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Good morning. My name is Vicki Morwitz. I’'m the Bruce Greenwald
Professor of Business and Professor of Marketing at Columbia Business
School at Columbia University.

Thank you for inviting me to testify today on the issue of “Protecting
Consumers from Junk Fees.” | am a consumer psychologist with expertise in
how consumers process additional fees and surcharges, a topic | have
studied for over 25 years. | have discussed this research in my classes, and |
have given research seminars on this topic at universities around the world.

In my testimony today, | will discuss two pricing practices that | have studied
in depth that are central to the discussions taking place in the Senate
Commerce committee regarding junk fees: partitioned pricing and drip
pricing. The academic research on both partitioned and drip pricing makes
clear that consumers make better informed decisions when firms use all-
inclusive pricing.

My co-authors and | coined the phrase and defined partitioned pricing as a
strategy where firms decide to divide a product's price into two or more
mandatory parts, a base price for the main product and one or more
mandatory surcharges, rather than deciding to charge a single, all-inclusive
price.! For example, many hotels these days assess a mandatory fee on top
of the daily room rate — these are sometimes called resort fees or facility
fees or destination fees and range from $20 to over S50 a night on top of the
daily room rate. And many rental car agencies assess several mandatory fees
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on top of the daily rental rate such as concession recovery fees, customer
facility fees, energy recovery fees, and vehicle licensing fees. And many
ticketing agencies assess a variety of mandatory fees on top of the base
ticket price — for example processing fees, booking fees, ticketing fees,
venue fees, and delivery fees, even with the tickets will be delivered
electronically.

In general, what research on partitioned pricing has shown is that when
firms separate out mandatory surcharges versus assessing one all-inclusive
price, consumers tend to underestimate the total price they will have to pay,
and are often more likely to complete the purchase.? While these effects
happen even when the surcharges are fully disclosed, the detrimental effects
are even larger when the surcharges are hidden in the small print3 and when
they are made more difficult for consumers to process such as when they
are framed as a percent of the base price versus as a flat dollar amount?.

My co-authors and | have also studied a related pricing strategy called drip
pricing®. Drip pricing is a pricing technique in which firms advertise only part
of a product’s price up front and reveal other charges later as shoppers go
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through the buying process.® Dripped fees can be mandatory or can be for
optional items, but for today’s testimony, | will focus on the dripping of
mandatory surcharges.

Drip pricing is commonly used in industries like the ticketing industry. A
consumer shopping for a ticket for a live event like a concert, a play, or a
baseball game, typically first sees the price for different seats in the venue.
After selecting a seat, as the consumer clicks through more web pages, they
may come to learn about all the additional fees that | mentioned earlier.
Eventually they see a total price that may be 30 or even 50 percent higher
than the first price they saw —and when they see that total price, there may
be under time pressure to complete the purchase as they may be shown a
countdown clock that indicates they have to complete their purchase in just
a few minutes, or they may be told there are only two seats left at that price.
Other industries like the telecommunications industry, might first show the
monthly plan rate, but then drip other mandatory fees such as universal
connectivity charges, administrative service fees, access recovery fees,
franchise fees, and more.” And when a consumer shops for a TV/internet
bundle from a cable television provider, they may first see an attractive base
price offer for the bundle, but later learn there are also broadcast TV fees,
set top box fees, regional sports fees, and TV connection fees that raise the
price considerably.?

What research has shown is that when surcharges are dripped, consumers
end up being more likely to buy a product that appears cheaper up front
based only on the base price, but that is more expensive in total given the
dripped mandatory fees. This happens because drip pricing makes the search
process more difficult for consumers. Consumers also tend to buy more
expensive products than they otherwise would have, such as a seat closer to
the stage for a live event, when surcharges are dripped.®
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Notably, these effects happen even when consumers are provided with a
total price at the final stage of the transaction, before they complete their
purchase. While in theory, they can cancel the purchase when they see that
the total that is more expensive than they first thought, they often do not,
because they tend to overestimate the costs of restarting search and
underestimate the benefits of doing so, for example because they assume
that the other providers also assess these same fees.° Because of this, it is
not enough to show the total price to avoid the detrimental effects of drip
pricing. Research has also shown that these effects do not go away with
purchase experience — for example, repeat ticket buyers are still affected by
drip pricing, similar to first time buyers.!!

It is not because consumers are stupid or even careless that they are
affected by the separation and dripping of mandatory surcharges. In general,
consumers try their best to make good decisions for themselves and their
families. But pricing practices like drip and partitioned pricing take
advantage of the fact that we consumers have a lot going on in our lives —
we are busy and can be distracted, and because of that we may not notice or
appropriately consider all information important to that purchase decision,
especially when that information is hidden in the small print, is presented in
obscure language, or dripped late in the shopping process, and when we are
put under time pressure with countdown clocks or receive scarcity cues such
as that there are only a few items left at that price.

When firms use drip and partitioned pricing, it leads consumers to make
decisions that differ from what they intended and that are against their own
interest. Academic research has shown that partitioned and drip pricing
leads consumers to spend more money than they intended to or needed to,
and to make choices that do not reflect their true desires or preferences.
These practices also put well-intentioned competitors who use all-in pricing
at a competitive disadvantage as it makes their prices look more expensive
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than their competitors who use these pricing techniques, even when their
prices are actually cheaper in total.!> What the research on these pricing
practices also makes clear is that consumers and well-intentioned firms
benefit when all-inclusive upfront pricing is used, rather than when fees are
dripped later in the shopping process or disclosed in multiple parts.

As a scholar who has studied these pricing strategies for decades and who
knows well how their use can be detrimental to consumers and to honest
organizations, | strongly advocate that policy be promoted that addresses
the partitioning and dripping of surcharges, like we commonly see in the
ticketing, the telecommunication, the cable, the hotel, and the rental car
industries, among others. These policies will benefit consumers if they
require that upfront stated prices must be all inclusive — in other words that
all mandatory fees must be included in the total price and that that the total
price should be seen upfront. This is what academic research suggests will be
most beneficial to consumers.

Thank you for the opportunity to appear today at this hearing. | am happy to
answer any questions that you may have.
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