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Pricing setting is a difficult and chal-
lenging process for any company. 
Why do some companies choose to 
charge all-inclusive prices while oth-
ers decide to partition prices into 
various components? In this article, 
the authors explore the difference 
between all-inclusive or consolidat-
ed prices and partitioned prices and 
analyze how these price structures af-
fect both customers’ price perceptions 
and buying behaviors. Dr. Johannes 
Vöster is a Manager at Simon-Kuch-
er & Partners in Munich and can be 
reached at Johannes.Voester@simon-
kucher.com. Tobias Kuntner is a 
Senior Consultant at Simon-Kucher 
& Partners in Munich and can be 
reached at Tobias.Kuntner@simon-
kucher.com.
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When it comes to price set-
ting, companies often 
face a tough decision: 
Should they offer a prod-

uct or service at a single, consolidated 
price or does it make more sense to as-
sign individual prices to individual prod-
uct or service components? 

In practice, the price of a product or a 
service is often divided into a base price 
and one or several additional charges. 
Many mail-order companies, for exam-
ple, charge extra for sending goods, pro-
cessing orders or for using certain pay-
ment methods. Another example are car 
rental companies. In addition to charg-
ing a base price for a rental car, these 
companies also impose various service 
fees, such as for one-way rentals, rentals 
at a particular location (e.g. an airport or 
a train station), or the provision of a car 
outside of regular opening hours. Sur-
charges are a very popular pricing instru-

ment in numerous industries worldwide: 
A study conducted by the American 
Ponemon Institute shows that an Ameri-
can consumer pays an average of 900 
U.S. dollars per year for surcharges, with 
rising tendency.

At the same time, however, a number of 
companies implement all-inclusive price 
strategies. Amazon, for example, has 
stopped imposing separate processing 
and shipping fees as long as the customer 
orders a minimum value or takes part in 
a customer loyalty program. 

Last year, the American airline company 
Southwest Airlines started a campaign 
called “Transfarency,” in which it an-
nounced to refrain from extra fees for 
bags, fuel, and in-flight catering. In fact, 
these costs were included in higher tick-
et prices. So, why do some companies 
choose to charge all-inclusive prices 
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Figure 1: Perceived responsibility for additional charges when renting carswhile others decide to 
partition prices into vari-
ous components?

Pros and cons of  
partitioned pricing
One of the main arguments 
for dividing prices into sev-
eral components is that, in 
many situations, customers 
perceive partitioned pric-
es as cheaper than single, 
combined prices. Scientific 
studies have shown that 
customers focus on the base 
price of an offer when pro-
cessing and evaluating price 
information. Additional 
price components such as 
surcharges are ignored or 
are at least not sufficiently 
included in the evaluation 
of the total price. Conse-
quently, partitioned prices 
appear subjectively cheaper 
than equivalent all-inclusive 
prices, which enhances an offer’s attrac-
tiveness and increases consumers’ will-
ingness to buy.

Another advantage of partitioned pricing 
is that companies can use them to im-
prove the relative positioning of their of-
ferings. In online retailing, for instance, 
price search engines sort offers by default 
according to the cheapest base price (e.g. 
product price) and not according to the 
cheapest total price (e.g. product price 
plus shipping fees). Providers with indi-
vidually priced components and a cor-
respondingly low base price obtain a 
more favorable relative positioning in the 
search results list, which increases their 
products’ purchase probability.

Finally, partitioned prices make it eas-
ier to understand an offer’s cost-benefit 
structure. Unlike all-inclusive prices, 
they demonstrate to the customer that 
only a certain part of the price (i.e., the 
base price) will be charged for the prod-
uct or service. The remaining price com-
ponents, however, are imposed for ad-
ditional services, which cause additional 
effort for the provider (e.g. shipping 
costs, which the provider then has to for-

ward to a logistics company). Thus, par-
titioned prices meet customers’ demand 
for greater transparency (open communi-
cation of the price structure) and for fair 
prices (the additional effort justifies addi-
tional costs). Both aspects can positively 
influence buying behavior.

Depending on the type and size of the 
surcharge, partitioned prices can also 
have negative effects. In 2011, the Bank 
of America was forced to deal with mas-
sive customer protests when it decided 
to charge a separate administrative fee of 
five dollars per month for checking ac-
counts. 

Over 300,000 customers signed an on-
line petition, which forced the bank to 
cancel its plans. What happened? First, 
customers felt that the fee was unfair 
and disproportionate compared to other 
providers. Second, they doubted that the 
bank introduced the fee to cover addi-
tional administrative costs. Rather, they 
speculated that the bank charged the fee 
to increase its profits at the customer’s 
expense. Therefore, it is difficult to clear-
ly say whether partitioned prices increase 
a company’s success in every case. So 

what does determine a partitioned pric-
ing strategy’s success?

Crucial for customers: 
Who is responsible for a 
surcharge?
A recent study conducted by the authors 
shows that a provider’s responsibility for 
a surcharge – and, thus, the presumed 
motive behind a fee – critically affects 
customers’ acceptance of a surcharge. 
Specifically, when facing an additional 
charge, customers are likely to question 
why they have to pay it and who or what 
caused it. Possible conclusions are that 
either the customer himself, the provider 
or a third party is responsible for the sur-
charge.

If a company (e.g. the Bank of America) 
fails to communicate why an additional 
charge (e.g. a processing or service fee) 
is introduced, customers tend to assume 
that the surcharge’s true purpose is to 
increase the provider’s profits rather than 
to offset additional costs. 

However, with some types of charges, 
such as fees for extra services, customers 
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Figure 2: Comparison of acceptance and accountability for additional charges
CONTINUED ON NEXT PAGE �

perceive themselves, not the provider, as 
the cause for the charge and consequent-
ly attribute responsibility to themselves. 
In the context of car rentals, typical ex-
amples are charges for one-way rentals or 
picking up a car at a preferred location. 
Such charges are the result of a custom-
er’s specific wish. Assuming the fee is 
not disproportionately high, customers 
are more likely to perceive those types of 
charges as a means to compensate ad-
ditional costs rather than a tactic of the 
provider to increase profits.

Finally, with some types of surcharges, 
customers assume that a third party is 
responsible. Some examples are taxes and 
fees or, in the case of rental cars, charges 
related to a location which are charged 
by the provider, but forwarded to a third 
party (e.g. the airport operator). In such 
cases, customers do not see the providers 
as acting out of self-interest, but simply 
as fairly passing on additional costs.

Figure 1 shows that customers perceive 
different parties as responsible for dif-
ferent types of surcharges in the context 
of car rental. For example, the respon-
sibility for processing fees or payment 

fees is mostly attributed to the provider, 
whereas charges for delivery or a one-way 
rental are more likely to be attributed to 
the customer. 

Comparing the responsibility for a 
charge with its degree of acceptance 
reveals a clear pattern (see figure 2). 
Charges are considered unfair and un-
acceptable if the customer perceives the 
provider as responsible because surcharg-
es are assumed to be introduced pri-
marily to increase profits. Reversely, the 
more customers believe the provider is 
not responsible for a surcharge, the more 
likely they are to accept it. The reason is 
that customers do not assume the charge 
was introduced out of self-interest, but 
with the purpose of covering additional 
expenses.

Another study by the authors illustrates 
these insights in more detail: Three 
groups of participants were confronted 
with three different offers which repre-
sent three different buying situations. 
The first group received an offer that 
included an additional charge for which 
the provider accounted responsible. The 
second group received the same offer, 

except this time the customer was desig-
nated to be responsible for the additional 
charge. The third group received an offer 
with an all-inclusive price without any 
additional charge. The total price to be 
paid was the same for each group.

Results show that the first group (pro-
vider responsible for charges) assessed the 
offer as significantly worse and, thus, was 
less likely to make a purchase compared 
to the third group, which only saw the 
total price (i.e. the charge was “hidden” 
in the total price). At the same time, the 
assessment and the purchase intent of 
the second group (customers responsible 
for the charges) significantly improved 
compared to the group that saw the all-
inclusive price. These results reveal that 
the beneficial effect of partitioned pric-
ing largely depends on whether or not 
customers attribute the additional costs 
to the provider.

Summary: When are 
surcharges beneficial?
When should additional charges be 
shown separately and which aspects 
should be considered when implement-
ing a partitioned pricing approach? The 

Perceived 
responsibility of 
the provider for 

the charge

Types of fees
Processing fee (for processing the prepaid rental transaction 
through the car rental)
Payment fee (for payment of the rental car with certain 
payment methods, e.g. credit card)
Outside office hours fee (for providing/collecting the car 
outside of regular opening hours)
International use fee (for cross-border trips with the car while 
rented)
Location fee (for collecting the car at special locations such as 
airports or train stations)
Second driver fee (for registration/license registration of a 
second driver)
Fuel service fee (for filling the car with fuel after the rental car 
has been returned)
"Young" driver fee (for registering a driver who is under the 
age of 25 years)
Delivery/collection fee (for providing/collecting the car at a 
location of the customer's choice)
One-way rental fee (for picking up/returning the car at a 
different station)

Taxes (for taxes related to renting a car, e.g. VAT)

11

22

33

44

55

66

77

Acceptance of additional 
charge

High
High

Low

Low

Figure 2

88

99

1010

11111
2

3

45
6

7

8

9
10 11

Reading example: A processing fee is largely 
perceived as being caused by the provider and 

is therefore not accepted by customers
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If customers perceive the level of 
charges to be disproportionate, the 
positive impact of partitioned prices 
can have a reverse effect, leading to 
a negative customer reaction.

presented studies recommend the follow-
ing: Providers should thoroughly un-
derstand the single utility components 
of their offerings and determine which 
of these components can be modular-
ized and shown in the form of a separate 
charge. If the offer structure allows to 
partition prices, providers should only 
try to introduce charges for those com-
ponents for which responsibility 
can be passed on. Examples for 
such components are extra ser-
vices requested by the customer 
or charges that are forwarded 
to a third party. Customers are 
more willing to accept such fees 
because they assume that the 
provider simply covers addition-
al costs or effort. In contrast, 
charges for which the provider 
is seen as responsible should be 
avoided as customers tend to view them 
as an unjustified means to increase prof-
its. 

Communicating fees to customers and 
explaining the reasons for them is of 
particular importance. For instance, 
many providers communicate charges 
for shipping, packaging or payment as 

a “service” fee or “processing” fee. The 
study results show that, when using such 
terms, customers find it difficult to deter-
mine which services the charges refer to. 
Consequently, they are unable to detect 
the underlying reasons for the price in-
crease. In such situations, providers need 
to clarify that a charge is introduced 
to fulfill a customer’s special request or 

provides them with a special benefit (e.g. 
home delivery instead of in-store deliv-
ery in case of shipping fees). That is, the 
charge serves as a means to compensate 
for additional effort (e.g. shipping costs 
that the provider passes on to a logistics 
company). Customers are more will-
ing to accept these charges since they 
increase transparency and improve the 

cost-benefit evaluation of the offer.

Besides the type and communication of 
a surcharge, an important decision in-
volves the appropriate amount. Here, 
modesty is key: If customers perceive the 
level of charges to be disproportionate, 
the positive impact of partitioned prices 
can have a reverse effect, leading to a 

negative customer reaction. 
Customers consider shipping 
fees that significantly exceed 
the estimated actual shipping 
costs as unfair. Charges should 
therefore reflect the actual 
(added) effort of the provider 
and be communicated trans-
parently.

The excessive use of surcharges 
in some sectors is a reason why 

they are often criticized nowadays. The 
basic principles described in this article 
help providers to successfully implement 
a partitioned pricing strategy and to ben-
efit from its advantages: improved price 
perception by customers, better commu-
nication of the cost-benefit relationship 
and greater transparency and fairness of 
prices and offers.
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