845

aTo be read, “ 1191 tickets were purchased by people who bought tickets to one play only Of these, 7 tickets went unused, for an attendance rate of 994~
bTo be read, 283 nckets to each of two plays were purchased by people who bought tickets to exactly two plays. Of those, 8 tickets went unused for the

first play purchased, and 12 uckets went unused for the second play pusrchased ”

purchase (P[usagelone-play] = 99.4%) but dechined steadily
if it was part of a two-play purchase (Plusageltwo-
plays] = 96.5%), a three-play purchase (Plusagelthree-
plays] = 86.9 %), or a four-play purchase (P|usagelfour-
plays] = 78.5%).

First-play-only analysis. Although the first regression
controtled for several important factors, it did not control for
satiation (e.g., “I have no desire to see another play”) or for
learning (e.g., ** I expected the staging to be more profes-
sional”™) that might have adversely affected attendance for
multiple-play ticket holders but not for single-play ticket
holders.

To control for these factors and to provide a more conser-
vative test of decoupling, we 1an a second logistic regression
in which we only considered ticket usage to the first play for
which a ticket was purchased by each individual. This
resulted in the inclusion of all the tickets purchased by one-
play ucket holders, for whom “one play” and “first play”
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were synonymous. It also resulted in the inclusion of tickets
to the first play for which a ticket was purchased by all two-
play, three-play, and four-play ticket holders. More impor-
tant, however, 1t also resuited in the exclusion of tickets to
all subsequent plays for these multiple-play ticket holders,
thereby eliminating any tickets that might have been influ-
enced by satiation or learning. Because of this modification
to the data, we retained data for 2565 individual tickets.
Mean likelihood of attendance across these 2565 tickets was
92.8%.

The results of this first-play—only analysis also supported
our predictions. Again, the overall model was significant
(X2(5) = 742.32, p < .001); three of the secondary explana-
tory variables werc significant and affected usage as
expected. More important, NUMPERF was also significant
(x2(1) = 19.87, p < .001) and affected usage as predicted. As
shown 1n the top rows of Table 4, as the number of plays
purchased by a person increased from one to four plays,
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first-play ticket usage decreased from a high of 99% (ie.,
P[first play ticket usagelone-play] = 99.4%}) to a low of 84%
(i.e., P[first play ticket usagelfour-plays] = 84.2 %).

Discussion

Using transaction and attendance data from a 1997 SSF,
we found that a person’s likelihood of using a paid-for the-
ater ticket was a direct function of the number of plays that
the person had purchased, all else held constant
Theatergoers who had purchased tickets to a single play
were almost certain to use those tickets. This is consistent
with our argument that in a one-to-one transaction (i.e., one
payment, one benefit), the costs and benefits of that transac-
tion are tightly coupled, resulting in strong sunk cost pres-
sure to consume the pending benefit. However, theatergoers
who had purchased tickets to four plays were only 84%
likely to use their first-play tickets and only 78% likely to
use any given ticket across the four plays. Again, this 1s con-
sistent with our argument that in a one-to-many transaction

(i.c., one payment, many benefits), the costs and benefits of

the transaction become decoupled, resulting in only weak
sunk cost pressure to consume the pending benefits.

GENERAL DISCUSSION
Summary of Research

Across four studies, we have shown that consumers are
more likely to forgo consumption and demand less compen-
sation for an individual benefit that is purchased as part of a
bundle. We attribute these effects to transaction decou-
pling—the disassociation of a product’s costs and benefits
as a result of price bundling. Study 1 established the exis-
tence of transaction decoupling. Study 2 helped isolate the

effects of decoupling from those of the psychophysics of

aggregated costs (Thaler 1985). Study 3 i1dentified consumer
motivation and cost allocation difficulty as two causes for
decoupling. Finally, Study 4 provided external validity for
decoupling by demonstrating its impact 1n a rcal-world con-
sumer setting. Together, these studies provide strong evi-
dence that transaction decoupling is real and that it signifi-
cantly affects product consumption.

Theoretical Implications

When it comes to consumption behavior, it has long been
known that people sometimes deviate from normative eco-
nomic principles. One such deviation 1s the well-known
sunk cost effect. Although many potential explanations for
the sunk cost effect exist (see Arkes and Blumer 1985;
Brockner 1992; Staw 1976; Teger 1980; Thaler 1980, 1985),
each shares the common characteristic that a person must
account for the (sunk) cost of a transaction and tactor that
cost into the subsequent consumption decision.

Recent research suggests that this accounting for (sunk)
costs may be influenced by the physical characteristics of a
transaction, such as the relative timing of payment and con-
sumption (Gourville and Soman 1998) and the payment
mechanism used to complete the transaction (Prelec and
Loewenstein 1998). In the present rescarch, we focus on the
common marketing practice of price bundling and show that
price bundling leads to a decoupling of the sunk costs and
pending benefits of a given transaction, thereby reducing the
likelihood of downstream consumption. Furthermore. we
identify consumer motivation as one cause of this decou-

pling, introducing the Interesting possibility that the
accounting for and consideration of sunk costs can be selec-
tive and self-serving. We hope to explore this finding in fur-
ther research.

Managerial Implications

In addition to providing theoretical insights into con-
sumption behavior, the current research has some important
managenal implications.

The management of consumption. One important implica-
tion of transaction decoupling involves the management of
product consumption. We have shown that the common mar-
keting practice of price bundling can lead 1o a systematic
decrease in actual (as opposed to paid) demand for an
offered service. In anticipation of this relationship between
bundling and service demand, a marketer could (1) proac-
tively discourage or encourage service consumption or (2)
passively anticipate actual service demand to manage scarce
resources better.

As an example of proactively discouraging service con-
sumption, consider a ticket manager who has responsibility
for maximizing revenues across a series of fixed-capacity
sporting events. Transaction decoupling would suggest that
this ticket manager could price-bundle the events (e.g., offer
scason tickets), with the knowledge that this price bundling
would decrease actual attendance for the individual events
within the bundle. In turn. this would enable the ticket man-
ager to oversell each event and increase revenues.

Alternatively, the provider of a virtuous service could
psychologically unbundle its offerings so as to encourage
consumption. Consider a health care clinic that wishes to
promote routine physical exams among its patients. After
recruiting patients with a single bundled fee, this provider
could itemize or highlight the cost of each procedure cov-
ered within the bundled fee.!0 In doing so, the clinic would
facilitate a one-to-one coupling of the costs and benefits of
the annual exam, thereby ncreasing a patient’s likelthood of
undergoing such an exam (e.g., "I’ve paid for it, ['d better
take advantage of it”).

In a more passive and less manipulative fashion, a scrvice
provider could anticipate actual demand given the naturally
occurring mix of bundled and unbundled transactions. For
example, theater managers might expect a no-show rate of
20% when the percentage of season ticket holders is high
but a no-show rate of only 5% when the percentage of sea-
son ticket holders is low. With this knowledge, theater man-
agers could manage their expenses and/or revenues more
efficiently. First, they could better allocate resources on the
basis of anticipated demand (e.g., scheduling fewer ushers
when no-show rates arc expected to be high). Second, they
could maximize attendance by practicing a form of “yicid
management.” In much the same way that an airlinc over-
sells a flight in anticipation of a predictable percentage of
no-shows, theater managers could oversell performances for
which the no-show rate 1s expected to be high but not over-
sell performances for which the no-show rate is expected to
be Tow.

10We have assumed that a person’s likehhood of purchasing medical cov-
erage will be unaffected by this temizaton 1f 1t 15 affected. we would need
to nclude the first-stage effect of itemization on purchase hikelthood to
arrve at a two-stage or net effect of ttemization on consumption

Copyright © 2001 All Rights Reserved



Transaction Decoupling

Volume purchasing. A second important implication of
transaction decoupling involves its potential role in acceler-
ating the consumption of physical goods purchased in bulk
(e.g., cases of wine, multipacks of snacks). To this point, we
have considered the eftect of price bundling on the con-
sumption of a service that is due to expire, such as a date-
stamped theater ticket. The pending benefit of a physical
good typically remains until the good is consumed, however.
As with services, the price bundling of physical goods
should result in decoupling that reduces a consumer’s atten-
tion to the (sunk) costs of the pending benefit. In contrast to
services, however, this should increase the likelihood of
consuming the physical good by reducing the benefit
required for consumption to take place (Gourville and
Soman 1998).

Consider the purchase of an expensive bottle of wine,
which can be inventoried until needed. When the wine is
purchased as a single unit, its cost and eventual benefit
are tightly coupled. As a result, the cost of the wine will
be quite sahent, and a person will likely reserve that wine
for a special occasion. When purchased as part of a bun-
dle (e.g., as part of a case of wine), however, the cost and
benefit of that individual bottle of wine will hkely
become decoupled, reducing the impact of cost on even-
tual consumption.!! As a result, a person will likely find
the wine appropriate for many more (not-so-special)
occasions.

Thus, in contrast to the price bundling of services, the
price bundling of physical goods could lead to an increase in
product consumption. If this is the case, transaction decou-
pling would present an additional explanation for the gen-
eral finding that purchasing a product in volume can lead to
its accelerated consumption (e.g., Ailawadi and Neslin
1998; Wansink 1996).

Directions for Further Research

Although the present research establishes a main effect
between price bundling and transaction decoupling, several
avenues for future research would further our understanding
of the phenomenon. First, by manipulating the relative
attractiveness of the target benefit, we have demonstrated
that decoupling is moderated by a person’s motivation to
link costs to benefits. However, other factors that drive moti-
vation would be worth exploring. In particular, a person’s
motivation to couple costs and benefits could be a function
of involvement with a product category and/or the total price
paid for the product. For example, would an avid theatergoer
be as quick to decouple the costs and benefits of a given play
as a novice theatergoer? Similarly, would a skier be as likely
to decouple the costs and benefits of a day of skiing f that
day had cost $100 as opposed to $40?

Second, we also have demonstrated that decoupling is
moderated by the cognitive difficulty a consumer experi-
ences in allocating costs across benefits. We did this by

UFor simplicity, this illustration 1gnores the effects of payment depreci-
ation (Gourvitie and Soman 1998) and the psychophysics of bundled costs
(Thaler 1985) In addition to transaction decoupling, these two cffects
should contribute to the increased likelihood of consuming a wine pur-
chased in bulk and intended for cellaning
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manipulating price so that it was either easy to allocate (e.g.,
$30) or difficult to allocate (e.g., $37.86) across three plays.
There are many other ways that price bundling could affect
ease of allocation, however. For example, the prices of indi-
vidual items within a bundle could vary. When buying a case
of wine, consumers could mix and match wines of different
prices, making it extremely difficult to mentally account for
the cost of any one bottle. When it comes time for con-
sumption, how do consumers account for the cost of an item
purchased in such a manner? Are they sensitive to the dif-
ferences in price paid across the bottles of wine? Or do they
consider the average price paid for each of the 12 bottles? Or
perhaps they ignore price altogether?

Finally, in our investigation of transaction decoupling, we
have focused on transactions in which a single payment
resulted in multiple benefits. However, decoupling is also
likely to occur when many payments result in a single ben-
efit, as in the casc of a layaway transaction. And decoupling
will almost certainly occur when muluple payments result in
multiple benefits, as 1n the case of multipart pricing transac-
tions. Future empirical work should include these other cat-
egories of exchange for the purpose of developing a more
comprehensive theoretical understanding of transaction
decoupling.
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