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There has been little research examining customer reactions to brokered ultimatum game (BUG) contexts
(i.e., exchanges in which 1 party offers an ultimatum price for a resource through an intermediary, and
the ultimatum offer is accepted or rejected by the other party). In this study, the authors incorporated
rational decision-making theory and justice theory to examine how customers’ bids, recommendations,
and repatronage behavior are affected by characteristics of BUG contexts (changing from an ultimatum
to negotiation transaction, response timeliness, and offer acceptance or rejection). Results indicated that
customers attempt to be economically efficient with their bidding behavior. However, negotiation
structures, long waits for a response, and rejected bids create injustice perceptions (particularly infor-
mational and distributive injustice), negatively influencing customers’ recommendations to others and
their repatronage. The authors then discuss the practical and theoretical implications of their results.

Although negotiation has historically been viewed as a face-to-
face activity, many bargaining activities now take place between
essentially anonymous parties. This has resulted in a concomitant
increase in the reliance on intermediaries who facilitate interac-
tions between buyers and sellers. For example, companies such as
Expedia.com, Travelocity.com, and Orbitz.com serve as interme-
diaries between service providers (airlines, hotels, and car rental
agencies) and the public. In addition, numerous discount interme-
diaries (such as Priceline and Hotwire) offer customers travel-
related items at prices that can be significantly lower than those
offered through other intermediaries. In general, these contexts can
be thought of as variations of ultimatum games (Guth, Schmitt-
berger, & Schwarze, 1982). Thompson (2001) defined ultimatums
as situations in which

one person makes a final offer—an ultimatum—to another person. If
the other person accepts the offer, then the first player receives the
demand that he or she made, and the other player agrees to accept
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what was offered to him or her. If the offer is refused, then no
settlement is reached. . . .” (p. 259)

The present study used the decision-making and justice litera-
tures to develop and test hypotheses examining how people react
to brokered electronic transactions. The literature on ultimatum
games has primarily relied on theories of economic rationality in
making predictions about behavior. We argue for taking a more
comprehensive approach that uses both rationa models of
decision-making and organizational justice theory because we
believe that the two approaches offer unique insights into different
aspects of the ultimatum process. Figure 1 provides an overview of
our study, including the variables we examined and the hypotheses
that stem from each of the two theories we used to understand
customer reactions. As can be seen in the figure, we used rational
decision-making theory to investigate how the characteristics of
the ultimatum context affect customers' current and future bidding
behavior. We also used justice theory to investigate how proce-
dural variationsin an ultimatum context (ultimatum or negotiation
transaction structure, timeliness of response, and intermediary
response— offer acceptance or rejection) affect whether customers
recommend the system to others, and whether customers would
reuse (repatronize) the brokered ultimatum system. The dashed
arrows in the figure indicate effects we expect to be mediated by
participants perceptions of justice.

Our study makes several contributions. First, we expand the
theoretical scope of ultimatum bargaining situations by linking
justice theory to structural characteristics of ultimatum games.
Second, we explore theimpact of changes in ultimatum bargaining
structures and their effects on customer bidding behavior in
present and future encounters. Third, we examine a heretofore
unstudied negotiation context— brokered ultimatums—that broad-
ens the generalizability of the ultimatum literature. Fourth, we use
our results to argue for an expanded consideration of the fourfold
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Figure 1. Overview of our study. Dashed arrows indicate our proposed mediational effects for fairness

perceptions captured in H5-6, H8-9, and H11-12.
predicting “subsequent bid values.” H = Hypothesis.

model of organizationa justice (cf. Colquitt, 2001) in understand-
ing reactions to ultimatum situations. Fifth, we show how the
decision-making and justice theories complement each other by
predicting different types of reactions. Beyond these theoretical
contributions, we also address the practical implications of our
results for both customers and service providers who use brokered
ultimatums. In the next section, we elaborate on the brokered
ultimatum game (BUG) context. We then discuss the potential
effects of certain structural characteristics of the BUG context on
bidding behavior followed by their effects on customer recommen-
dations and repatronage behavior. We conclude by discussing the
practical and theoretical implications of our results as well as any
limitations that stem from this research.

The BUG Context

Many discount travel bidding sites can be described as interme-
diaries that use an ultimatum structure to facilitate transactions
between customers and vendors. Through the intermediary, ven-
dors sell off their excess capacity to customers, alowing service
providers an additional distribution channel at relatively low mar-
gina costs. There are variations in how such services are struc-
tured. For instance, with Priceline the customer makes the bid for
the resource (e.g., a hotel room), and the intermediary accepts or
rejects their offer on behalf of a vendor. With Hotwire, the inter-
mediary offers the price for the resource, and the customer accepts
or regjects the offer. Conceptually, both are variations of the tradi-
tional ultimatum game, as the negotiation is not between the two
parties who are actually providing the resources, but instead the
transaction occurs between a representative of one of the resource
providers (Fershtman & Gneezy, 2001). We label this type of
transaction a BUG, which we define as any exchange occurring
through an intermediary in which an ultimatum price is offered for
aresource by one party (either the customer or the service provider
via the intermediary), and the ultimatum offer is accepted or
rejected by the other party.

“Final bid value” aso serves as a control variable in

From the perspective of the intermediary, it isimportant to have
a high percentage of successfully completed transactions, as the
intermediary only makes money on completed exchanges. This
goa is consistent with the goals of the customers and vendors, who
aso prefer completed transactions to noncompleted transactions.
In addition, the intermediary also has an incentive to keep cus-
tomers satisfied with the service provided to ensure that current
customerswill use the service again in the future (repatronage) and
that they will make positive recommendations about the system to
other people, thereby increasing the number of people who visit
the intermediary and potentially increasing the number of transac-
tions completed. These outcomes can be seen on the right side of
Figure 1.

Given this alignment of customer and vendor interests and
incentives, it would seem that online intermediaries are perfect
channels for customers to access vendor services. However, an-
other intermediary incentive runs counter to the customers’ inter-
ests—the benefit the intermediary gets from selling its available
assets at the highest possible price. It benefits the intermediary to
sell its available assets at higher rather than lower prices for three
reasons. First, if a customer overpays for an asset that the inter-
mediary has for sale, the intermediary can keep the difference
between what it paid its vendor for the asset and what the customer
paid for it (cf. Elliott, 1999; eSmarts, 1998). Second, procuring
higher prices may signal to vendors that customer traffic or de-
mand is high at this intermediary, which may lead these vendors to
do more business with the intermediary. Finally, the forward-
thinking intermediary must also consider not only how the current
exchange will affect a customer’s current bid but also how the
exchange will affect a customer’s future bidding behavior.

Effects of Structural Characteristics on Bidding Behavior

The present study examined a brokered ultimatum structure in
which the customer (i.e., an alocator) makes an offer for a service
and the intermediary (i.e., the recipient) responds with an accep-
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tance or rejection of the offer. This structure is similar to what
many people have experienced using a discount intermediary, and
in at least one case is reflected in how intermediaries market
themselves to customers (e.g., Priceline’s slogan of “Name your
own price”). However, the process in practice does not always
conform to this model. For instance, some customers using Price-
line are asked by Priceline to consider raising their bid prior to the
bid being submitted for consideration. Of course, customers are
free to ignore this suggestion and resend their initial bid or even
submit a lower bid.*

Conceptually, asking customers to consider changing their offer
effectively changes the transaction structure from an ultimatum
situation to a negotiation situation (or from ano-haggleto ahaggle
negotiation). How will this affect customer bidding strategy? We
expected that the prompt to consider changing the offer would lead
to higher bids. The request comes as a surprise and violates
customer expectations, because the customer is not told prior to
using the intermediary that this might happen. Surprise has been
characterized as alight distributive bargaining or contentious tactic
that can be effective at flustering a party, with the end result being
aconcession to the other side (e.g., Pruitt, 1981). The intermediary
also has more information than does the customer, and this infor-
mation asymmetry may lead the customer to view him- or herself
as having less power or expertise. In such cases, norms of acqui-
escing or accommodating to the more powerful or experienced
party come into play (e.g., Cialdini, 1984). In our context, this
would lead to concessionsin the form of higher offers. Finally, the
customer may trust in the knowledge and experience of the inter-
mediary and thus follow the advice to raise his or her bid without
reservation.

Hypothesis 1: Customers who experience a negotiation struc-
ture will make higher offers than customers who experience
an ultimatum structure.

One can view customers who raise their bids as behaving
consistently with rational decision-making theory, which examines
the cognitive (rather than emotional or habit-based) dimensions of
decision making (Dawes & Kagan, 1988). In a rational decision-
making process, one first defines a problem (such as getting a hotel
room) and then identifies the criteria (or utilities) to be maximized
(time and money saved, confidence that the good will be delivered,
etc.) One then weighs the importance of these criteria, generates
alternatives (here, potential bid amounts), rates each alternative on
each criteria, and finally determines an optimal decision—meaning
one that leads to the highest overall utility (Bazerman, 2002, pp.
3-4). We argue in Hypothesis 1 that if a customer receives a
prompt to raise his or her bid and one interprets that prompt as
supplying information increasing the chance that a bid will be
accepted, then it may be rational for this customer to increase his
or her bid.

If customers strive to be rationa in their bidding behavior, we
predicted that over time customers’ bids would reflect their best
estimation of how to maximize both bid acceptance and cost
savings. This led us to predict that customers whose bids in the
first transaction were accepted would be likely to offer a lower
amount in a subsequent bid situation than will customers whose
bids in the first transaction were rejected. Acceptance of the
origina bid may trigger a buyer’s remorse (Bazerman, 2002;

Kagel & Levin, 1986), in that customers may redlize that any bid
accepted by the intermediary was probably higher than was nec-
essary to accrue the asset (Ball, Bazerman, & Carroll, 1991).
Because the intermediary will not accept the bid unless the bid is
at or above the true value of the commodity, and only the inter-
mediary knows the true value of the commaodity, the successful
buyer is likely to have overbid. Customers whose first bid was
accepted have learned what alikely acceptable bid is and may now
focus on maximizing cost savings, hence they will lower their bid
the next time around.

Now consider situations in which offers in the first transaction
are rejected. Customers who did not have their bids accepted are
less likely to diagnose the information asymmetries in the bidding
structure and are more likely to focus on maximizing the proba-
bility of their bids being accepted. Moreover, these customers have
not learned what an acceptable offer amount is from the first
transaction—they know only that their offer was insufficient.
Thus, these customers are likely to raise their subsequent bidsin an
effort to achieve a successful transaction.

Hypothesis 2: Among those customers willing to reuse the
intermediary, those whose offers are accepted in the first
transaction will make lower subsequent bids for the same
asset than those whose offers are rejected in the first
transaction.

We dso predicted an interaction between the intermediary’s
response in the first transaction and the structure of the first
transaction (ultimatum or negotiation) on customers' bids in sub-
sequent transactions. When customers' first bids are accepted in
the ultimatum structure, they may experience a stronger belief that
they overpaid for the commaodity relative to the negotiation struc-
ture (in which they were prompted that their initial bid was too
low). As noted by Bazerman (2002), when an initial offer is
accepted without question (relative to when someone haggles back
and forth), the buyer’'s remorse experience is strong. However,
customers whose final bids are accepted in the negotiation struc-
ture are likely to assess that their initial bid was too low to be
accepted. These parties should feel more utility or satisfaction that
their bid was accepted (relative to those in the ultimatum condi-
tion) in part because they should perceive that their fina bid was
close to the true value or resistance point of the intermediary.

Thus, it is rational that customers who received accepted offers
in the ultimatum condition experienced more remorse than those
who received accepted offersin the negotiation condition. If thisis
the case, then in a subsequent negotiation, customers whose orig-
inal bids were accepted in ultimatum structures are more likely to
start with lower bids than will those whose bids were accepted in
negotiation structures. However, customers whose bids were re-

1in fact, travel experts strongly encourage customers to ignore this
prompt, asit is not only received by people who make very low bids (cf.
Elliott, 1999). For example, at BiddingForTravel.com, the site administra-
tor states: “. . .when bidding for an airline ticket, ignore the chart you may
receive suggesting that your bid has a very low chance of being accepted
and that if you raise your bid $XX, your chances will be increased to X%.
In fact, I've seen where this suggested increase results in a fare higher than
available fares purchased directly from the airline. Therefore, aways
ignore this message.” (BiddingForTravel.com, 2002).
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jected in the first transaction would be likely to bid higher in a
subsequent negotiation—regardless of the transaction structure,
because they would not be experiencing any buyer’'s remorse
(having failed to buy a room the first time). Moreover, they have
less diagnostic information available to them, as they do not know
how high a successful bid needs to be. Thus, we posit the follow-
ing transaction structure by intermediary response interaction:

Hypothesis 3: For customers willing to reuse the intermedi-
ary, accepted offers from ultimatum structures will lead to
lower subsequent bids than (&) rejected offers from ultimatum
structures and (b) al offers from negotiation structures.

Effects of Structural Characteristics on Customer
Recommendations and Repatronage Behavior

Although the decision-making perspective on negotiation pro-
vides insight on how customerswill bid in brokered ultimatums, it
does not address how such situations might influence other cus-
tomer outcomes such as their willingness to use the system in the
future (repatronage behavior) or the likelihood of recommending
the intermediary to others. Enhancing customer repatronage and
positive recommendations are critical for intermediary survival
because these actions increase the traffic at the intermediary and
provide more opportunities to create sales. Because it costs 5 times
as much to attract a new customer as it does to retain an old
customer (Desatnick, 1988), the importance of keeping current
customers should not be underemphasized. Moreover, relaying
positive experiences to others also benefits the intermediary. One
study reported in Blodgett, Granbois, and Walters (1993) found
that dissatisfied customers told an average of nine other people
about their negative experience. Thus, it is also important to create
conditions that lead customers to make positive comments to
others.

Because the rational decision-making approach is derived from
the economics literature, it is not surprising that its strength isin
predicting economic outcomes (Stevenson, Busemeyer, & Naylor,
1990). However, recent economics research has acknowledged
that fairness theory isimportant in understanding decision making
(Kagel & Wolfe, 2001). Thus, we believe that customer fairness
perceptions, as opposed to the rational decision-making perspec-
tive, will explain how characteristics of brokered ultimatums affect
repatronage and recommendations. The current literature describes
four forms of justice, each of which may play arole in explaining
how characteristics of the intermediary—customer transaction af-
fect customer outcomes. Distributive justice, or beliefs that the
outcome one received was fair, derived from the work of Adams
(1965), who argued that people were concerned not about the
absolute level of outcomes per se, but whether those outcomes
were fair. Procedural justice concerns the fairness of the formal
processes used to make decisions (Thibaut & Walker, 1975).
Procedures should (a) be applied consistently across people and
across time, (b) be free from bias, (c) ensure that accurate infor-
mation is collected and used in making decisions, (d) have some
mechanism to correct flawed or inaccurate decisions, (€) conform
to personal and/or prevailing standards of ethics or morality, and
(f) ensure that the opinions of various groups affected by the
decision have been taken into account (Leventhal, 1980; Lev-
enthal, Karuza, & Fry, 1980). Interpersonal justice reflects the

degree to which people are treated with politeness, dignity, and
respect by those involved in executing procedures or determining
outcomes. Finally, informational justice focuses on the fairness of
the information provided as to why procedures were used in a
certain way or why outcomes were distributed in a certain fashion
(Bies & Moag, 1986; Colquitt, 2001; Greenberg, 1993).

Fairness judgments have been meta-analytically linked to many
organizational outcomes such as performance, job satisfaction,
organizational commitment, and job withdrawal behaviors
(Colquitt, Conlon, Wesson, Porter, & Ng, 2001). Although some
work has examined fairness in the context of ultimatum games
(e.g., Pillutla & Murnighan, 1995), this work has focused exclu-
sively on distributive justice and has not explicitly considered
other forms of justice. This focus on distributive justice likely
arises because the ultimatum literature typicaly limits itself to
situations involving monetary divisions (i.e., one party proposes a
distribution of a sum of money, and the other party accepts or
rejects the proposed division). Ultimatums involving the exchange
of cash by one party for a nonfinancial resource by another party
are not considered. Moreover, this work has generally focused on
the justice perceptions of the recipient (cf. Handgraaf, van Dijk,
Wilke, & Vermunt, 2003). The literature has not examined how the
recipient’s decision to accept or reject an offer affects the offerer’s
justice perceptions. Additionally, this work has not examined
intermediaries, the BUG paradigm, or the sorts of procedural
variations that are the focus of this study. We applied a fairness
perspective to how characteristics of brokered ultimatums affect
customer outcomes (see Figure 1 for an overview) and developed
our hypotheses below.

Changing the rules of the game. Although the prompt to
customers to consider raising their offers should have a positive
effect on the intermediary’s short-term financial position in the
form of higher bids (Hypothesis 1), we suspected that from a
fairness perspective, there may be longer term problems with this
strategy. We expect that the receipt of a suggestion to change their
bid would lower customers' procedural justice judgments for sev-
era reasons. First, as customers were expecting an ultimatum
structure and then endured a negotiation structure, this should
strike customers as unethical and inappropriate, violating norms of
ethicality. In addition, they may realize that they were being
treated differently (a) relative to their own prior experiences or (b)
relative to other customers, thereby violating a norm of consis-
tency. Beliefs that the procedures are free of bias may aso be
reduced, as customers may intuit that the person suggesting the
rebid is an interested party rather than a neutral party. Ethicality,
consistency, and bias suppression are all elements of what make
procedures fair (e.g., Colquitt et al., 2001; Leventhal et al., 1980).

The receipt of a suggestion may also have a negative effect on
distributive justice judgments. Adams (1965) suggested that one
way to determine whether an outcome was fair was to cal culate the
ratio of one's contributions or inputs to one's outcome, and then to
compare that ratio with a comparison ratio. In our context, this
might involve comparing how much you pay (your input) and what
you receive (say, a hotel room) from the intermediary. In a nego-
tiation structure, the ratio of customers inputs (their bids) to
outcome (potentially acquiring the asset) becomes less favorable
when customers make a higher bid for the same outcome.

Regarding informational justice judgments, if customers in the
negotiation condition are surprised by the suggestion to raise their
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bid, they are likely to view any explanation provided by the
intermediary with some skepticism. Customers may view the ex-
planation as simply an attempt to extract more money from them
for the same resource. In this case, the negotiation condition
should reduce informational justice judgments, as customers will
likely view the explanation that accompanies the suggestion to
raise the bid as lacking in accuracy, truthfulness, or sincerity.
However, we expected the structure of the transaction to have no
effect on interpersonal justice judgments. There was nothing in the
request to raise the bid that is derogatory or impolite toward the
customer, thus we did not expect thisform of justice to be affected.

Turning to more distal reactions, we expected that if the nego-
tiation structure led to declines in fairness judgments, then cus-
tomers would be less willing to use the intermediary in the future.
Meta-analytic data have demonstrated that distributive justice,
procedural justice, and informational justice have moderately
strong relationships to withdrawal behaviors (cf. Colquitt et d.,
2001), which in our context would include decisions not to repa-
tronize the intermediary. In the customer service literature, some
prior research demonstrates that fairness judgments impact both
customer repatronage decisions and recommendations. For exam-
ple, in a scenario study describing a customer returning a product
to a store, Blodgett, Hill, and Tax (1997) demonstrated that en-
counters high in distributive justice (e.g., because the complainant
was offered a full refund rather than a 15% discount on a new
purchase) and high in interactional justice (a construct reflecting
elements of both informational and interpersonal justice) had a
positive effect on customer repatronage intentions and on customer
recommendations to others. Thus, we advanced two sets of hy-
potheses, thefirst positing direct effects of our manipulation on the
customer outcomes and the second arguing that three specific
forms of justice would mediate the relationships between the
transaction structure and customer outcomes.

Hypothesis 4 a—b: Customers who experience a negotiation
structure (a) will be less likely to recommend the system to
others and (b) will exhibit lower levels of repatronage than
will customers who experience an ultimatum structure.

Hypothesis 5 a—c: The effect of the transaction structure
(ultimatum or negotiation) on customer recommendations
will be mediated by (a) procedural, (b) distributive, and (c)
informational justice judgments, such that justice judgments
will be lower in negotiation structures, which in turn will
decrease customer recommendations.

Hypothesis 6 a—c: The effect of the transaction structure
(ultimatum or negotiation) on repatronage will be mediated
by (&) procedural, (b) distributive, and (c) informationa jus-
tice judgments, such that justice judgments will be lower in
negotiation  structures, which in turn will decrease
repatronage.

The waiting game.  Another interesting characteristic of BUGS
surrounds how quickly they provide customers with a response as
to whether their offer has been accepted or rejected. Because
waiting occurs after the bid has been submitted, it cannot affect
whether customers increase their current bids or not. However, it
can certainly affect customer fairness perceptions and the distal

outcomes of repatronage and recommendations. To the degree that
long waits violate customer judgments of how the procedure
should operate, dimensions of procedura justice, such as ethical-
ity, consistency, and accuracy, are violated. Regarding informa-
tional justice, Conlon and Murray (1996) found that complainants
who perceived that they had to wait along time to get areply from
companies were less satisfied with the explanation the company
provided. Beliefs that explanations are reasonable and that such
information was communicated in a timely manner are centra
elements of informationa justice (Colquitt, 2001). Finally, inter-
personal justice judgments might also be influenced. A slow reply
could convey symbolic information suggesting that the customer is
not held in high respect or esteem. To the extent that delayed
responses trigger feelings of disrespect, we expected interpersonal
justice judgments to be reduced. We did not expect distributive
justice judgments to be affected, however, as these perceptions
focused on the fairness of the outcome per se rather than the wait
associated with receipt of the outcome.

The customer service literature has documented that long waits
for customer service lead to negative reactions in the form of
reduced repatronage and negative word of mouth (e.g., Blodgett et
a., 1997), though few studies have measured the mechanisms
through which such outcomes occur. We argue that fairness per-
ceptions are one such mechanism. Regarding repatronage and
recommendation intentions, we note that fast replies signal respon-
siveness and attentiveness to the customer, thus delay should lead
to less favorable reactions toward the intermediary. For instance,
in a consumer complaint study, Conlon and Murray (1996) found
that complainants who perceived that they had to wait along time
to get replies from companies reported being less likely to do
future business with the company. Moreover, to the extent that
transactions involving electronic intermediaries are known for
their efficiency, having to wait violates users expectations about
the exchange, and as in our prior hypotheses should lead to less
favorable recommendations, and less willingness to use the service
in the future.

Hypothesis 7 a—b: Customers who endure longer waitsto find
out if their bids were accepted or rejected (a) will be less
likely to recommend the system to others and (b) will exhibit
lower levels of repatronage than will customers who endure
shorter waits.

Hypothesis 8 a—c: The relationship between waiting time
and customer recommendations will be mediated by (a)
procedural, (b) interpersonal, and (c) informational justice
judgments, as increases in waiting time will decrease each
justice judgment, which in turn will decrease customer
recommendations.

Hypothesis 9 a—c: The relationship between waiting time and
repatronage decisions will be mediated by (a) procedural, (b)
interpersonal, and (c) informational justice judgments, as
increases in waiting time will decrease each justice judgment,
which in turn will decrease repatronage.

Getting what you want. We expected that having one's bid
accepted or rejected would have straightforward effects on cus-
tomer outcomes. Again, because the acceptance or rejection comes
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after the bid has been submitted, it cannot affect the current bid,
but rather it has implications for fairness perceptions and subse-
quent customer outcomes. In terms of fairness, having one's bid
rejected has obvious implications for distributive justice. Fairness
is often viewed with a self-serving lens (cf. Thompson & Lowen-
stein, 1992), hence when people receive unfavorable outcomes,
they are more likely to find these outcomes unfair. Moreover,
receipt of unfavorable outcomes usually stimulates an extended
consideration of why the negative outcome was received (Wong &
Weiner, 1981), which can lead people to question the fairness of
the procedure as well as the source responsible for the outcome,
such asathird party or an authority figure (cf. Colquitt et al., 2001,
Lind & Tyler, 1988). In our study, the intermediary was analogous
to the authority figure because this was the entity that conveyed to
the customer whether his or her bid was successful or unsuccess-
ful. Meta-anal ytic reviews support this broad effect of outcomes on
the four forms of justice. A meta-analysis by Cohen-Charash and
Spector (2001) documented that outcome negativity has strong
negative correlations with distributive and procedural justice judg-
ments (other forms of justice were not examined); similarly, a
meta-analysis by Colquitt et a. (2001) documented that outcome
satisfaction was moderately correlated with all four forms of
justice.

As noted in the introduction, customers should prefer completed
transactions to non-completed transactions. The positive fairness
judgments that stem from having one’ s bid accepted should lead to
more favorable recommendations to others and more repatronage,
relative to having one's bid rejected. For example, Blodgett et al.
(1993) found that a global measure of perceived justice was
positively related to repatronage intentions and negatively related
to negative word-of-mouth behavior. Extrapolating from the meta-
analytic studies of justice also provided support for these asser-
tions. For example, if we view repatronage decisions as the ob-
verse of job withdrawal decisions, we see that multiple forms of
injustice lead to the decision to withdraw and not reuse the inter-
mediary (cf. Colquitt et a., 2001).

Hypothesis 10 a—b: Customers whose offers are accepted (a)
will be morelikely to recommend the system to others and (b)
will exhibit higher levels of repatronage than will customers
whose offers are rejected.

Hypothesis 11 a—d: The effect of offer rejections or accep-
tances on customer recommendations will be mediated by (a)
procedural, (b) distributive, (c) informational, and (d) inter-
personal justice judgments, such that justice judgments will
be higher when an offer is accepted, which in turn will
increase customer recommendations.

Hypothesis 12 a—d: The effect of offer rejections or accep-
tances on repatronage will be mediated by (a) procedural, (b)
distributive, (c) informational, and (d) interpersonal justice
judgments, such that justice judgmentswill be higher when an
offer is accepted, which in turn will increase customer repa-
tronage.

Although we have posited that fairness judgments mediate the
relationships between our manipulations and repatronage and rec-
ommendation decisions, we did not expect fairness variables to

influence the value of subsequent bids, as fairness judgments
would have aready exerted their influence on the customer deci-
sion to use the system again or not. Subsequent bids are made only
by those who made the decision to repatronize the intermediary.
However, if we change perspective, we note that fairness judg-
ments may affect the economic outcomes of the intermediary if
such judgments lead fewer people to repatronize the system. Thus,
athough the decision-making literature and our interaction hy-
potheses posited that the lowest subsequent bids may stem from
customers in ultimatum structures whose offers were accepted, the
total revenue generated in this condition might be higher than
many others if fairness judgments lead to a greater number of
customers expressing a willingness to use the intermediary in the
future.

To test our hypotheses, we conducted a laboratory experiment.
This alowed for a controlled test of the impact of our structural
manipulations as well as the ability to carefully measure organi-
zational justice perceptions. It aso alowed us to independently
manipulate offer acceptance and rejection independent of the
amount bid to more clearly investigate the effects of each factor
while also being able to statistically control for bids in our
analyses.

Method

Participants, Research Design, and Procedure

Business undergraduates (N = 154) at a large midwestern university
participated in this study. The average age of the participants was 21.6
years, and approximately 53% were men. All students were recruited from
an upper-level business course and received course credit for their partic-
ipation. A 2 X 2 X 2 factorial design was used, varying transaction
structure (ultimatum or negotiation), time waiting for a response (short or
long), and outcome (offer accepted or rejected). Participants were ran-
domly assigned to one of the eight conditions.

On arriva to the study, participants were informed that they would be
helping to evaluate an on-line travel service similar to Priceline.com. They
were further told that the travel service company (named PriceFine.com)
was almost ready to begin using the service nationally but that they had
hired the researchers to evaluate their system so they could better under-
stand how customers make decisions about purchasing goods and services
over the Internet. In addition, participants were told that in this phase of the
study, the company was examining hotel bids that people make for rooms
in different U.S. cities. Participants were then informed of their specific
role in the evaluation. They were to make a bid on a hotel room for atrip
to avacation site (San Diego) with their significant other. Each participant
was told that they had $500 in spending money that was needed to cover
their expenses in San Diego, including two nights at the hotel (traveling to
San Diego was aready paid for). It was indicated to the participants that all
leftover money could be spent on incidental expenses during their trip.

After reading the instructions as to what they would be doing, the
participants completed a short questionnaire. This questionnaire assessed
their belief that they could perform the on-line bidding transaction (self-
efficacy) and their history of using the Internet for purchases. After
completing these scales, participants were informed that it was time to
enter the bidding stage. Participants received printed computer screen
pages that provided the actual normative information used by a real
intermediary that indicated that the average retail price for afour-star hotel
room in this area was between $189.00 and $249.00. Participants then
wrote down their bid, which was taken by the experimenter to be entered
into the expert system database to determine whether the intermediary
would accept the bid. The experimenter then left with the completed bid
form.
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The experimenter returned later with another printed computer screen
that informed the participant whether his or her bid was accepted or
rejected. All participants then completed a questionnaire that measured
customer outcomes and their justice perceptions.

Manipulations

Transaction structure.  In the negotiation condition, the experimenter
returned shortly after the participants had made their initia offer with a
sheet that had allegedly come from the expert system database. This sheet,
modeled after one used by an actual intermediary, informed participants
that their original bid had not yet been submitted because the system’s
analysis of the bid indicated that it had only a small chance of being
accepted. The sheet suggested that participants consider increasing their
initial bid. Participants were given a new sheet and they then wrote in their
new bid (which could have been the same or a different bid). In the
ultimatum condition, individuals were not interrupted and were not pre-
sented with the counterbid suggestion. They simply made their original bid,
which was collected by the experimenter, who in this case did not reenter
the room. As the negotiation—ultimatum conditions were randomly as-
signed to participants, it is important to note that the actua level of the
initial bid was unrelated to whether the participant received the suggestion
to change his or her bid.

Wait. Time spent waiting for an answer was manipulated by returning
adecision to the participants either 4 or 15 min after they made the bid that
was ultimately submitted to the intermediary.

Acceptance. After waiting the requisite amount of time, the experi-
menter returned to provide al participants with an answer regarding the bid
they ultimately submitted to the expert system. Participants whose bids
were accepted received a response that said, “Congratulations! Y our offer
price for a4-star hotel room in San Diego was accepted. See your complete
hotel itinerary and receipt for your trip below.” Participants whose bids
were rejected received a response that said, “Welcome back! We're sorry,
but we could not find a hotel willing to accept your offer for a hotel room
in the San Diego area.” Again, this manipulation occurred independent of
the amount of their final bid.

Dependent Variables

Justice. We measured procedura justice, interpersonal justice, infor-
mational justice, and distributive justice with adapted versions of the scales
developed and validated by Colquitt (2001). Procedural justice was mea-
sured with six items that referenced the bidding procedures used by the
intermediary (o« = .70; sample items included “Have the bid procedures
used accurate information?’ and “Have the bid procedures conformed to
mora and ethical standards?’). Interpersonal justice was measured with
four questions (« = .86; sample items included “Has the intermediary
treated you in a polite manner?’ and “Has the intermediary treated you
with respect?’). Informationa justice was measured with five questions
(a = .75; sample items included “Has the intermediary explained the
procedures thoroughly?’ and “Has the intermediary communicated details
in atimely manner?’). Finaly, distributive justice was measured with five
items that referenced the final decision made by the intermediary (a« = .89;
sample items included “Is the final decision justified?’ and “Does the final
decision reflect the effort you put into the transaction?).

Positive recommendations. We assessed positive recommendations
with two items adapted from prior research in the consumer complaint
literature (Blodgett et a., 1993; Blodgett et al., 1997) and adapted to our
context (a = .92, items were “After this transaction, | would have no
problem saying positive things about PriceFine.com to others’ and “I
would encourage friends and relatives to use PriceFine.com.”).

Repatronage decisions and subsequent bidding behavior. After com-
pleting all other measures, participants were asked the following:

Imagine that you have just found out that you have a friend who will
be getting married in San Diego in three months. Y ou will be taking

your significant other with you, so you need to get a four-star hotel
room for the event.

Participants then answered two questions. The first question asked,
“Would you use PriceFine.com again?’ Participants chose either yes or no,
which was our measure of repatronage. Participants were then asked to
assume that they were willing to use PriceFine.com again and were asked
to make a bid for ahotel in the same area of San Diego as they had earlier.
Participants entered in the amount they were willing to bid in this second
situation. Only those who indicated in the first question that they would use
the intermediary again were used in the measure of subsequent bidding
behavior reported below.

Control Variables

We also measured three variables to include as controls. We measured
self-efficacy as it has been shown to impact motivation (Quifiones, 1995),
and performance (Stajkovic & Luthans, 1998). A 10-item scale (« = .81)
adapted from Quifiones (1995) was used to measure participants percep-
tions of their ability to perform the transaction successfully. For example,
one of the items stated “I feel confident in my ability to get a hotel room
using this bidding procedure.” We also measured prior Priceline use as
experienced bidders may use different strategies and react differently than
those with less familiarity with these systems. This was measured with one
item, which stated, “How many times have you used it [priceline.com]?’
The response scale for this item ranged from 1 = never to 5 = more than
three times. Finally, we controlled for gender, as studies of ultimatum
bargaining have noted that women tend to make more generous offers than
men (cf. Eckel & Grossman, 2001; Murnighan & Saxon, 1998). All
participants were asked to report their gender. Gender was coded O for
female and 1 for male.

Results

Although data were collected from 154 participants, 5 partici-
pants were excluded from analyses (3 participants did not com-
plete any of the justice or outcome measures, 1 participant pro-
vided responses outside of the study parameters, and 1 participant
did not provide gender), resulting in a final sample of 149 partic-
ipants. The means, standard deviations, and intercorrelations for
the variables of interest with these participants are presented in
Table 1. Given the directional nature of all of the study’s hypoth-
eses, one-tailed significance tests were used in evaluating the
significance of each of our hypothesized effects.

Manipulation Checks

We checked our manipulations with three questions at the end of
the scenario. For the transaction structure manipulation, partici-
pants were asked, “Which of the following best describes the bid
process you went through?” Participants circled either “1 made one
offer for a hotel room” or “I made an original offer, but the
intermediary suggested | raise my offer, so | then made a second
offer.” The correct choice was circled by 73 of 77 respondents in
the ultimatum condition and 65 of 68 in the negotiation condition,
X>(1, N = 145) = 118.30, p < .001. For the bid acceptance or
rejection manipulation, participants were asked, “Did you get your
hotel room?” and were told to circle either the yes or no response.
The correct choice was circled by 72 of 73 participants whose
offers were accepted, and by 71 of 72 respondents whose offers
were rgjected, x*(1, N = 145) = 137.11, p < .001. Finally, for the
wait manipulation, we asked the participants to indicate how long



Means, Standard Deviations, and Intercorrelations

Table 1

11 12 13 14 15

10

Variable

-.01

.10
—-.04

-.20
.10
—.09

0.50
114
452
0.50

0.53
0.75
40.46

0.48

1. Gender

2. Priceline use

3. Self-efficacy

4. Transaction structure
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Note. n = 149, except for the correlations with subsequent bid, in which n = 103. Correlations greater than or equal to .13 are significant at p < .05. Correlations greater than or equal to .19 are

significant at p < .01. For subsequent bid, correlations greater than or equal to .16 are significant at p < .05.

they waited, using a 5-point scale with response anchors of 2, 5,
10, 15, or 20 min, respectively. We found that people in the 15-min
wait condition (M = 3.13, SD = .87) felt that they waited longer
than people in the 4-min wait condition (M = 1.96, SD = .62),
t(143) = 9.36, p < .01, R® = .38.

Tests of Hypotheses Related to Bidding Behavior

Transaction structure and initial bid. Hypothesis 1 posited
that individuals in the negotiation structure would make higher
offers than those in the ultimatum structure. To test this hypothe-
sis, we performed a hierarchical regression anaysis where we
regressed the final bid made by the participants (i.e., either the
initial bid in the ultimatum condition or the second bid in the
negotiation condition) on transaction structure. In this analysis, we
first controlled for three variables that we felt could impact the
results. We controlled for self-efficacy as it has been shown to
impact motivation (Quifiones, 1995) and performance (Stajkovic
& Luthans, 1998). We aso controlled for past experience with
electronic intermediaries like Priceline, as experienced bidders
may use different strategies and react differently than those with
less familiarity with these systems. Finally, we controlled for
gender, as studies of ultimatum bargaining have noted that women
tend to make more generous offers than men (cf. Eckel & Gross-
man, 2001; Murnighan & Saxon, 1998). Collectively, these vari-
ables explained 6% of the variance in offers, with only the self-
efficacy variable explaining a significant amount of variance (B =
—.18, p < .05, with higher self-efficacy leading to lower bids). We
then entered the transaction structure manipulation on Step 2,
which explained an additional 12% of the variance (B = .35),
AF(1, 144) = 21.72, p < .01, with participants in the negotiation
structure making significantly higher bids (M = $160.78) than
those in the ultimatum structure (M = $133.04). Moreover, the
initial bids made by those in the negotiation condition (M =
$129.18) were not significantly different from those in the ultima-
tum condition, which also attests to the effectiveness of the ma-
nipulation. Thus, Hypothesis 1 was supported.

Transaction structure, bid acceptance, and subsequent bid.  As
mentioned earlier, we measured repatronage behavior by present-
ing participants at the end of the study with a second scenario that
required them to return to the same city and acquire a hotel room
of identical quality (four-star) as before. When asked if they would
be willing to use the same intermediary to find aroom, 103 of the
149 participants who answered said yes. For the 103 who said they
would use the system again, we examined how our manipulations
influenced their subsequent bid for this second hotel room. We
performed a regression analysis similar to the one performed for
bids in the first transaction. Results for subsequent bidding behav-
ior appear in Table 2. On Step 1, we entered the control measures,
which as a set did not explain a significant amount of variance,
though we noted that higher self-efficacy led to lower subsequent
bids. On Step 2, we entered the bids that were accepted or rejected
in the first transaction. We entered these bids rather than the initial
bids (which would be different only for those in the negotiation
condition) because our logic for the interaction hypothesis focused
on the bids that were accepted or rejected in the first transaction.
These bids explained over 60% of the variance in subsequent bid
values. On Step 3, we entered the experimental manipulations. In
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Table 2
Relationship Between Manipulations and Subsequent Bidding Behavior
Step Independent variable B AR? AF
1 Gender .07 .04 1.37
Priceline use —.04
Self-efficacy —.18*
2 Final bid .83** .62** 48.68
3 Transaction structure .02 14** 29.12
Wait —.01
Acceptance —.39**
4 Transaction X Acceptance .16* .01 .55
Wait X Acceptance .00
Transaction X Wait —.05
5 Transaction X Wait X
Acceptance —.24* .01* 1.90
Full-model statistics Total R? = .82 F(11, 90) = 37.26**

Note. n = 103.
*p< .05 **p<.0L

Step 4, we entered the two-way interactions, and on Step 5, we
entered the three-way interaction.

As predicted in Hypothesis 2, bid acceptance or rejection in the
first transaction influenced the value of subsequent bids (B = —.39,
p < .01), with those whose origina bids were accepted offering
lessin their subsequent bidding situation (M = $125.46) than those
whose first bids were rejected (M = $156.10). However, of addi-
tional interest were the results in Steps 4 and 5. On Step 4, we
found the hypothesized two-way interaction between transaction
structure and whether prior bids were accepted or rejected (B =
.16, p < .05). As predicted in Hypothesis 3, the lowest subsequent
bids came from customers whose prior offers were accepted in the
ultimatum structure (M = $109.77). The average value of bidsin
this condition was significantly lower than those of participantsin
any of the other combinations in the two-way interaction (Ms =
$146.58 for the negotiation, accept condition, $151.92 for the
ultimatum, reject condition, and $161.67 for the negotiation, reject
condition), minimum t(95) = 4.10, p < .01.

Table 2 also shows a significant three-way interaction (B =
=24, p < .05). The form of this interaction is presented in
Figure 2. As can be seen in the figure, and consistent with the
above two-way interaction, the lowest subsequent bids occurred in

the ultimatum, short wait, acceptance condition and in the ultima-
tum, long wait, acceptance condition ($106.59 and $112.78, re-
spectively). The highest bids ($165.00) in the subsequent transac-
tion came from participants who experienced negotiation
structures, long waits, and rejected offers in the first transaction.
To summarize, in ultimatum structures, there were large (i.e.,
significant, using Tukey’s honestly significant difference test)
differences in the value of subsequent bids based on whether bids
in the first transaction were rejected or accepted, independent of
whether participants endured short or long waits. In contrast, in
negotiation structures, waiting time and rejection mattered—Iong
waits coupled with rejection led to higher subsequent bids than
either short waits or long waits with acceptance.

Tests of Hypotheses Related to Recommendations and
Repatronage

To test the hypotheses involving customer recommendations
and repatronage, we performed a hierarchical ordinary least
squares regression and a hierarchical logistic regression, re-
spectively. Results appear in Table 3. For both analyses, we
again entered our control variables first. Both gender and prior

$170
8 g .. —— Short Wait
E E\ ST Ultimatum
§ #1350 ’\>\ ) . b -- @ - - Short Wait
s $140 Q Negotiation
L
E $130 —A—Long Wait
= $120 Ultimatum
3
E $110 \A -- O --Long Wait
< > Negotiation

$100 T

Reject Accept

Outcome from First Transaction

Figure 2. Three-way interaction between transaction structure, wait time, and offer acceptance on subsequent
bidding behavior (includes only those who indicated they would use the intermediary again, n = 103).
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Table 3
Relationship Between Manipulations and Customer Recommendations and Repatronage Behavior
Customer recommendations Repatronage behavior
Step Independent variable B AR? AF B Nagelkerke AR? Ax?
1 Gender 15* .06* 2.95 12* .08* 8.59
Priceline use .22* 44*
Self-efficacy —-.04 .01
2 Bid —.18* .03* 4.90 -.01 .02 227
3 Transaction structure —.12* 9% 12.72 —.78* 16x* 19.60
Wait —.13* —.60
Acceptance A2F* 1.57**
4 Transaction X Acceptance .02 .01 .52 —.60 .01 .84
Wait X Acceptance .10 —.36
Transaction X Wait 12 51
5 Transaction X Wait X
Acceptance —.24 .01 1.68 —2.91* .01* 2.88
Full-model statistics Total R? = .30  F(11, 137) = 5.32** Total R? = .29 x*(11, N = 137) = 34.19**

*p< .05 **p< 0L

Priceline.com use were significant, with men and those with more
Priceline.com experience making more favorable recommenda-
tions and being more likely to reuse the intermediary. On Step 2,
we entered the value of participants’ initia bids as an additional
control, which explained between 2% and 3% of the variance in
each outcome. Hypotheses 4 a-b, 7 a-b, and 10 a-b addressed the
impact of transaction structure, waiting, and offer acceptance or
rejection (respectively) on recommendations to others and repa-
tronage behavior. We entered the manipulations testing these hy-
potheses in Step 3 of the regressions.

Tests of main effects. Hypothesis 4 a—b predicted that individ-
uals in the negotiation structure would report less positive recom-
mendations and exhibit less repatronage behavior. As can be seen
in Table 3, the results of the regression analyses show that expe-
riencing the negotiation structure has uniformly negative effects on
our customer outcomes, asit decreases customer recommendations
(B =-.12, p < .05) and repatronage (B = —.78, p < .05), with only
44 of 72 participants (61%) in the negotiation condition agreeing
to use the intermediary again, compared with 59 of 77 participants
(77%) in the ultimatum condition. Therefore, Hypotheses 4 a-b
were both supported. Hypothesis 7 a—b predicted that longer waits
for a response from the intermediary would lead to lower recom-
mendations and less repatronage behavior. The data in Table 3
show that longer wait times did decrease customer recommenda-
tions (B = —.13, p < .05), but did not have a significant effect on
repatronage (B = —.60, p < .10), with 48 of 74 participants (65%)
in the long wait condition agreeing to use the intermediary again,
compared with 55 of 75 participants (73%) in the short wait
condition. Thus, the effect of waiting on recommendations (Hy-
pothesis 7 &) was supported but the effect of waiting on repatron-
age (Hypothesis 7 b) was not supported. Hypothesis 10 a-b
predicted that bid acceptance would increase recommendations
and repatronage. As predicted, Table 3 demonstrates that having
one's bid accepted leads to positive recommendations (B = .42,
p < .01), and repatronage (B = 1.57, p < .01), with 61 of 75
participants (81%) whose bids were accepted agreeing to use the
intermediary again, compared with only 42 of 74 (57%) whose
bids were rejected. Thus, Hypotheses 10 a—b were both supported.

Tests of mediation. Hypotheses5a-c, 6 a-c, 8 a-c,9a-c, 11
a-d, and 12 a—d argued that the effects of our manipulations on
customer recommendations and repatronage would be mediated by
justice perceptions. As described in Baron and Kenny (1986),
severa steps are necessary to demonstrate mediation. In one step,
the dependent variables are regressed on the independent variables.
These results have aready been described in Table 3. In another
step, the mediators (in our case, the justice measures) are regressed
on the independent variables. These results can be found in Table
4. As can be seen in Table 4, beginning with Step 1, we noted that
our controls explained a significant amount of variance in proce-
dural, interpersonal, and informational justice. For these three
forms of justice, previous Priceline.com use led to more favorable
fairness judgments. In addition, higher self-efficacy was associated
with greater interpersonal justice. Entering the amount of customer
bids on Step 2 did not explain a significant amount of variance for
any justice measure.

On Step 3, we entered the experimental manipulations, which as
a set explained a significant amount of variance (between 5% and
34%) in each justice measure. We expected that the transaction
structure manipulation would influence three forms of justice
(procedural, distributive, and informational). However, the results
show that only 2 of the 3 fairness judgments were affected. As
expected, informational (B = —.17, p < .05) and distributive
justice (B = —.16, p < .01) both decreased when parties were in the
negotiation condition relative to the ultimatum condition. For the
wait manipulation, we expected longer waits to reduce three forms
of justice (procedural, interpersonal, and informational). Here we
saw complete support, as procedural (B = —.16, p < .05), inter-
personal (B = —.14, p < .05), and informationa justice (B = —28,
p < .01) were each significantly decreased by more waiting.
Finally, our expectation that bid acceptance or rejection would
influence all four forms of justice was supported, with procedural
(B =.20, p < .01), interpersonal (B = .18, p < .05), informational
(B = .20, p < .01), and distributive justice (B = .57, p < .01) al
enhanced when bids were accepted. Thus, we have considerable
evidence linking our mediators to the experimental manipulations,
as 9 of 10 specific predictions were supported, though the trans-
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.k action structure and procedural justice relationship was not
= LN g88 significant.
< N8 gy The final mediation step was to show that the direct effect of an
8 g independent variable on a dependent variable is reduced with the
g . inclusion of the mediators. Specifically, this step captures whether
a>T T the indirect path between the independent variable and the depen-
g ‘E & & Iﬁ; 3 g % de_nt variable is significant. There are alternative ways to_ capture
E : = this effect. Baron and Kenny (1986) recommended regressing both
a E the mediator and the independent variable simultaneously and then
. . comparing the beta coefficient of the independent variable in this
w| SN obukoaon o equation with the beta coefficient from Step 1 of the mediation
HHOdH0OmnoCS A : -
S U | analysis. In addition, they recommended that researchers perform
. Sobel’s test for the significance of the indirect path. However,
© o . ,\ §§ using their method, only one path can be tested at atime, which in
b S B o o : ™ our study would both result in 36 analyses and would still neglect
g 2 I to capture the intercorrelation between the mediators.
G A second option was to simultaneously test the direct and
= § indirect paths with a path analysis. The benefits of a path analysis
5 % | 4 x I include provision of (a) standardized coefficients for both the
gl 4|8 sS3 b= g & direct and indirect paths between the independent and dependent
S g variables, (b) coefficients that are directly comparable to the co-
= = efficients derived in regression, (c) significance tests associated
PR go 3‘:: ~ - with each coefficient, (d) maximum likelihood analyses, thus
al 3388538953 A reducing concerns with dichotomous dependent variables (Nun-
' L o ‘ nally & Bernstein, 1994), and (€) a simultaneous analysis of all of
5% the variables in the model, which allows for intercorrelation be-
Ll 9 Q8 ? g s tween the different mediators. In this study, this last benefit was
g @ o gl critical as we have four justice mediators that were correlated.
B * Specifically, as path analysis allows for simultaneous analysis, the
% a total indirect path between one of our independent variables and an
5 ¥ | N I outcome captured the mediation effect of each justice variable and
g| < 3 838 3 3| & summed them into a coefficient that could be tested for signifi-
3] g cance. Thus, path analysis (through the t test of the indirect effect)
= = presented a test of the cumulative mediation of the justice
«| 85b38Y898s g variables.
T T . | Accordingly, we performed three path analyses in which we
. examined the direct and indirect paths between the three manipu-
© < o © ™ 8 lations and the outcome of interest, using EQS version 5.7b
WLl 4a — 32} S| T4 e : :
<Al o : o : al g (Bentler, 1995). Mediation can be inferred from the test if the
° \E indirect path issignificant. Table 5 presentsthe direct, indirect, and
= ~ total effects for each manipulation and each outcome. In addition,
= - at test for each coefficient is presented next to that statistic. The
2| ¢ ¥ | = okb o o ! last three columns present full-model fit statistics for the specific
3= § Z13 sk o S| & d d ) ) .
§ o = ependent variable. First, we present the chi-sguare to degrees-of-
o 5 reedom ratio, for which aratio of 2.0 is used to indicate good fit
£ : freed io, f hich io of 2.0 is used to indi d fi
E . (Arbuckle, 1997). Second, we present the comparative fit index
_g ol g & 39 & *g 88 o (CFI), in vyhi(_:h higher valu_es ir_1dicate better fit and a value of .90
3 Crr T | generaly indicates good fit. Finaly, we present the root-mean-
23 ° square error of approximation (RMSEA), for which values below
= © = .05 indicate good fit and values between .05 and .08 indicate
% B o .2 adequate fit.
i g g 2 % 2 'g o As seen in the upper third of the table, for customer recommen-
%) g g « %x % 8 < dations the indirect path for transaction structure (B= —.10, p <
E a 5 882888 5 a .05), wait (B= —.08, p < .05), and bid acceptance (B= .25, p <
= 8 v 05) (B= —.08 05), and bid (B= 25
4 _:% 5 & % g o E % E g o g x .01) were all significant, demonstrating that justice mediated these
5 £ B BLo5% gg 285 g - m_ relationships. This analysis also showed that bid acceptance was
Y OERBEZSIESEES 'é Q only partially mediated, as the direct path was till significant (i.e.,
3 §> g . oo < o = \;/l the direct effect of bid acceptance on recommendations declined
P4 ) T » from .42 in Table 3 to .14 in Table 5). Regarding repatronage
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Table 5
Effects Decomposition for Mediation
Direct effect Indirect effect Model statistics
Independent (unmediated t (mediation by the 4 t Total
variable effect) (direct)  justice measures)  (indirect) effect x%df CFI RMSEA
Recommendations 171 .92 .07
Transaction
Structure -.03 -.57 -.10 —2.08* -.13
Wait —-.04 —.62 —.08 —-1.71* -.12
Acceptance 14 2.03* .25 4.31** .39
Repatronage 171 91 .07
Transaction
Structure —.08 —1.05 —.08 —2.16* -.15
Wait —.06 —.88 —.05 -131 -11
Acceptance .07 .88 21 3.76** .29
Subsequent bid 257 .75 13
Transaction
Structure .35 4.38** .02 .79 37
Wait .09 1.03 —.05 -1.36 .04
Acceptance —.20 —2.12* -.11 —1.85* -.30

Note. n = 149 for the customer recommendations and repatronage behavior measures; n = 103 for subsequent
bidding behavior, which only includes those willing to rebid. In all models, we controlled for gender, Priceline
use, and self-efficacy. We controlled for bid in the recommendations and repatronage analyses, and controlled
for final bid in the subsequent bid analysis. df for recommendations and repatronage = 141; df for subsequent
bid = 95. x%df is the ratio of the chi-square value to the degrees of freedom in the model. CFl = comparative
fit index. RMSEA = root-mean-square error of approximation.

*p<.05 **p<.0L

behavior, Table 5 shows that the indirect paths for transaction
structure (B = —08, p < .05) and bid acceptance (B = .21, p <
.01) were both significant, demonstrating mediation. The indirect
path for wait (B = —.05, ns) was nonsignificant.

Collectively, these results demonstrate that justice perceptions
frequently, but not always, mediate the relationships between
procedural differences and outcomes. Specifically, the data sup-
port Hypothesis 5 b—c and Hypothesis 6 b—c, as distributive and
informational justice were lower when the transaction structure
switched to negotiation. Moreover, the indirect paths between
transaction structure and (Hypothesis 5 b—c) customer recommen-
dations and (Hypothesis 6 b—c) repatronage significantly de-
creased with the inclusion of these justice perceptions. The data
aso support Hypothesis 8 a—c, as procedural, interpersonal, and
informational justice judgments were lower when customers had a
longer wait. Additionally, the indirect path between wait and
customer recommendations significantly decreased with the inclu-
sion of these three justice perceptions. However, Hypothesis 9 a-c
was not supported, as wait was not significantly related to repa-
tronage, rendering the test of this hypothesis moot. Finally, Hy-
pothesis 11a-d and Hypothesis 12 a-d received considerable
support, as al four forms of justice were significantly higher when
an offer was accepted. In addition, the indirect path between offer
acceptance or rejection and (Hypothesis 5 b—c) customer recom-
mendations and (Hypothesis 6 b—c) repatronage significantly de-
creased with the inclusion of the four justice perceptions, signify-
ing mediation.

Where Rational Decision Making and Justice Combine to
Influence Bidding Outcomes

For the sake of completeness, the bottom third of Table 5 also
tests for whether justice judgments mediated the relationship be-

tween our manipulations and the value of subsequent bids. Recall
that we did not expect justice judgments to mediate the relation-
ship between prior bid acceptance and the value of subsequent bids
because justice judgments would have aready exerted their influ-
ence on the customer decision to reuse the intermediary or not.
Yet, as can be seen in Table 5, the justice perceptions did partialy
mediate the effects of prior bid acceptance on subsequent bid
values, as one third of the total effect was attributable to the indirect
path through the justice mediators, t(95) = —1.85, p < .05.

However, this analysis ignores the economic impact that occurs
when customers decide not to repatronize the intermediary. An
aternative way to evaluate subsequent bid values is to incorporate
the effects of repatronage rates across experimental conditions.
Evidence justifying this approach can be found in Table 3. Here,
we see that in addition to the main effects for transaction structure
and bid acceptance aready discussed, there is a significant three-
way interaction between transaction structure, waiting time, and
bid acceptance on repatronage behavior (B = —2.91, p < .05).
Table 6 provides a breakdown across the eight experimental con-
ditions of how subsequent bid values (the middle column) and the
total economic value created (the last column) were affected when
we did and did not incorporate customer decisions to repatronize.
Although subsequent bid values were highest in the two negotia-
tion, rejection conditions (the first two rows of Table 6), when we
accounted for the number of people who chose not to rebid, the
average vaue of bids in these two conditions (respectively)
dropped from $165 to $91.67 and from $157.50 to a meager
$70.00—this last average value then became the lowest average
value of any condition. Thus, fairness judgments do affect the
overall size of the economic pie by impacting the number of
people willing to reuse the intermediary, which suppresses the
average value of subsequent bids.
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Subsequent Bid Values and Repatronage Rates by Experimental Condition

Number of  Average value  Number of Average value of
customers  of subsequent customers not  subsequent bids ($)
Condition repatronizing bids ($) repatronizing  (including nonbidders)
Negotiation, long wait, rejection 10 165.00 8 91.67
Negatiation, short wait, rejection 8 157.50 10 70.00
Ultimatum, long wait, rejection 9 154.67 9 77.34
Ultimatum, short wait, rejection 15 150.27 5 112.70
Negotiation, short wait, acceptance 15 149.87 3 124.89
Negotiation, long wait, acceptance 11 142.09 7 86.83
Ultimatum, long wait, acceptance 18 112.78 2 101.50
Ultimatum, short wait, acceptance 17 106.59 2 95.37
Discussion should be done only when the initial bids are already high enough

We investigated the impact of three characteristics of BUG
transactions on customer reactions. We confirmed that intermedi-
aries could succeed in improving their short-term financial posi-
tion (getting customers to raise their bids) by adopting a negotia-
tion structure rather than an ultimatum structure. However, this
strategy carries long-term costs. From a bidding perspective, we
confirmed that those whose bids were accepted in the first trans-
action made lower bids in a subsequent transaction, especialy
when in an ultimatum (as opposed to negotiation) context. In terms
of other customer outcomes, we see that characteristics of the
bidding context (negotiation structures, long waits for a response,
and rejected bids) produced feelings of injustice (particularly in-
formational and distributive injustice), leading customers to feel
less willing to recommend the system to others and less willing to
use the intermediary in a subsequent negotiation (e.g., although
over 90% of customers in the negotiation condition raised their
bids in the first transaction, the repatronage levels for these same
customers in the second transaction was only 61%).

Implications for Intermediaries and Their Customers

Although the significant three-way interactions involving repa-
tronage rates and subsequent bidding behavior each explain only
1% of the variance in behavior, they offer some insight into how
intermediaries can manage rejections and requests to rebid. Using
thelast column of Table 6 as aguide, one seesthat if you are going
torgject bids, it isin fact best to do so using the promised structure
(in this case, an ultimatum structure) and to provide feedback
about hid acceptance or rejection quickly, as this results in the
greatest proportion of “rejected” customers being willing to use the
intermediary for a future transaction, leading to a high average bid
value ($112.70) in which nonbidders are included. The worst thing
to do isto put a customer through the rigor of having to rebid and
then turning around and quickly rejecting this new bid. Thisisthe
only condition in our study in which a majority of customers did
not participate in the subsegquent negotiation, reducing the value of
subsequent bids from $157.50 to $70.00. This aternative view of
subsequent bids also makes clear that surprising customers with a
negotiation structure is not always bad—if you can be sure that
you will then respond quickly to their offer with an acceptance,
customers appear willing to use the intermediary again. This
suggests that surprising customers with arequest to raise their bids

to be accepted (and accepted quickly). Interestingly, this can
explain why some real-world discount travel intermediaries ask
parties to raise their bids even when the bid values are not unrea-
sonably low. Perhaps they have already |earned that doing so does
not lead to negative reactions from customers as long as they
accept these customer bids quickly.

Another answer to the question of how an intermediary might
best manage to raise the value of subsequent bids and the number
of subsequent participants might be found in our justice mediation
results. Of the four forms of justice, the two that had the most
widespread effects on customer outcomes were distributive and
informational justice. Therefore, it seems reasonable to focus on
actions that the intermediary might take to enhance distributive
and informational justice as the mechanisms to leverage customer
outcomes.

One way to enhance distributive justice is, of course, to give
people more favorable outcomes. Then again, because enhancing
distributive justice judgments for al participants in this manner
would be expensive and might lead to the intermediary declaring
bankruptcy, this may be impractical. However, recall from Ad-
ams's (1965) work that the formation of distributive justice judg-
ments is based on a relative rather than an objective comparison.
This suggests that companies might be able to enhance customer
perceptions of distributive justice by providing them with norma-
tive data showing how many people who made similar bids were
rejected.

This discussion on providing information to manage social
comparisons leads nicely into our recommendations to enhance
informational justice. First, we note that the procedural variation of
the ultimatum versus the negotiation structure by itself communi-
cates different amounts of information. Those in the negotiation
structure have received more information as they are told that their
offers have a low probability of being accepted. Although one
might expect that the receipt of this additional information would
enhance informational justice judgments, in redlity it reduced
informational justice judgments for those in the negotiation con-
dition compared with the ultimatum condition. Our results make
the interesting point that informational justice does not hinge on
receiving more information but instead hinges on receiving good
(or perhaps instrumental) information.

Second, we recommend that the intermediary provide al parties
with an information-rich explanation about the transaction in



CUSTOMER REACTIONS TO BROKERED ULTIMATUMS 479

which they are going to participate. Providing more details about
what might happen and more information about why they received
an acceptance or rejection should enhance informational justice
judgments, and given the moderate correlations between all four
forms of justice, may lead to other forms of justice being height-
ened. In addition, providing this information up front may aso
influence the attributions customers make for why they are asked
to raise their bids. If more information leads more customers to
perceive that the intermediary is acting atruistically rather than
self-interestedly, this should lead to more positive short-term
(value of bids) and long-term (repatronage) outcomes. Of course,
doing this may make the electronic intermediary less desirable
because it compromises how quickly parties can use the system,
and people may have a limited attention span to read through
multiple screens of information. Nevertheless, it may be helpful
for the intermediary to provide more information to the most
aggrieved parties—which could be defined either in psychological
terms (by focusing on attitudes) or in behavioral terms (by focus-
ing on repatronage rates and bidding behavior).

Turning our attention from intermediaries to customers, we note
that our results suggest that individuals rely on both rational
models of decision-making theory and fairness theory when inter-
acting in brokered ultimatum contexts. When one focuses on the
economic aspects of bidding, more cognitive decision analytic
tools take precedence (though we note that fairness did partially
mediate the effects of original bid acceptance or rejection on
subsequent bid values). For example, when people’s bids are
rejected the first time around, they learn from this event, and the
desire to complete a successful transaction leads these people to
make higher subsequent bids than customers whose bids were
accepted. This desire to win an acceptance the second time around
appears to be exacerbated by having negotiated the first time.
Having to negotiate creates additional costs for the customer (in
terms of time and mental energy), so what customers may betrying
to do in their subsequent bid is make up for the costs already
incurred the first time (in which they put in time and energy and
then walked away with nothing).

Although economists might argue that customers areirrationally
thinking about sunk costs, psychologists might argue that custom-
ers who were rejected have learned that they need to increase their
bids to get acceptance and that those who were rejected after
putting in additional time and energy to rebid in a sense learned the
hardest lesson and thus were the ones who increased their second-
round bids the most. Of course, any customer following alearning
model is not taking into account information asymmetries and
intermediary advantages of this asymmetry. Customers should
realize that what the intermediary is teaching them to do inaBUG
context is to increase their bids. Prior research has demonstrated
that taking the perspective of the other party can improve negoti-
ator outcomes (cf. Bazerman, 2002). Customers would be wise to
develop a broader learning model that incorporates the intermedi-
ary’s perspective as well.

However, when customers are making broader assessments
about whether to enter the brokered ultimatum context again or
whether to recommend it to others, fairness judgments appear to be
quite salient. Hence, we see that both decision-making and fairness
perspectives are important for understanding the overall outcomes
of customers and intermediaries over multiple exchange
opportunities.

Implications for Theory

On the surface, our results appear to contradict those of a recent
study by Galinsky, Seiden, Kim, and Medvec (2002), who found
that parties were more satisfied with longer rather than shorter
exchanges. In their study of aface-to-face negotiation, participants
expected a negotiation situation that would take some time before
an agreement was reached. When these expectations were violated,
participants felt less satisfied. In our computer-mediated BUG
context, participants expected an ultimatum situation to deliver a
timely reply of an acceptance or rejection. When parties instead
received a request to rebid or had to wait longer than they deemed
necessary, violated expectations led to more negative customer
reactions. Both studies make the same important point: Strive not
to violate customer expectations. Together these results point out
the critical role of context and participant expectations in under-
standing participants’ reactions to various transactions. Decontex-
tualized studies miss important environmental cues that form peo-
ple's expectations about a transaction, and these expectations
appear critical to attitudes and behavior. Hence, we echo recent
calls for more socialized studies of how people transact an ex-
change (Bazerman, Curhan, Moore, & Valley, 2000; Brodt &
Deitz, 1999; Tindey, O'Connor, & Sullivan, 2002).

Our results also make several contributions to the organizational
justice literature. First, we used empirically validated scales that
measured all four forms of organizational justice as articulated by
Colquitt (2001) and others. In addition, this is one of the first
studies to examine the impact of all four forms of justice within the
same study, allowing us to compare the relative importance of the
different forms of justice. Within our context, we see evidence for
the importance of both distributive and informational justice on
customer outcomes. However, although the receipt of more favor-
able outcomes enhances distributive justice, we see that informa-
tiona justice is not necessarily enhanced by receiving more infor-
mation (we also note that the negotiation structure, which provides
more information to the customer, led to lower judgments of
informational justice). In addition, our results highlight the sur-
prisingly unimportant role played by procedura justice in our
study. Interestingly, procedural justice was also not significant in
some other work in the customer service literature that examined
recommendations and repatronage (e.g., Blodgett et a., 1997)
aong with multiple forms of justice. It may be that informational
and interpersonal justice constructs, when measured separately
from procedural justice, usurp some of the prior relationships
found in the literature between procedura justice and other
outcomes.

We note that our justice variables did a better job of predicting
customer recommendations than of predicting repatronage behav-
ior. There are important differences between these two customer
outcomes that might explain our results and offer opportunity for
future research. First, customer recommendations are other-
focused whereas repatronage decisions are self-focused. Perhaps
customers perceive unfairness to be something that is more im-
portant to other people than it is to themselves. Second, customer
recommendations in this study were measured as behaviora in-
tentions while repatronage was an actual behavior. Both meta-
analytic and narrative reviews of the organizationa justice litera-
ture have noted that justice measures have been more successful at
predicting attitudinal variables than behavioral measures (e.g.,
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Colquitt et al., 2001; Cropanzano, Rupp, Mohler, & Schminke,
2001).

Finally, our results also confirmed our implicit theoretical prop-
osition that rational decision theory, as a cognitive calculus, would
be better at predicting the more detailed bidding calculations,
whereas justice theory would be more useful in predicting more
global reactions, such as whether to repatronize the system or
recommend it to a friend. In our BUG context, we see the com-
plementary nature of these theories and encourage future research-
ers to consider both the rational/cognitive and emotional/attitudi-
nal drivers of behavior.

Limitations

As with any study, we must caution researchers on the gener-
dizability of our findings. Our testing of hypotheses, using a
controlled laboratory context and a simulation methodology, raises
concerns that the participants were not able to achieve psycholog-
ical realism (Berkowitz & Donnerstein, 1982) during this study
and that their results would not mimic results obtained from the
field. However, we believe there are several reasons why this
method for testing our hypotheses was appropriate.

First, testing our hypotheses in the laboratory setting allowed us
to manipulate conditionsin away that would not be possible in the
real world. For example, we were able to accept or reject the
customer’s offer regardless of the actua level of the bid. If we
were to have tested these hypotheses in the field, the decision to
accept or reject the bid would have been a function of the level of
bid, thereby introducing a confound into the study (i.e., the cus-
tomer’s distributive justice perceptions would not be a function of
getting the bid accepted, but rather the result of cognitive disso-
nance increasing justice perceptions and satisfaction because the
customer bid a high amount of money). Second, among users of
electronic intermediaries, significant percentages are of the same
age and education level as our participants. Therefore, our partic-
ipant population, if not completely representative of the users of
electronic intermediaries, provided a comparable sample.

Third, thereisalong history of capturing participants economic
and negotiation behaviors in laboratory settings (cf. Bazerman et
a., 2000; Pruitt, 1998). In fact, this research has acted as the
foundation of much of the economic and negotiation literature. In
addition, research has demonstrated that the findings from labora-
tory studies are highly comparable to the results that are obtained
from field settings (Anderson, Lindsay, & Bushman, 1999). Thus,
these issues mitigate some of our concerns about whether findings
obtained from this laboratory context would differ from results
obtained in a field setting. Finally, we recognize that this may be
the first empirical test of aBUG. Although we feel that our setting
was an appropriate first test of the BUG paradigm and of our
theory predicting customer reactions, we aso strongly encourage
other researchers to expand the generalizability of our findings.

Our second concern relates to the materials used in our scenario.
Participants did not complete their transactions electronically but
instead received printed pages of computer screens. However, we
did provide them with materials that closely replicated actual web
pages in an attempt to mimic real-world settings. In addition, we
can take some comfort in noting that prior work has demonstrated
that electronic data collection is generaly comparable to more
traditional paper-and-pencil methods. Specifically, Stanton’s

(1998) results indicated that electronic data had similar variance,
factor structure, factor loadings, and correlations when compared
with paper-and-pencil data using the same items and instruments.
Another study (Birnbaum, 1999) compared an Internet sample
with alaboratory sample and a so produced similar conclusions for
both samples. One obvious next step would be to make the bidding
process a completely electronic transaction, rather than our more
simplistic method, in an effort to further increase realism.

A third concern relates to the financia implications of our study
for participants. Our participants were not using real money and
may have been more willing to spend money and raise their bids
than would people using real money to make similar decisions. We
hope that we or other researchers can build ties with electronic
intermediaries to obtain data on customer behaviors that are cur-
rently operating.

Another concern is that we had an unequal number of partici-
pants in each cell of the study, resulting in intercorrelations be-
tween our manipulations. As ordinary least squares regression is
robust to different cell sizes (cf. Cohen & Cohen, 1983), this does
not affect the interpretation of our results. However, it increased
the likelihood that individual differences were not equally distrib-
uted across the different conditions. This necessitated the use of
control variablesin our study to maintain the interpretability of our
results, thereby reducing the overall power of our model.

Our fifth concern surrounds the potential of context effects on
repatronage decisions. We acknowledge that the participants were
given a different bidding context between the initiad bid (i.e., a
vacation with their significant other) and the subsequent bid (i.e.,
a wedding they would attend with their significant other). It is
possible that participants perceived these two contexts as differing
in urgency for obtaining a room, such that the participant may
perceive that he or she needs to get the hotel room for the wedding.
However, we are confident that the participants focused more on
the fact that they were traveling to the same place and wanted to
stay at the same caliber hotel with the same person rather than that
one visit was for a vacation while another was for a wedding, as
the information leading up to their decision emphasized these
elements of the decision. Nevertheless, future research in this area
should eliminate this potential alternative explanation by making
the reason for the travel identical in both cases and by specifying
that the participant has the same amount of money available for the
purchase decision.

A final context-related concern deserves mention. Although we
discuss Priceline.com in our introduction and our scenario paral-
leled some of the components found at Priceline.com, we were not
actually testing how Priceline.com itself operates. Instead, our
research examined how some of the aspects of intermediaries such
as Priceline.com impact negotiation contexts. Thus, our research
can aid in understanding the BUG context but was not intended to
specify the dynamics of how a specific company or intermediary
operates within this context. We think such contexts provide a
variety of interesting theoretical questions to investigate, and the
present study only begins to examine some of these questions.

Although we focused on one type of brokered ultimatum struc-
ture, there remain other intermediaries who use different structures
to facilitate transactions between customers and vendors. Future
research needs to investigate how customer behaviors and attitudes
are affected in these types of contexts, as it is unclear whether
organizational justice would play as significant a role when the
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customer is given more control over the system. Taken together,
each of these steps will allow researchers to better understand and
predict behavior within the BUG paradigm. It will aso allow
intermediaries to apply the gained knowledge in ways that may
help sustain their survival over time.
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