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ABSTRACT The recent pandemic has causedmany businesses to alter their offerings, at times providing inferior value

to their customers or incurring higher costs. Many classes moved online, leading to a lower-value offering without signif-

icant cost reductions, and many firms adopted costly hygiene measures, such as stringent cleaning or reducing capacity to

maintain social distancing. This article explores consumers’ fairness perceptions regarding pricing decisions made in re-

sponse to unique scenarios caused by the pandemic. We present three key findings: (i) maintaining prices following a prod-

uct downgrade is viewed as less fair than maintaining prices following an equivalent decrease in costs; (ii) price decreases

following a product downgrade are viewed as more fair when positioned as passing on cost savings rather than making up

for decreased value; and (iii) price increases due to hygienemeasures are perceived asmore fairwhen they result fromdirect

(compared with indirect) cost changes.
T
he COVID-19 pandemic has caused many products
and services to change quickly, along with the asso-
ciated costs to firms and value to customers. For in-

stance, many universities, schools, and exercise studios tran-
sitioned to offering classes online when the pandemic made
in-person lessons infeasible. The online product is generally
less desirable, yet the primary costs of salaries and rent re-
main relatively unchanged. On the flip side, many hotels and
airlines have adopted hygiene measures that significantly
increase costs but do not provide additional value compared
to the pre-pandemic offering. As firms decide whether and
how to adjust prices in response to such changes in value
or costs, as well as how to communicate these changes to
their customers, consideration of consumers’ perceptions
of fairness is paramount (Guo and Jiang 2016; Shaddy and
Shah 2018). Recently, many students have filed class-action
lawsuits against universities demanding tuition refunds as
compensation for switching to remote learning, highlight-
ing the power of customers to take action against organiza-
tions who behave in a perceived unfair manner (Kamanetz
2020). In this research, we explore consumer fairness per-
ceptions in response to pricing decisions that businesses
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pandemic.

One change to the marketplace that COVID-19 has
caused is the downgrading of product and service quality.
Many in-person university and exercise classesmoved online,
and hotels and recreational spaces closed their high-touch
amenities (such as gyms), resulting in a less valuable product
for consumers at no fault of the seller and without a compa-
rable decrease in costs. These circumstances pose a unique
challenge for firms as they decide how to adjust prices in a
way that reflects value, covers their costs, and that consum-
ers find “fair.” Prior research has demonstrated that per-
ceived fair prices are in part a function of the seller’s produc-
tion costs, as consumers generally find it fair for sellers to
charge higher prices to cover higher costs (Urbany, Madden,
and Dickson 1989; Bolton, Warlop, and Alba 2003; Vaidya-
nathan and Aggarwal 2003; Xia, Monroe, and Cox 2004;
Bechwati, Sisodia, and Sheth 2009). For instance, the sem-
inal dual entitlement (DE) theory proposes that, “transac-
tors have an entitlement to the terms of the reference trans-
action, and firms are entitled to their reference profit”
(Kahneman, Knetsch, and Thaler 1986, 729), suggesting
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that firms may be entitled to maintain prices if their costs
do not change in order tomaintain their previous profit level.
However, while DE compares fairness perceptions to changes
in costs versus changes in demand, it does not examine in-
stances when the product quality or value changes.

Fairness perceptions when product quality differs with-
out a corresponding difference in cost has been less stud-
ied, raising an interesting question about whether consumers
would find it more fair to maintain prices following a de-
crease in value or following an equivalent decrease in the sell-
er’s costs. Past work has shown that perceived fair prices do
often reflect value, with fair prices being higher for higher-
quality goods and lower for lower-quality goods, but this
judgment was driven by the perceived cost-of-goods-sold
(CGS) mapping on to product quality (Bolton et al. 2003;
Guo and Jiang 2016). To the best of our knowledge, the clos-
est papers to address the question of fairness perceptions
when product quality changes without a change in costs look
at instances where retailers intentionally worsen product
quality as a way to price discriminate (Gershoff, Kivetz,
and Keinan 2012) or downsize a product to compensate
for increased input costs without customers noticing (Wil-
kins, Beckenuyte, and Butt 2016). However, fairness per-
ceptions in such situations are driven by firms violating per-
ceived norms or behaving deceptively, which does not apply
to scenarios where changes to the product are driven by ex-
ternal circumstances, such as a pandemic.

We propose that consumers find it less fair if a firmmain-
tains their prices following a decrease in value compared to an
equivalent decrease in costs. DE argues that firms do not have
“an unequivocal duty” to pass on cost savings to consumers
(Kahneman et al. 1986, 734), with participants split roughly
50/50 on whether they believed it was fair for a company to
maintain prices following a cost decrease. This suggests that
at least some consumers will find that it is fair for a company
to maintain prices following a decrease in cost. To evaluate
fairness perceptions following a decrease in value, we extend
the logic of DE beyond reference prices and profits to also en-
compass consumer surplus. If the product quality decreases
without a corresponding decrease in price, consumers will ex-
perience a loss of surplus relative to their previous surplus ref-
erence point, which we predict will feel unfair. Thus, given
that fairness perceptions do not dictate that firms share a cost
decrease, and that consumers likely care more about their
own surplus than the firm’s profit, we predict the following:

H1: Consumers will view maintaining price levels as
less fair when the value of the product has decreased,
compared to when the costs to the retailer decrease
by an equivalent amount.

Furthermore, we explore fairness perceptions if a firm
does lower prices in response to a product downgrade. We
find that consumers’ perceptions of fairness may vary de-
pending on whether they consider the price reduction as
compensation for lower quality, or as the firm sharing cost
savings. Past work has found that consumers are sensitive
to the way price changes are justified, holding all else con-
stant (Campbell 1999). Thus, firms may benefit from merely
describing the reasons for a price change differently, even
when the underlying facts have not changed. Although work
onprocedural fairness suggests that support for favorable de-
cisions, such as a price decrease, may be relatively insensitive
to procedural variables (Brockner 2002), we instead predict
that consumers will perceive the decrease differently depend-
ing on how it is framed.

We propose that customers will respond more favorably
when pricing decisions are linked to concrete cost changes.
Although past work has not explored this question directly,
an extensive body of work has underscored the importance
of retailers’ costs in fairness judgments (Kahneman et al.
1986; Bolton et al. 2003; Bolton and Alba 2006), indicating
that costs may provide a more justifiable reason for a price
change. Relatedly, consumers tend to prefer explanations
where the cause and effect are commensurate (LeBoeuf and
Norton 2012); a cost-based justification (exchange of money
between firms and suppliers) may therefore be seen as more
commensurate to theprice change (exchangeofmoneybetween
firm and customer) than a value-based justification. Further-
more, because firms are not necessarily expected to share their
cost savings (Kahneman et al. 1986), doing so may be viewed
favorably by consumers. Therefore, we predict that costs pro-
vide a better justification for any action the firm does take.

H2: Consumers will perceive price reductions result-
ing from a product being degraded to bemore fair when
framed as passing a cost saving to customers rather
than compensating customers for decreased value.

Finally, we examine how the nature of a price increase—in
particular due to new hygiene measures taken in response to
the pandemic—affects fairness perceptions. For example, if a
hotel increases its rates to compensate for the increased costs
caused by the pandemic, does it matter whether these costs
are direct (e.g., hiring additional staff to clean rooms thor-
oughly between guests) or less direct (e.g., reducing capacity
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to maintain social distancing, which indirectly increases the
cost per guest)? We propose the former will be perceived as
more fair.

Previous research has shown that different types of cost
increases have a different effect on fairness perceptions (Bol-
ton et al. 2003; Vaidyanathan and Aggarwal 2003). For in-
stance, consumers find it fair for a price to account for CGS
but less so for labor-related costs (Bolton et al. 2003). Addi-
tionally, Bolton and Alba (2006) have found that consumers
perceive price increases to be more fair when the type of cost
increase (goods vs. service) alignswith the price increase; that
is, increased material costs justify higher prices for goods,
while increased salaries justify higher prices for services. While
it is unclear whether cleaning is an alignable or nonalignable ex-
pense for a hotel room, especially given that labor tends to be
less justified than other costs, this finding nevertheless sug-
gests that expenses like cleaning, which more directly feed into
theoffering,provideabetter justificationthanreducedcapacity.
Similarly, Kahneman et al. (1986) argue that “a firm is only al-
lowed to protect itself at the transactor’s expense against losses
that pertain directly to the transaction at hand” (733), although
they do not directly support that claim empirically. Taken to-
gether, this literature suggests thatmore (vs. less) direct cost
changes will provide a more fair reason for a price change.

H3: Consumers will perceive price increases linked to
hygienemeasures to bemore fairwhen they are framed
as resulting from a more direct cost increase rather
than an indirect cost increase due to reduced capacity.

We test our hypotheses in 10 studies. Study 1 tests hy-
pothesis 1 using a scenario of a yoga studio that, as a result
of the pandemic, faced either a decrease in the value of its
product due to moving classes online, or a decrease in costs
due to reduced rental demand. Studies 2A–2E test hypothe-
sis 2 in two contexts: a university moving classes online
(studies 2A–2D), and a hotel that closed some facilities
due to the pandemic (study 2E). Studies 3A–3D focus on hy-
pothesis 3, in both a hotel and an airline context. All of our
scenarios directly relate to the COVID-19 pandemic, and all
of our studies were conducted on Amazon Mechanical Turk
(MTurk) in May–September 2020, amid the pandemic. Full
study details can be found in the appendix (available online).

STUDY 1: MAINTAINING PRICES FOLLOWING

A PRODUCT DOWNGRADE VERSUS DECREASE

IN COSTS

To test hypothesis 1, we present participants with a scenario
inwhich a yoga studio, due to circumstances of the pandemic,
is forced to either move classes online (a decrease in value)
with no corresponding decrease in costs, ormove classes out-
side (no change in value)with a decrease in costs. In both cases,
the firm decides to maintain prices. Wemeasure whether con-
sumers find it less fair to maintain prices following a change
in value versus an equivalent change in costs.

Method
Three hundred forty-four participants (49% male, median
age 5 36, ages 18–73 years) on Amazon MTurk were ran-
domly assigned to either a value-decrease or cost-decrease
condition in a between-subjects design. All participants read
the following scenario, then responded to our main DV of in-
terest: “Please rate this pricing decision,” on a 9-point Likert
scale, from “completely unfair” to “completely fair.”We used
this DV for all studies.

A yoga studio offers classes that customers can pay for
on a class-by-class basis. Due to the recent pandemic,
the studio could no longer offer indoor in-person classes.
They contemplated offering classes outdoors or online
instead. Given local weather conditions, they decided
to offer classes (online/outdoors on a covered patio).
Feedback from customers shows they are generally sat-
isfied with the classes . . .
Value decrease: . . . but they value the online
classes $5 less than the pre-pandemic classes.

The studio’s expenses (rent, salaries, etc.) have
not changed . . .

Cost decrease: . . . and they value the outdoor
classes about the same as the pre-pandemic classes.

The studio’s expenses (rent, salaries, etc.) have de-
creased by an amount equal to $5 per customer per
class (e.g., rent prices dropped due to decreased de-
mand in the area caused by the pandemic) . . .

. . . The studio has decided to maintain its regular
class price.

Results
In line with hypothesis 1, participants rated the decision to
maintain the regular price to be less fair when the value of
the offering decreased (M 5 5:95, SD 5 2:26) compared
to when the costs to the seller decreased (M 5 6:57,
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SD 5 2:20, t(343) 5 2:58, p 5 :010, d 5 :28). While past
work underscores the importance of retailers’ costs in per-
ceptions of price fairness, the circumstances of the pandemic
created situations like the one studied here in which value
may outweigh costs in driving fairness perceptions. Although
firms are typically entitled to protect their reference profit,
this may not be the case when the product itself changes
and thus consumers experience a loss in surplus, as has hap-
pened during the COVID-19 pandemic.

Given that consumers view the decision tomaintain prices
following a product downgrade as less fair, the question of
how firms should respond in such a situation becomes impor-
tant. If organizations do decide to address these fairness con-
cerns by lowering prices, should they frame their decision as
compensating for the lower value, or as passing on any mod-
est cost savings to consumers? We test this question next.

STUDIES 2A—2E: TYING PRICE REDUCTIONS

DUE TO PRODUCT DOWNGRADES TO COST

VERSUS VALUE

Study 2A presents participants with a university scenario in
which classes moved online due to the pandemic, leading to a
less desirable offering for the students.We vary between sub-
jects whether the university decides to maintain or decrease
tuition and cross that with a manipulation about whether a
modest cost reduction is mentioned or not. When tuition is
maintained, we predict that participants willfind the decision
more fair when costs have not changed compared to when
they decrease. However, in line with hypothesis 2 and consis-
tent with study 1, we predict that when tuition is decreased,
participants will view the decision as more fair if it is framed
as passing on a modest cost saving rather than when costs
have not changed and the decision instead is positioned as
making up for the move online.

Method
Five hundred forty-five participants (56% male, median
age 5 35, ages 18–77 years) on Amazon MTurk were ran-
domly assigned to one of four conditions in a 2 (tuition de-
crease: yes vs. no) � 2 (cost reduction mentioned: yes vs.
no) between-subjects design. All participants read the follow-
ing scenario, then responded to the same fairness measure
as in study 1.

A university had to move its classes online because of
the pandemic. The university understands that online
classes are less desirable for its students, compared to
regular classes.
Cost-reduction conditions: Many of the university’s
expenses (maintenance, salaries, etc.) have not changed,
but some of its costs (e.g., cafeteria food, outside ven-
dors) have been reduced due to the closure.

No-cost-reduction conditions: The university’s ex-
penses (maintenance, salaries, etc.) have not changed.

Cost reduction and no-tuition decrease: Be-
cause its main costs have not changed, the uni-
versity has decided to maintain its regular tuition.

No-cost reduction and no-tuition decrease:
Because its costs have not changed, the univer-
sity has decided to maintain its regular tuition.

Cost reduction and tuition decrease: In order
to pass its cost savings to the students, the uni-
versity has decided to decrease tuition during this
time. This translated to a 5% decrease in tuition
for each student.

No-cost reduction and tuition decrease: In or-
der to make up for themove to online classes, the
university has decided to decrease tuition during
this time. This translated to a 5% decrease in tu-
ition for each student.

Results
To test the effect of the tuition decrease andmention of cost
decrease on fairness perceptions, we conducted a two-way
ANOVA, which unsurprisingly revealed a significantmain ef-
fect of reducing tuition on fairness perceptions (F(1; 541) 5
59:7, p < :001; see fig. 1). The main effect of a cost decrease
to the university was not significant (F(1; 541)5 :03, p > :8).
More importantly, we found a significant tuition-decrease by
cost-reduction interaction (F(1; 541) 5 18:4, p < :001) and
conducted pairwise comparisons with Bonferroni correction
to explore it further. As should be expected, wefind thatmain-
taining tuition is perceived as less fair when costs have de-
creased (M 5 4:46, SD 5 2:43) compared to when they have
not (M 5 5:30, SD 5 2:52, p 5 :003, d 5 :33).

More surprisingly, and consistent with hypothesis 2, this
pattern reverses in the scenarios where the university decides
to decrease tuition. When tuition is reduced, perceptions of
fairness are more favorable when a cost reduction is men-
tioned and the decrease is positioned as passing on those cost
savings (M 5 6:91, SD 5 2:17) than when no cost reduction
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is mentioned and the decrease is instead positioned as mak-
ing up for the move to online classes (M 5 6:00, SD 5 2:36,
p 5 :002, d 5 :36). Together with study 1, these findings
suggest that firms appear better off both in the eyes of the
consumer, and in their bottom line, when cost decreases jus-
tify pricing decisions.

Follow-Up Studies
We ran four additional preregistered tests of hypothesis 2,
which all replicate the effect. Study 2B (N 5 319) used the
two tuition decrease scenarios from study 2A (Mcost 56:94,
SD 5 1:87 vs. Mvalue 5 6:53, SD 5 2:06, t(318) 5 1:86,
d 5 :21, p 5 :065). Study 2C (N 5 369) used the same
context but the cost savings were instead directly tied to
teaching (i.e., savings from keeping classrooms clean and air-
conditioned, rather than food and outside vendors; Mcost 5

6:68, SD 5 2:26 vs. Mvalue 5 6:16, SD 5 2:17, t(368) 5
2:23, d 5 :23, p 5 :026).

One potential concern about the scenarios in studies 2A–
2C, however, is that in addition tomanipulating how the uni-
versity justifies the tuition reduction, participants may have
also inferred a difference in the quality of the classes, which
could have caused the differences in fairness perceptions.
That is, justifying the tuition decrease as making up for the
move to online classes may have drawn extra attention to
the decreased value, even though all scenarios specified that
the move to online classes was less desirable.

Study 2D (N 5 611) sought to address this concern in three
ways. First, in addition to the two scenarios from study 2C, we
added a third condition in which the university justifies the
tuition decrease as both making up for the move to online
classes and passing its cost savings onto the students. If
drawing attention to the move to online decreased fairness
perceptions, we would expect participants in the value-and-
cost condition to rate the decision as less fair than in the cost
condition. However, if our account is correct, that positioning
a price change as passing on cost savings increases fairness per-
ceptions, wewould expect ratings in this condition to resemble
the cost condition. Second, we mentioned that some of the
university’s costs had been reduced in all three conditions,
which allows us to test the effect of tying the price decrease
to a cost saving versus reduced value, holding everything else
constant. The scenarios read:

A university had to move its classes online because of
the pandemic. The university understands that online
classes are less desirable for its students, compared to
regular classes.Manyof the university’s expenses (main-
tenance, salaries, etc.) have not changed, but some of its
costs (e.g., keeping the classrooms clean and air condi-
tioned) have been reduced due to the closure.
Value: In order tomake up for the move to online
classes . . .

Cost: In order to pass its cost savings to the
students . . .

Value and cost: In order to make up for the move
to online classes and pass its cost savings to the
students . . .

. . . the university has decided to decrease tuition during
this time by an amount equal to the cost savings. This
translated to a 5% decrease in tuition for each student.

Third, we measured participants’ perceptions of the value
of the classes. On the page following the DV, we asked: “In
this scenario, how much less desirable do you believe the
online classes are compared to in-person classes?” on a scale
labeled 15 “equally desirable to in-person classes” to 95 “a
lot less desirable than in-person classes.”

An ANOVA revealed a significant effect of condition on
fairness perceptions (F(2; 608) 5 4:57, p 5 :011). Pair-
wise comparisons with Bonferroni correction revealed that
justifying the tuition decrease as both making up for the
move online and passing along a cost savings (M 5 7:10,
Figure 1. Study 2A. When tuition is maintained, fairness perceptions
are lower when a cost reduction is mentioned than when it is not.
However, when tuition is decreased, fairness perceptions are higher
when a cost reduction is mentioned and the decrease is justified by
it, than when no reduction is mentioned and the decrease is instead
justified as making up for the move online. *p < .05; **p < .01.
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SD 5 2:15) was viewed as more fair than just making up for
the move online (M 5 6:46, SD 5 2:23, p 5 :010, d 5 :29)
but not significantly different than just passing on a cost sav-
ings (M 5 6:91, SD 5 2:11, p > :9, d 5 :09).1 This supports
the account that the results are driven by a positive effect of
the cost-saving justification, rather than a negative effect of
highlighting lower value.

Furthermore, consistent with the scenario stating that on-
line classes are less desirable to students in all conditions, the
effect of condition on value perceptions was not significant,
and went directionally against the alternative explanation
(i.e., classes were rated as directionally less valuable in the
cost-condition; F(2; 608) 5 1:36, p 5 :257; Mcost 5 6:57,
SD 5 2:01 vs. Mvalue 5 6:21, SD 5 2:33 vs. Mcost1value 5

6:38, SD 5 2:24, with higher numbers representing lower
value), providing additional support that differences in value
perceptions between the conditions were not driving the dif-
ferences in fairness perceptions.

Finally, given the unique factors surrounding a university
scenario (e.g., somewhat niche population, inelasticity of de-
mand, expensive tuition), study 2E (N 5 353) sought to con-
ceptually extend these findings to a different context: a hotel
that closed its pool and gym in response to the pandemic.
Participants were randomly assigned to either a cost condi-
tion or a value condition for the following scenario:

In response to the recent pandemic, a hotel had to
close its swimming pool and its gym.

Cost: The hotel has been able to save some costs due
to the closure of these facilities (e.g., maintenance). The
other costs incurred by the hotel have remained constant.

In order to pass its cost savings to the guests, the hotel
has decided to decrease its rates by an amount equal to
the cost savings. This translated to a 5%decrease in the
hotel’s rates.

Value: The costs incurred by the hotel have remained
constant.

To compensate the guests for the closing of these ame-
nities, the hotel has decided to decrease its rates by 5%.
1. Comparing the cost condition to the value condition, the effect size
(d 5 :21) replicates the previous studies, but with Bonferroni correction,
the difference is not significant (p 5 :115). With LSD correction, the dif-
ference is significant (p 5 :038).
Consistent with hypothesis 2 and studies 2A–2D, partici-
pants viewed the price decrease as more fair in the cost con-
dition (M 5 7:73, SD 5 1:53) than in the value condition
(M 5 6:91, SD 5 1:94, t(352) 5 4:42, d 5 :46, p < :001).
Taken together, these results suggest that fairness percep-
tions can be improved by linking price changes to a clear, tan-
gible cause-and-effect change in costs. Interestingly, the
firm’s sacrifice may be higher in the value-justification case,
without a profit-preserving cost decrease to offset the re-
duced price, yet fairness perceptions are lower.

STUDIES 3A—3D: TYING PRICE INCREASES

TO DIRECT VERSUS INDIRECT

INCREASES IN COSTS

Finally, we explore fairness perceptions in situations where
necessary hygiene measures led to an increase in costs, and
the firm increases prices to compensate. In hypothesis 3,
we predict that customers will view price increases resulting
from more direct cost increases, such as cleaning, to be more
fair than those resulting from less direct cost increases, such
as decreasing capacity to maintain social distancing.

Method
Eight hundred twenty-five participants (51% male, median
age 5 34, ages 18–77 years) completed study 3A on Amazon
MTurk.We randomly assigned participants to one of six con-
ditions in a 2 (context: hotel vs. airline)� 3 (reason-for-cost
increase: direct vs. indirect vs. indirect framed as direct)
between-subjects design. In addition to the two basic reasons
for the cost increase (direct vs. indirect), we included a sce-
nario where we described the reduced capacity as an in-
creased cost per customer.

Direct costs: In response to the recent pandemic, an
airline [a hotel] has hired additional cleaning staff in
order to clean and disinfect aircrafts [rooms] thor-
oughly between flights [guests]. All other costs in-
curred by the airline [hotel] have remained constant.

To compensate for the increased cleaning costs, the
airline [hotel] has decided to increase the price of its
tickets by 5%.

Indirect cost conditions: In response to the recent pan-
demic and in an effort to maintain social distancing, an
airline is flying its airplanes [a hotel is operating] at a re-
duced capacity. That is, the airplaneshave a lowernumber
of seats available than usual [hotel is leaving some rooms
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empty on purpose]. It costs almost the same for the air-
line to fly an airplane with empty seats [hotel to run with
empty rooms] compared to a full airplane [capacity].

Indirect: To compensate for selling fewer tickets
[filling fewer rooms], the airline [hotel] has decided
to increase the price of its tickets [its rates] by 5%.

Indirect framed as direct: Therefore, due to the
decreased capacity, the cost to fly each passenger
[host each guest] has increased.

To cover the increased per passenger [guest] cost, the
airline [hotel] has decided to increase the price of its
tickets [its rates] by 5%.
Results
A two-way ANOVA revealed a significant effect of context,
where fairness perceptions were lower for the airline com-
pared to the hotel (Mairline 5 5:80, SD 5 2:45 vs. Mhotel 5

6:57, SD 5 2:00, F(1; 819) 5 21:9, p < :001). This is consis-
tent with Campbell (1999), who shows that perceptions of
fairness can be influenced by the firm’s reputation, since air-
lines tend to have less favorable reputations than hotels.
We also find a main effect of the reason for cost increase
(F(2; 819) 5 23:4), p 5 :013), as well as a significant context
by reason-for-cost-increase interaction (F(2; 819) 5 21:9, p 5
:017; see fig. 2).

Examining pairwise analyses with Bonferroni correction
for the airline conditions, we find no significant effect of the
reason for cost increase (Mdirect 5 5:79, SD 5 2:28 vs.
Mindirect 5 5:69, SD 5 2:71, vs. Mind‐framed 5 5:93, SD 5

2:34; all p > .3), suggesting that hypothesis 3 might not apply
evenly across all contexts. The fairness ratings in all three air-
line conditions are lower than in the three hotel conditions,
so the depressed ratings could explain why no difference was
detected between conditions (i.e., a floor effect), although we
did not predict this ex ante. Explaining this attenuation
would be a valuable future research topic, as it may help clar-
ify boundary conditions of our findings.

Next we compare the reasons for the cost increase across
the hotel scenarios. Consistent with hypothesis 3, we find
that fairness perceptions are significantly higher in the
direct-cost scenario (M 5 7:20, SD 5 1:64) compared with
both the indirect-cost scenario (M 5 6:15, SD 5 2:33, p <
:001, d 5 :45), and the indirect-framed-as-direct-cost scenario
(M 5 6:33, SD 5 2:44, p 5 :002, d 5 :37). Although fair-
ness perceptions are directionally higher in the scenario where
the per-guest cost implication of decreased capacity is high-
lighted versus not, this difference is not significant (p > :5,
d 5 :08).

Follow-Up Studies
To further test hypothesis 3, we ran three preregistered rep-
lications of the same hotel scenarios. Study 3B (N 5 365)
used a two-cell design comparing the direct-cost condition
to the indirect-cost condition. Consistent with hypothesis 2,
we again find that participants viewed the price increase as
more fair in the direct-cost (M 5 6:72, SD 5 2:19) than the
indirect-cost condition (M 5 5:78, SD 5 2:50, t(364) 5
3:83, p < :001, d 5 :39). Study 3C (N 5 359) explored the
more conservative test, comparing the direct-cost condition
to the indirect-cost-framed-as-direct condition. We found that
participants viewed the price increase in the direct-cost condi-
tion (M 5 6:65, SD 5 1:99) as marginally more fair than the
price increase in the indirect-cost-framed-as-direct condition
(M 5 6:29, SD 5 2:07, t(358) 5 1:68, p 5 :093, d 5 :18),
suggesting that reframing the nature of the cost change is
not sufficient to bring fairness perceptions in line with an ac-
tual more direct cost.

However, the conditions in studies 3A–3Cmight have dis-
proportionately drawn attention to the benefits of the clean-
ing procedures, by framing the price change as compensating
for the “increased cleaning costs,” while the justification in
the indirect conditionsmadeno such reference to the benefits
Figure 2. Study 3A. In the airline scenarios, there was no differ-
ence in fairness perceptions between conditions. In the hotel sce-
narios, participants viewed the decision to raise prices as more fair
in response to a direct increase in costs compared to an indirect
increase, and an indirect increase framed as direct. *p < .05;
**p < .01; ***p < .001.
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of the social distancing procedure. Thus, the difference in fair-
ness perceptions could be driven by believing the hotel was
doing more to address potential infection, rather than being
driven by direct versus indirect costs. We ran study 3D (N 5

710) to address this concern.
Participants were randomly assigned to one of four condi-

tions in a 2 (cost: direct vs. indirect) � 2 (highlight-hygiene-
procedure: yes vs. no) between-subjects design. The begin-
ning of the scenarios followed the direct versus indirect cost
hotel conditions from the previous three studies. However,
the final sentence was edited as follows:

Procedure highlighted: To compensate (for the in-
creased cleaning costs/this social distancing measure),
the hotel has decided to increase its rates by 5%.

Procedure not highlighted: To compensate for this
measure, the hotel has decided to increase its rates
by 5%.

If fairness perceptions were driven by highlighting the
hygiene procedure, we would expect to see a main effect of
highlighting the procedure but not of direct versus indirect
cost. Our account, in contrast, predicts a main effect of direct
versus indirect costs. A two-way ANOVA indeed confirmed
a significant main effect of direct versus indirect cost
(F(1; 706) 5 26:2, p < :001). The effect of highlighting the
procedure was not significant (p > :3), nor was the interac-
tion (p > :5). Pairwise comparisons with Bonferroni correction
confirm that both in the procedure-highlighted conditions
(Mdirect 5 6:88, SD 5 1:99 versus Mindirect 5 6:09, SD 5

2:41, p 5 :001, d 5 :34) and the procedure-not-highlighted
conditions (Mdirect 5 6:80, SD 5 2:12 vs. Mindirect 5 5:83,
SD 5 2:59, p < :001, d 5 :42), the direct-cost justification
was seen as more fair than the indirect-cost justification.
The differences in highlighting the procedure was not sig-
nificant for either the direct-cost (p > :7) or the indirect-cost
(p > :2) conditions. Taken together, these results provide
evidence that consumers view price increases caused by hy-
giene measures as more fair when the implied costs are di-
rect compared with indirect, and that this result is not driven
by a difference in highlighting the steps the firm is taking to
protect against infection.
GENERAL DISCUSSION

The COVID-19 pandemic has brought numerous changes
to the marketplace, including downgraded product and ser-
vice quality, and increased costs due to hygiene measures.
Many of the changes to product quality or value come with-
out a significant change in costs, and the changes in costs
come without a significant change in value, creating pricing
challenges for organizations. As businesses decide whether
and how to adjust prices in response to these changes, and
how to communicate those decisions to consumers, con-
sidering perceptions of fairness is paramount. This article
explores how consumers perceive pricing decisions made
in response to the unusual circumstances caused by the
pandemic.

Our contributions to the literature on fairness in pricing
are threefold. First, to the best of our knowledge, past work
has not studied how consumers respond to pricing decisions
when a product is downgraded, and thus value is reduced,
without significant changes to retailer costs.We demonstrate
that maintaining prices following a product downgrade is
perceived as less fair than maintaining prices following an
equivalent reduction in cost. Second, we show that if firms
do reduce prices following a product downgrade, price reduc-
tions positioned as passing on (evenmodest) cost savings are
perceived more favorably than similar price reductions posi-
tioned as compensating customers for the loss in value. Inter-
estingly, the firm’s sacrifice is likely higher in the latter case,
without a cost decrease to offset the reduced price. Third, the
pandemichas caused businesses to take costlymeasures to en-
sure the safety of their customers. We find that fairness per-
ceptions regarding price increases are more favorable when
tied to more direct costs increases, such as hiring staff for
increased cleaning, compared with less direct cost increases,
such as those incurred through capacity constraints.

From amanagerial perspective, our work may help inform
whether organizations should adjust prices depending on the
circumstances they face. Firms whose costs increase due to
capacity reductions, for instance, may be better off weather-
ing the increase without raising prices, while those who incur
more direct costs may justify a price increase. Additionally,
our work suggests more effective communication strategies
when firms do change prices, such as tying those changes to
direct changes in costs.

Moreover, the limitations of this work provide impor-
tant avenues for future research. For one, while we propose
potential explanations for our results based on extant liter-
ature, we do not focus our investigation on empirically
exploring these mechanisms. Future work could measure
potential follow-up variables, or test other potential commu-
nication strategies, to shed light on the relevant factors that
may affect fairness perceptions. In hypothesis 2, for example,
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we compare a cost-related justification to a value-related jus-
tification; testing related frames, such as “in order to support
our customers” or “using donated funds,” could provide addi-
tional richness and insight.

Additionally, future work could explore the boundary con-
ditions to these results. It is possible, for instance, that a cost-
based justification is preferred for amodest 5%price decrease
because 5% may not be sufficient to make up for the lower
value. If that were the case, wemay expect the effect to atten-
uate or reverse if the price decrease were more substantial.
Furthermore, in study 3A, the effect of direct- versus indirect-
cost increases did not affect fairness perceptions of airlines.
Exploring the reason for this attenuation may clarify the
underlying drivers. Similarly, future work could further dis-
entangle the importance of the directness versus tangibility
of the costs in affecting fairness, since cleaning costs are also
a concrete, tangible line item, while reduced capacity is not.
For instance, would consumers view a reduction in capacity
in which their room specifically is left empty for a few nights
prior to their arrival (intangible but direct) as more fair jus-
tification than a general capacity constraint?

The current work focused on measuring fairness percep-
tions, and not on the downstream effects on both short-
and long-term purchase intentions. Past work has found that
fairness perceptions often do notmap onto behavioral inten-
tions (Urbany et al. 1989).While fairness perceptions capture
an important attitude toward a firm’s actions, this divergence
raises interesting questions about downstream behavior in
these unique scenarios. Moreover, the scenarios were hypo-
thetical and not tested on particular populations. Students,
for example, may focus on different factors in a university’s
communication strategy than the general public, which could
lead to different results. Any reduction in value may also be
more obvious in the real world than in a hypothetical sce-
nario, which could affect consumer inferences and percep-
tions. Future work could thus explore related outcomes, pop-
ulations, and real-world circumstances surrounding our
findings. Overall, the pandemic created unusual circum-
stances that allowed us to both extend the fairness litera-
ture, as well as provide valuable insights for managers trying
to navigate these challenging times and maintain healthy
relationships with their customers.
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