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Highlights

	•Continuous provision of “pay what you want” (PWYW) can be profitable even when all consumers are self-interested.

	•Hinges on seller’s threat to switch to fixed pricing if PWYW is unprofitable.

	•Theory shows that PWYW in such a setting is like threshold public good provision.

	•Experiments show that consumer communication is crucial in sustaining PWYW.

	•Communication works even when consumers have limited information about each other.




Abstract
Prevailing wisdom on “pay what you want” (PWYW) pricing focuses on the influence of altruism or fairness on consumers’ payments. In this paper, we offer a different perspective by demonstrating that, if the seller and consumers interact repeatedly, and future provision of PWYW depends on whether current revenue under PWYW is sufficient for the seller to achieve financial goals, then paying under PWYW can be likened to paying for a threshold public good. Our model implies that continuous provision of PWYW can be profitable even when all consumers are self-interested. We find in two experiments that if there is pre-payment online chat-room-style communication among consumers, then efficient tacit coordination at the payment stage can be accomplished to achieve continuous PWYW provision. We also show experimentally that pre-payment communication can sustain PWYW provision even when consumers have limited feedback about each other’s payments, or limited information about the market.





Introduction
In a recent post on the Wikimedia Foundation website, Jimmy Wales, co-founder of Wikipedia, pleaded with users to donate to the website so that Wikipedia would not have to raise revenues through advertising. He wrote: “Commerce is fine. Advertising is not evil. But it doesn’t belong here. Not in Wikipedia.”1 Wales has repeatedly made similar pleas to users for years, so as to assure that the website is financially sustained by users’ donations. In effect, Wikipedia has survived by means of a “pay what you want” (PWYW) pricing policy, under which every user donates any amount they want (including nothing) for Wikipedia’s products. Wales’ message underscores the argument that user donations help “keep Wikipedia free”. Sufficient donations would sustain Wikipedia’s PWYW model in the future, but if donations did not reach sufficiency, Wikipedia might have to charge users a subscription fee that would potentially be higher than the donation solicited; or Wikipedia might have to accept advertisements, an action that could reduce users’ future benefits because Wikipedia’s pursuit of advertising revenue might adversely impact their real or perceived objectivity. This argument, apparently, has persuaded many users to pay Wikipedia, despite the fact that they could have paid nothing while consuming the website’s content. In fact, the website has essentially become a public good with associated free riding issues, as the PWYW policy makes the website’s content available to all users for free, and excludes no user.
The prevailing wisdom in the literature on PWYW focuses on how consumers’ sense of altruism or of fairness towards the seller might influence their payments (e.g., Gneezy, Gneezy, Nelson, & Brown, 2010). We offer a different perspective by demonstrating that PWYW can transform a private good (e.g., the content of Wikipedia) into a public good by effectively making it non-excludable and non-rivalrous. If (1) there are repeated interactions between the seller (e.g., the Wikimedia Foundation) and its customers (users of Wikipedia), and (2) future provision of PWYW depends on whether current revenue under PWYW is sufficiently large for the seller to achieve financial goals, then consumers paying under PWYW can be likened to paying for the future provision of a threshold or step-level public good (see e.g., Croson and Marks, 2000, van der Kragt et al., 1983). The Wikipedia example highlights this perspective, which underpins the core thesis of our paper. By means of a simple model, we show that, theoretically, continuous provision of PWYW could be profitable to the seller even when all consumers are purely self-interested. This theoretical implication therefore augments the extant literature on PWYW, which has primarily focused on fairness or altruistic motives towards the seller. Our experiments provide further empirical evidence for the theoretical implication.
Like most other threshold public good models, our model allows for two types of equilibrium outcomes: a socially inferior outcome in which no consumer pays, and a set of socially efficient outcomes in which consumers coordinate tacitly to attain a high level of PWYW (the “public good”) provision. As such, it has the characteristics of a social dilemma in a general sense (Van Lange, Joireman, Parks, & Van Dijk, 2013). A major objective of our study is to identify behavioral conditions that can sustain tacit coordination in the social dilemma manifested in our model. We found one such condition in our Experiment 1: if there is online chat-room-style communication among consumers prior to paying, then tacit coordination at the payment stage can be accomplished to achieve continuous provision of PWYW. Such long-term provision of PWYW is generally an efficient outcome for the seller and for consumers. That is, cooperative equilibria in our PWYW situations can be sustained through communication. It needs be emphasized that, as the chat log of our experimental subjects indicate, those equilibria were sustained in the absence of fairness or altruistic motives towards the seller (cf. the Thick description in that experiment’s Analysis and Results section).
In addition, our experimental results suggest that communication facilitates coordination by fostering social influence among players, so that they could collectively agree on and socially “contract” themselves to commit to actions that would improve efficiency (Kerr and Kaufman-Gilliland, 1994, van der Kragt et al., 1983). The mechanism can be understood as one by which norms of “appropriate” behavior that enhance efficiency became established among players via communication (see Weber, Kopelman, & Messick, 2004).
We conducted Experiment 2 to understand whether communication remains effective in sustaining PWYW when consumers have limited feedback about each other’s payments, or limited information about the market. The experiment was motivated by the fact that, in many real-life PWYW examples, consumers are not informed about each other’s specific payments to the seller; oftentimes, the most information that they can obtain is information about total payment. Similarly, consumers often have little information about the distribution of valuations among other consumers in the market. Therefore, we experimentally examined the extent to which communication might or might not be able to facilitate coordination when: (a) consumers receive feedback only about total payment under PWYW but no feedback about each other’s specific payments; and (b) consumers lack “market information” pertaining to the distribution of valuations among other consumers. Our findings are supportive. Even when players received only partial feedback or no market information, communication could sustain continued provision of PWYW.
Our study is relevant to numerous real-life settings. For instance, several online platforms for independent artists (e.g., Bandcamp, NoiseTrade, Jamendo, Magnatune, and Kroogi) allow their artists to determine their pricing format (fixed price versus PWYW). These platforms bridge the gap between free (and often illegal) and fixed price models by letting fans determine the value of the content and pay an appropriate price. The fact that these PWYW sellers thrive on online consumer communication – such as chat forums – is consistent with one of our major experimental findings, namely that communication is key to socially efficient coordination that sustains long-term PWYW. Further, it has been suggested in the popular press that artists should switch from an initial PWYW model to fixed pricing if the PWYW pricing does not yield desired financial results (Geere, 2010).2 This prescription is consistent with a feature of our model, according to which, if PWYW does not generate sufficient revenues to satisfy the seller’s financial goals, then the seller would resort to fixed pricing.
In more general terms, our research is germane to organizations or individuals who offer products or services to buyers and would prefer to not employ conventional fixed prices for their products and services. We develop, through a simple, stylized model and two experiments based on the model, insights into how such a seller might profitably survive while offering consumers PWYW without relying on consumers’ sense of fairness or altruism towards the seller. We also contribute to research in social dilemmas by revealing a possible link between donation-based business models and social dilemmas. Lastly, through our experiments, we highlight how communication could facilitate the establishment of norms of “appropriate” behavior and high efficiency in social dilemmas, even when players have limited feedback about each other’s payments, or limited information about the distribution of valuations among themselves. As such, we contribute to research on “cheap talk” communication that pertains to previous studies in social psychology and economics.



Section snippets
Pay what you want
While the pricing literature is voluminous, the literature that speaks to PWYW pricing is relatively sparse, and the possibility that PWYW may transform a private good into a public good has not been systematically investigated. A dominant stream of studies in the PWYW literature examines the social psychological determinants of payments in one-off PWYW settings; a major finding is that consumers’ payments under PWYW depend largely on their social preferences, in particular altruism, concerns
A model of continuous PWYW provision
In this section, we present a simple model to generate our core insights. We shall then use a version of this model to set up our experiment. The model consists of the following features:
	(1)There is a seller, S, and a population of N consumers. There are infinitely or indefinitely repeated interactions (selling opportunities) between the seller and consumers. Each interaction is denoted as a period. The seller sells its products with negligible marginal cost. For example, the products can be


Experiment 1
As discussed in the previous section, our model exhibits a social dilemma with the character of threshold public good provision. A major objective of Experiment 1 is to identify behavioral conditions that can sustain tacit coordination in that social dilemma. Specifically, our experiment was designed to investigate whether and how PWYW equilibria can be attained in a laboratory environment that simulates our model.
A fundamental feature of our experimental setup was that we simulated the focal
Experiment 2
Experiment 1 established that online chat-room-style communication prior to paying could facilitate tacit coordination at the payment stage to sustain efficient provision of PWYW. It should be noted, however, that subjects in Experiment 1 were provided a breakdown of payments from all subjects after every round in the experiment. Previous payments could have been perceived by players as normative signals of “appropriate” behavior (see Weber & Murnighan, 2008). Such information could be a
Discussion and conclusions
In this paper, we offer a perspective on PWYW that augments the literature on this pricing policy. We demonstrate that, if the seller and consumers interact repeatedly, and future provision of PWYW depends on whether current revenue under PWYW is sufficiently large for the seller to achieve financial goals, then paying under PWYW can be likened to paying for a threshold public good. An implication, which we demonstrate through analyzing a simple model, is that continuous provision of the PWYW
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	Optimal pricing strategy for content products under competition: Pay-as-you-want or fixed-price?
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Show abstract
PAYW (pay as you want) has become a popular pricing strategy for content products in practice and has received considerable attention in the literature. However, the previous literature mainly justifies this pricing strategy in the monopoly setting. By exploiting a duopoly setting, this paper analytically investigates the impact of competition on the value of PAYW by comparing it to the traditional fixed pricing (FP) strategy. We find that only symmetric equilibria exist, i.e., both sellers choose PAYW when the fairness ideal is sufficiently high in equilibrium; otherwise, both choose FP. In sharp contrast to the prior literature, we find that multiple equilibria can exist, and a prisoner’s dilemma situation can arise when the fairness ideal is at a medium level. We also find that the fairness ideal has a nonmonotonic impact on social welfare, and the presence of network externality makes PAYW preferable under competition. We also show that our results qualitative hold when consumers have heterogeneous product values.




	I'm not sure what to think about them: Confronting naive present bias in a dynamic threshold public goods game
2022, Journal of Economic Behavior and Organization

Show abstract
This paper explores the implications of naive present bias in a simple, dynamic threshold public goods game. Our analysis demonstrates how equilibrium behavior and outcomes can be highly dependent on the “direction” with which players reassess their naive prior beliefs (including higher-order beliefs) regarding both players’ present biases. In some situations, a naive player may actually become more inclined to exert effort in pursuit of a future reward upon discovering their own present bias.




	Contextual differences in the moderating effects of price consciousness and social desirability in pay-what-you-want (PWYW) pricing
2022, Journal of Business Research

Show abstract
This research explores the trade-offs that customers make between different economic, social, and psychological considerations to arrive at a pay-what-you-want (PWYW) pricing decision. Specifically, it examines the differences in the moderating effects of price consciousness and social desirability on customers’ PWYW pricing decisions between private and public contexts. Three empirical studies are used to test the hypotheses. The findings reveal that the internal reference price and fairness perception positively affect the PWYW prices. These effects are moderated negatively (attenuated) by price consciousness and positively (enhanced) by social desirability. Moreover, the moderating effect of price consciousness is stronger in the private context, while the moderating effect of social desirability is stronger in the public context. These findings offer novel insights on the cognitive process underlying the trade-off between economic and socio-psychological boundary conditions (i.e., price consciousness and social desirability) that drive contrasting effects on customer decision-making in PWYW pricing.




	The role of contextual factors in increasing Pay-What-You-Want payments: Evidence from field experiments
2022, Journal of Business Research

Show abstract
In the real world, PWYW businesses can either engage supervised payments or honour boxes where consumers can drop their loose change to make payments. As consumers can pay any amount (including zero) for PWYW payments, the current work delineates conditions under which higher payments can be encouraged. Findings from a series of field experiments show that low arousal music facilitates higher PWYW payments under an external influence (e.g., a salesperson), while high arousal music motivates consumers to make higher payments when they carry more versus less loose change. Further, the interactions of music with salesperson and loose change respectively drives higher payments through the subject’s internal reference price. The current work is novel in testing the influence of salesperson, loose change and music driving higher PWYW payments. The current work also provides managers with a strategic tool (e.g., ambient music) that will help drive higher PWYW payments.




	Nudging generosity in consumer elective pricing
2021, Organizational Behavior and Human Decision Processes
Citation Excerpt :
In contrast to predictions derived from standard economic theory, considerable evidence shows consumers often choose to pay, despite being able to get a product for free. Researchers have proposed a variety of factors that influence behavior under CEP, such as social and self-image concerns (e.g., Dubé, Luo, & Fang, 2017; Gneezy, Gneezy, Nelson, & Brown, 2010; Gneezy, Gneezy, Riener, & Nelson, 2012), norms of fairness and reciprocity (Kim, Natter, & Spann, 2009; Jung, Nelson, Gneezy, & Gneezy, 2014; Mak, Zwick, Rao, & Pattaratanakun, 2015; Regner & Barria, 2009; Regner & Riener, 2012; Schmidt, Spann, & Zeithammer, 2014), and consumers’ prosocial disposition (Santana & Morwitz, 2013). In some cases, consumers are kind enough to sustain firms’ profitability over time (Jung, Liu, & Nelson, 2019; Riener & Traxler, 2012).



Show abstract
Consumer elective pricing (CEP)—allowing each consumer to decide how much to pay for a product or service—is becoming widespread. Organizations using this pricing scheme for both commercial and non-profit purposes have adopted a wide variety of phrasings to communicate it. In this paper, we propose that seemingly negligible differences in the phrasing of CEP can increase payments and donations. In three field experiments in both charitable and commercial marketplaces, we vary the language used to describe a CEP appeal to either highlight the social aspect of the exchange or not. Our findings show that CEP phrasing that cues the social nature of the transaction elicits socially oriented considerations and nudges generosity in both non-profit and for-profit markets. Follow-up online studies shed light on consumers’ perceptions under different CEP phrasing and establish a potential boundary condition.




	Understanding the determinants and outcomes of internal reference prices in pay-what–you-want (PWYW) pricing in tourism: An analytical approach
2020, Journal of Hospitality and Tourism Management

Show abstract
A coherent body of research recognizes the importance of pay-what-you-want (PWYW) pricing in marketing. However, while numbers of research of PWYW pricing exist in marketing, empirical investigation of PWYW pricing in tourism has received less attention. Accordingly, this research investigates the antecedents and consequences of internal reference price (IRP) in PWYW pricing in tourism. The mediating role of IRP is also explored in this research. This research was conducted using data collected from 337 tourists purchasing souvenir products from multiple tourists’ destinations. Confirmatory factor analysis and structural equation modeling found that altruism and social desirability have a positive effect and price consciousness has a negative effect on IRP in tourism. Similarly, IRP has a positive effect on willingness to pay and future purchase intention. IRP also have a mediating effects on the relationships between antecedents and outcome variables. This paper contributes by examining the innovative pricing in tourism marketing.
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