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CHAPTER I 

INTRODUCTION 

The functionalist approach to marketing has long 

recognized that many "functions" are necessarily performed 

in linking the manufacturer with the consumer (cf., Shaw 

1912, Weld 1916). Weld (1917) stated that the functions of 

marketing are "the services that must be performed in 

getting commodities from producer to consumer." The early 

marketing researchers were particularly interested in those 

"middlemen" or distributors who formed the channel between 

the manufacturer and the consumer. Lists of the functions 

performed by these channel intermediaries were provided by 

many of the early marketing researchers (cf., Breyer 1934, 

Converse 1921, 1930; Duncan 1921). 

In today's marketing environment, the "full-service" 

retailer is an important provider of these marketing 

functions for many products. The "full-service" retailer is 

generally regarded as providing market/product information 

to manufacturers and consumers, along with selling, storing, 

financing, and risk-taking, to the extent that the 

manufacturer and/or the consumer find it inefficient to 

perform these functions themselves. These retailers have 

traditionally been compensated for providing these functions 

through their markups, i.e., a trade or "functional" 

discount from the manufacturer for providing those functions 

that consumers desire yet which the manufacturer is unable 



or unwilling to provide directly, and a retail price 

representing in part payment for providing those functions 

that consumers choose to have performed by the retailer 

rather than paying a lower price and performing those 

functions themselves. The functionalist approach suggests 

that efficiency will dictate the degree to which 

manufacturers and consumers will take on the necessary 

functions or allow the retailer to take a markup for 

performing them (cf., Williamson 1975). 

Differential needs and utility structures among both 

manufacturers and consumers allow alternative channels of 

distribution to exist for a given product. In particular, 

consumers with a low need for pre-sale information, service, 

credit, or delivery may choose to purchase from a limited-

service retailer who, by providing fewer services, is able 

to maintain a lower markup. It is important to note that 

all of the basic functions have been performed. It is 

simply the case that, in this example, the consumer feels 

that he or she can provide them more efficiently for a given 

cost than the retailer. This situation has long been the 

case, with full-service retailers and limited-service or 

"discount" retailers coexisting profitably and peacefully 

while serving different customer segments (just as 

manufacturer-owned retailers co-exist with independent 

retailers based on differing manufacturer requirements and 

costs). 



While it would be difficult for a consumer to obtain 

credit, delivery, or to some extent post-sale service 

without charge from one retailer while buying from another, 

this does not seem to be the case with information. 

Information is broadly defined here to include such aspects 

as having the product (perhaps with alternative models 

and/or brands) in stock and available for demonstration, and 

having literature or technical product evaluations on hand, 

as well as having trained and knowledgeable sales personnel 

available to help the consumer match his or her needs with 

the product offerings available. 

It is clearly possible for the consumer to obtain the 

desired information from one outlet while purchasing from a 

different outlet. Consumers may take advantage of this 

opportunity by obtaining the information from a full-service 

retailer and obtaining the product at a lower price from a 

limited-service retailer. The information function is 

still being performed in this situation but the provider of 

the function does not receive compensation. 

This is an example of the free-rider problem, which has 

received attention in the economics discipline (Klein and 

Murphy 1988; Telser 1960), particularly with respect to the 

consumption of public goods. Public goods are defined as 

those goods for which it is difficult or impossible to 

restrict access only to those paying for the goods 

(Nicholson 1985). For example, economists refer to 



national defense as a public good since individuals receive 

benefits from this defense whether or not they provided 

support (George and Shorey 1978). Thus, free riding in 

marketing is the uncompensated use of information and 

support from full-service retailers by consumers (Cady 

1982) . All consumers can derive benefits from the 

information provided by full-service retailers whether they 

actually make purchases from these full-service retailers. 

However, not all consumers who purchase products 

through limited-service outlets can be described as free 

riders (Mittelstaedt 1986). These consumers may have 

obtained the necessary product information from sources 

other than the full-service retailer. It must be further 

noted that the occurrence of free riding is not a simple 

"does or does not occur" phenomenon. For example, one could 

refer to a consumer as a free rider if he or she simply sees 

a product in a full-service store and then later buys this 

product from a discount dealer. The case can be made that 

information (existence of the product, for example) was 

obtained from the full-service retailer without cost to the 

consumer. However, this degree of free riding is not of 

importance to the present research. 

The type of free riding discussed herein involves the 

case in which the consumer makes relatively extensive use of 

the information available from full-service retailers before 

making a purchase from a limited-service outlet. It should 



be noted that even with this restriction, the free riding 

phenomenon of interest includes a rather wide range of 

behaviors. For example, in one case a consumer may receive 

roughly equal amounts of information from the full-service 

and discount dealers. At the opposite extreme, the role of 

the discount seller may be limited to provision of the 

product based upon a description and model number provided 

by the customer. In this example, that of the buying club, 

the free riding consumer must obtain all the product 

information from a full-service retailer or other reference 

source. 

It appears that both the potential for and practice of 

free riding has increased in recent years. This is due, in 

part, to increasing product variety and complexity. In 

general, consumer information and support needs have 

increased as product offerings have become more varied and 

complex. The Ford buyer of 1910 could choose "any color as 

long as it is black." The Ford buyer of the 1980's has an 

abundant choice of colors, car sizes, car styles, engines, 

transmissions, and other options designed to separate the 

buyer from his or her earnings. This evolving product 

complexity has led to an increasing consumer demand for 

product information and support. 

Despite the increasing variety and complexity of 

today's product offerings, not all consumers need a great 

amount of information and support from the seller. Some 



consumers may be repeat purchasers who obtained the 

necessary information during the first purchase episode. 

Other purchasers may simply feel that they do not have a 

great need for product information, while some consumers 

perceive that they do not need extensive product information 

or support due to real or imagined expertise in the product 

area. Those who do feel that they need extensive product 

information may obtain the desired information from 

acquaintances or specialty magazines and other publications. 

These consumers have no need to rely upon full-service 

retailers for their current purchases. Marketers have met 

the needs of this group through the creation of limited-

service discount stores and mail order outlets. People who 

have little need for information and support have the 

opportunity to purchase the product at a lower price than 

those who have need of additional support. 

When only those who need information pay for it, the 

marketing system is operating efficiently. Information is 

available, at a cost, for those who need such support. For 

those who do not need the support, the product is available 

at a lesser price. As noted previously, the problem with 

efficiency of the marketing system occurs when those 

consumers who need product information receive this 

information without compensating the source and engage in 

free riding. 



Consumer free riding can cause various problems in the 

market place. For example: 

1. There may be a loss of salesforce morale in the 

full-service outlet because of sales prospects lost to 

discounters. 

2. Consumers who actually make purchases from the full-

service retailer pay higher prices in order to 

subsidize the free riders. 

3. Full-service retailers may reduce the amount of 

information and support made available to prospective 

buyers because of the lack of benefits derived from 

providing these services. 

Past attempts to eliminate consumer free riding have 

been constructed around various forms of vertical restraints 

(generally price control) (Telser 1960; Bork 1978; Kaufman 

1988; Klein and Murphy 1988; Marvel and McCafferty 1985; 

1986). The rationale for this action is based upon the 

premise that if stores no longer have to compete based upon 

price, they will offer similar levels of service. Thus, no 

opportunity for free riding will exist. However a definite 

question exists as to the effectiveness of these vertical 

restrictions. In general, these techniques can be used to 

shift the loss of welfare from one entity to another, but 

welfare loss is not eliminated. 
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Purpose of Study 

Further improvement in the control of free riding 

requires a better understanding of those actually involved 

in this practice and of the effect of free riding upon the 

full-service retailers. The occurrence of free riding 

generally affects all of the members of a channel of 

distribution. Yet, most of channels research in the 

marketing literature examines either the issues of power and 

conflict between channel members (cf. El-Ansary and Stern 

1972) or the environment of the channel dyads (cf. Archol et 

al. 1983)) while largely ignoring the role and effects of 

the consumer in the distribution channel. Also, the 

consumer is not the only entity free riding. Those discount 

outlets and mail order firms that rely upon consumer free 

riders are free riders themselves. Given the preceding, it 

appears that the occurrence of free riding is of importance 

to marketers and should be considered as part of the 

marketing channels environment. However, the problem of the 

free rider has received only limited attention in the 

marketing literature, and much of what has appeared in the 

literature has been borrowed directly from the economics 

discipline. Although the problem of the free rider is 

mentioned in the literature on vertical restraints of trade 

(cf. McCarthy 1984, Wilson 1986, Mathewson and Winter 1984), 

it is generally viewed from a purely speculative standpoint. 

Thus, there seems to be a real need for an empirical 



investigation of the behavior of the free rider in the 

marketplace. For example, as is the case with pirated 

computer software and copied audio tapes, it would be 

extremely difficult if not impossible to determine how much 

actual loss occurs to the full-service retailer from free 

riding. In the case of computer software and audio tape, 

many of those making copies would not have purchased the 

product if the illegal copy were not available. How many 

consumer free riders would have purchased from the full-

service retailer if the alternative outlet were not 

available? Also, do salespeople perceive that they are 

losing sales and wasting time with many customers who are 

free riders? If this perception exists, is it likely to 

result in decreased salesforce motivation and a tendency on 

the part of the sales agent to restrict the amount of 

information provided to potential customers? 

Specifically, this research addresses the following 

questions: 

1. What are the perceptions of retail managers and their 

sales personnel as to the significance of the free 

rider problem? 

2. How have the retailers changed their behavior with 

reference to the perceived free rider problem? 

3. What is the extent of consumer participation in free 

riding? 
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4. What is the extent of consumer knowledge of the 

practice of free riding? 

5. What is the perception of consumers as to the effect 

upon the retailer due to their free riding activities? 

6. What are the attitudes of consumers about the practice 

of free riding? 

In addition to the above, existing information about 

the practice and effects of consumer free riding are 

synthesized and areas in need of additional study are 

suggested. 

This research has relevance for both buyers and 

sellers. The potential contributions are two-pronged: 

first, a better understanding of the extent and nature of 

the free riding problem is developed and secondly, the 

methods of dealing with the free riding problem are 

examined. 

It is recognized that the "classical" approach to 

research generally involves the development and testing of 

causal hypotheses. Yet, many of the aims of this particular 

research involve questions of an exploratory nature with a 

relative paucity of causal hypotheses. This approach is 

necessary because of the deficiency of research in this 

area. However, this research is important given the 

importance of this subject area to manufacturers, 

distributors, retailers and consumers. It is felt that the 

study of free riders in the marketplace is of sufficient 
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importance to marketing academicians and practitioners to 

warrant the research presented in the remainder of this 

document. 

The remainder of this manuscript is organized in the 

following manner: First, a review of relevant literature is 

presented. Following this, a series of guiding questions 

are advanced. Finally, the findings of this study are 

presented and the implications of the findings for the 

various groups affected by free riding are discussed. 

Specific contributions of this research include: 

1. The development of knowledge that can provide future 

researchers with information leading to the 

construction of an integrated model, which would allow 

for the explanation of the motivations for consumer 

free riding and an explanation of the conditions 

necessary for free riding to occur. 

2. An empirically based report describing the 

characteristics of the free riders, including reported 

rationales for the practice. 

3. A clarification of who benefits and who is injured by 

the practice of free riding. 

4. An understanding of the extent of the free-riding 

problem as perceived by the affected retailers and 

their sales forces. 

5. Meaningful information for the debate over the legality 

of vertical price restraints. 
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6. The development of a more substantial knowledge base to 

allow for the subsequent development and testing of 

causal relationships. 



CHAPTER II 

LITERATURE REVIEW 

A conceptual model of consumer free riding behavior is 

advanced (Appendix Dl), both as an aid to understanding and 

as a means of organizing the relevant literature. The model 

consists of three major sections: (1) explanation and 

classification of consumer support needs; (2) motivations 

and means for producer and distributor sales to discounters 

and gray marketers; and (3) marketplace interaction. 

Although the market interaction section is in the center of 

the model, it will be presented last since it is explained, 

in part, by the first and third sections of the model. In 

addition, a mathematical extension of this model (Appendix 

E) is presented to further clarify the effects of free 

riding and provide additional information for the choice of 

policies to address free riding. 

Consumer Information Needs 

Consumers may be segregated into groups based upon 

their differing information and support needs. This section 

of the model is based in the literature involving the 

classification of consumer goods. This stream of knowledge 

is then combined with the literature streams covering ego-

involvement and existing product knowledge structures. The 

following rationale is developed based upon consumer 

information needs and the classification of goods. 

13 
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In 1923, Copeland advanced a classification system that 

divided consumer goods into categories of convenience, 

specialty, and shopping. In the case of specialty and 

convenience goods, the consumer is thought to have full 

knowledge of the particular good or its acceptable 

substitutes before the shopping trip. This knowledge is not 

present in the case of shopping goods (Holton 1958, Bucklin 

1963). Holton (1958) further emphasized the importance of 

the individual in classifying products. According to 

Bucklin (1963), Helton's definitions were superior to those 

previously adopted by marketing academicians "in that they 

make explicit the underlying conditions that control the 

extent of a consumer's shopping behavior." According to 

Bucklin (1963), a consumer's buying behavior will be 

determined not only by the strength of his or her desire to 

obtain some good but also by his perception of the cost of 

shopping. Holton (1958) hypothesizes, "The consumer, in 

other words, will undertake search for a product until the 

perceived value to be secured through additional comparisons 

is less than the estimated costs of making those 

comparisons." This is the same thought proposed by Stigler 

in his 1961 "economics of information" theory. 

Some form of the classification of goods appears in 

every introductory text in the discipline. Also included 

are examples of products that fall into each class (e.g., 

clothes and consumer electronics are often given as examples 
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of shopping goods). However, it is clearly understood that 

the classification of a consumer good is dependent upon the 

individual. 

The preceding excerpts from the marketing literature 

indicate that unambiguous classification of a product for 

the entire market is generally not possible. Thus, 

strategic decisions with reference to the problem of 

consumer free riding cannot be based solely upon the way 

some people classify a given product. The importance of 

this will be further explored in the section of the model 

concerning manufacturer pricing and distribution decisions. 

Additionally, not all consumers who would classify a given 

product as a shopping good need the same amount of retailer 

support to purchase that particular good. 

Some researchers have suggested that the existing 

product knowledge structure of the consumer influences the 

degree to which he or she seeks information from a retailer. 

However, the results from this stream of research do not 

suggest a clear and unambiguous relationship between 

knowledge structure and information search. For example, an 

expert in a given product area may seek far more information 

than a novice (Brucks 1985). Thus, accurate forecasts of 

the amount of information a consumer will seek cannot be 

made based solely upon a measurement of existing knowledge. 

Certain tentative conclusions can be drawn from the 

preceding research findings and discussion. Obviously, 



16 

different consumers may classify the same product into 

different classes. This individual classification provides 

insights into the perceived information needs of the 

individual. Much effort has been expended upon 

investigation of the effect of prior product knowledge upon 

information search, but no clear relationship has emerged. 

There does not appear to be a clear and direct linkage 

between the perceived information needs of the consumer and 

the measurement of product knowledge and classification. 

Even when external information search does occur, the full-

service retailer may not be involved. Advertising, 

specialty magazines, friends, and "marketing mavens" (Feick 

and Price 1987) provide alternative sources of information. 

But for many, the retailer will be the primary source of 

product information. This indicates that the full-service 

retailer plays a necessary role in the marketplace. For 

those who have lesser information needs or who rely upon 

sources other than the retailer, limited-service retailers 

are available. 

In summary, several points of crucial importance to the 

understanding of consumer free riding are contained in 

section I of the model: 

1. It is clear that the consumer's perception of the 

classification of a product is of great importance. 
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2. Existing product knowledge appears to have an effect 

upon information needs, although the relationship is 

ambiguous. 

3. Thus, existing research findings do not support an 

accurate prediction of the level of information search 

an individual will undertake nor how much of this 

search will involve a retailer. 

But current findings do support the existence of 

different consumer segments based upon information needs and 

search behavior. Since these market segments overlap, they 

are not perfectly sealed, and leakage between segments can 

occur (Gerstner and Holthausen (1986)). For example, a 

manufacturer of power tools may use hardware stores and 

discount building supply houses to distribute its power 

tools. The hardware outlet is expected to provide the 

information an average consumer needs to make a purchase; 

however, the product is priced higher to cover the cost of 

this service. The building supply outlet is expected to 

provide the product, with little information support, to 

professional tradespeople at a discount price. Thus, the 

marketing plan of the manufacturer recognizes two different 

markets. However, it is difficult to prevent the "average 

consumer" from purchasing products from the discount supply 

house. It is this leakage between imperfectly sealed 

segments that allows for consumer free riding to occur. The 

consumer can obtain the information from one channel outlet 
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and the product from another, possibly saving money by 

purchasing using this particular process. 

Policy Choices 

Since the manufacturer exercises control over product 

distribution, much of the power to discourage consumer free 

riding is held by the product manufacturer. This view is 

supported in much of the literature concerning resale price 

maintenance and other forms of vertical restraints (Cady 

1982, Sheffet and Scammon 1985, and Maurer and Ursic 1987). 

Hewlett Packard (PC 1988) provides an example of this form 

of manufacturer control. HP prevents leakage of its 

products into unauthorized discount outlets by determining 

and terminating the source when such leakage occurs. The 

success of HP in this endeavor provides an indication of one 

way of controlling free riding. Given this form of power 

base, the manufacturer is generally the major decision maker 

as to discount availability, although in some cases 

retailers possess sufficient power to influence policy 

decisions. Various policy responses to the free rider 

problem have been advanced including a laissez faire 

position towards free riding, a position of strong active 

discouragement of the practice, and positions between the 

two extremes. 

In order to critically evaluate the various policies 

pertaining to free riding, some standard, applicable to all 

policy choices, must be adopted. A logical choice is the 
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measurement of the benefit or loss that each market 

participant experiences under the different policy choices, 

referred to in economics literature as welfare gain and 

loss. Welfare, in this case, refers not only to dollar 

amounts but also to consumer perceptions of satisfaction and 

well being. 

Certain simplifying assumptions are made with reference 

to the policy discussions that follow. It is assumed that a 

closed system exists where welfare gains by one group are 

offset by welfare losses in another group. Also, the 

legality of certain means of policy implementation are 

questionable and subject to change (i.e., resale price 

maintenance and manufacturer termination of discount 

dealers). According to Kaufmann (1988), there has been much 

debate about resale price maintenance, "and the executive, 

legislative, and judicial branches have never been farther 

apart in their views on this matter." Becker (1983) 

contends that efficient rules will tend to be adopted 

through the political process. If this is indeed true, then 

the laws concerning free rider policy should be based upon 

the welfare effects of the policy implementation. In light 

of this, effects rather than current legality are featured 

in the following section. 

Laissez Faire 

One approach to the problem of free riding is to simply 

ignore the phenomenon, a laissez faire policy position. If 
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this position towards free riding is adopted by the channel 

members, there is no active discouragement of free riding. 

For the consumer to free ride, he or she must have access to 

information from a full-service outlet and access to 

discount pricing from a limited-service outlet. Thus, the 

limited-service outlet is also a free rider (Cady 1982). 

This situation occurs when the manufacturer authorizes both 

full and limited-service outlets to carry the same product. 

Distribution arrangements of this sort are defensible in 

that the manufacturer is simply recognizing the existence of 

dual market segments. A similar situation exists when the 

manufacturer authorizes only full-service outlets, but 

ignores leakage into gray market outlets. These outlets 

then function in a manner similar to authorized limited-

service outlets. The importance of the gray market will be 

presented later in this chapter. 

In the short term, the full-service retailers and 

their customers share the greatest loss of welfare. The 

offsetting welfare gain accrues to the consumer who engages 

in free riding. According to Nicholson (1985), "since for a 

traditional public good, no one can be excluded from 

enjoying its benefits, the best position to occupy is that 

of the free rider." As stated earlier, information 

available from retailers fits the accepted definition of a 

public good. Since the full-service retailer is not being 

compensated for all of the information provided, a welfare 
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loss occurs (because of the free rider), which must either 

be absorbed by the retailer or passed along to customers in 

the form of higher prices. The discounter (authorized or 

unauthorized) shares in the welfare gain through increased 

volume. Welfare gains may accrue to the manufacturer in the 

form of greater volume, depending upon the price/demand 

schedule for the marketplace and available economies of 

scale. Additional welfare gain may accrue to either the 

discounter or his customers depending upon the type of 

price/quantity discount schedule used by the product 

manufacturer and whether the discounter passes some of the 

gain along to the consumer (Wilcox et al. 1987). 

If the above described condition continues over an 

extended period, changes in the market structure are likely. 

As more consumers become free riders, the quantity of the 

product sold by full-service retailers decreases, forcing 

the retailer to increase product prices. In turn, this 

increase in price causes additional consumers to free ride 

as the price set by the full-service retailer exceeds the 

reservation price of more consumers. This vicious cycle can 

continue until the full-service retailer is unable to 

achieve a price/quantity point that covers his or her 

expenses (cf. Sears). When this state is reached, the 

retail information function is no longer performed and those 

consumers in need of this function can no longer purchase 

the product. The market for this product contracts since 
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the only remaining purchasers are those who need no 

information from the retailer. At this point, the 

manufacturer suffers a welfare loss due to a loss of 

volume—a condition likely to be aggravated by the loss of 

economies of scale. This welfare loss will likely be passed 

along to the remaining limited-service dealers and their 

customers. 

Vertical Restraint 

The opposite extreme of the laissez faire position 

involves active discouragement of free riding activities. 

This may be done through some form of resale price 

maintenance and/or ban of discount dealers. As stated by 

Bork (1978), "when prices are fixed, no purchaser is able to 

obtain the information he wants from one seller and then 

purchase from another at a lower price." In effect, the use 

of resale price maintenance can be analyzed as a case of 

tie-in sales. Under tying arrangements, a customer may be 

required to purchase products he or she does not 

particularly want or be forced to make purchases from an 

undesired source in order to receive the desired product. A 

regularly cited example of this phenomena involves the 

required purchase of IBM punch cards and supplies by lessees 

of IBM computer equipment (Burstein 1960). Franchisees have 

also been the victim of this type of market coercion (Hunt 

and Nevin 1975). Under resale price maintenance, the 

consumer may be required to pay for something he or she does 
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not particularly want or need (information). Also, the 

consumer is being coerced into purchasing this information 

from the full-service retailer even if he or she wishes to 

acquire this information elsewhere (i.e., a paid 

consultant). 

The recent Supreme Court decision. Sharp v. Business 

Electronics, provides a precedent for the termination of 

discount dealers (Kaufmann 1988). However, the global 

legality of these measures is questionable. The courts have 

traditionally viewed resale price maintenance to be an 

unreasonable restraint of trade, and thus per se illegal 

(Sheffet and Scammon 1985). Some question also exists as to 

the extent of the applicability of the "Sharp" decision. 

However, there are many problems with these types of 

responses to the free rider problem other than those of a 

legal nature. 

Gray Markets 

Strict free riding control measures do not allow for 

the existence of the dual consumer segments discussed 

previously. If a manufacturer takes unilateral action with 

reference to vertical restraints, those consumers not 

needing support will likely purchase comparable goods from 

other manufacturers. Even more probable is the development 

of a thriving gray market for these restricted products 

(Howell et al. 1986, Cespedes et al. 1988). The term "gray 

market" has been used in different ways by different 
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authors, and no distinct consensus definition has emerged. 

Lowe and McCrohan (1988) base the use of the term gray 

market upon the premise that the gray market occupies a 

position somewhere between the black market and the legal or 

white market. Duhan and Sheffet (1988) propose that a gray 

market is gray because it is in an ambiguous or gray legal 

area between legal and black market distribution systems. 

Typically, the term has been used to describe the market for 

the sale of goods through an outlet not authorized by the 

producer of the good. In the above case, the gray market 

develops due to an artificially created inefficiency in the 

marketplace. 

The product manufacturer may try to eliminate the 

unauthorized outlets, but this presents a difficult problem. 

There are many methods by which goods may be diverted to 

unauthorized sellers. One general method involves the 

selling of trademarked goods across markets. This typically 

occurs in an international setting and is closely associated 

with the term parallel importation (Duhan and Sheffet 1988). 

Parallel importation occurs when trademarked products arrive 

in United States retail outlets after being introduced into 

the country through unauthorized distributors. Typically, 

the manufacturer of the product will have an authorized 

distributor for the United States who has paid a fee in 

exchange for this authorization. The authorized U.S. 

distributor generally bases the fee payment on the 
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assumption that there will be no U.S. competitors selling 

the same product line. However, in the common case of the 

foreign manufacturer/U.S. authorized distributor, other 

overseas authorized distributors will sell their excess 

products in the U.S. market. 

The second general method of product diversion involves 

unauthorized distribution within markets. This occurs when 

manufacturer-authorized channel members sell trademarked 

goods to unauthorized channels, who then distribute goods to 

consumers within the same market as the authorized 

distributors. Lowe and Rubin (1986) have labeled this 

practice "channel flow diversion." 

Across-market diversion often occurs due to price 

and/or currency exchange differences across countries. 

Resale price maintenance virtually assures that this across 

country price difference will exist for companies with 

multinational distribution, since the prices are 

artificially inflated in some countries, generating a profit 

motive for product diverters. A common driving force behind 

within market diversion is the price/quantity discount 

schedule offered by manufacturers. As stated by Wilcox et 

al. (1987), "price quantity discounts may give buyers cost 

lowering opportunities beyond those explicit in the discount 

schedule itself." As explained by Dolan (1987) and others, 

buyers may purchase more than the quantity needed in order 

to take advantage of the discount schedule. They may then 
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develop formal systems of distribution to dispose of the 

excess quantity, often to unauthorized sellers. The 

"prisoner's dilemma" (Luce and Raiffa 1957) provides 

additional insight into the participation of authorized 

channel members in product diversion. As in the original 

prisoner's scenario, the firm not engaging in the activity 

of interest is exposed to the greatest risk. Thus, firms 

generally engage in diversion activities when they feel that 

other firms are also diverters. 

In summary, there are two major ways in which products 

are diverted into unauthorized outlets, within market and 

across market. There are also certain motivations commonly 

associated with the two classes of diversion. However, the 

previously cited reasons are not necessary for diversion to 

occur. Whenever the value added to products by the 

authorized distributors through advertising, display, 

servicing, inventory maintenance, and other marketing 

functions exceeds the cost to the unauthorized distributor 

of obtaining the products, a profit motive for the 

unauthorized distributor exists. This difference in costs 

allows the product of the unauthorized distributor to "free 

ride" upon the value added by the authorized channel (Lowe 

and McCrohan 1988). The existence of resale price 

maintenance and/or other vertical restraints helps to insure 

this cost difference will exist. The "gray marketer" 

provides a source of product for both those not needing 
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retailer support and those consumers who are free riders. 

If the manufacturer is able to restrict free riding 

through resale price maintenance and the elimination of 

discounters, then the welfare loss from this form of free 

riding can be eliminated. However, the manufacturer may 

suffer welfare loss from lost sales. Additional welfare 

loss may occur through the loss of economies of scale. 

Those consumers not needing information suffer a welfare 

loss if they still purchase through the full-service outlet. 

Full-service retailers, customers needing information and 

support, and competitors of the product manufacturer are 

most likely to gain under conditions of strict free rider 

prevention. Also, the existence of resale price maintenance 

does not force all sellers to perform the information 

function desired by the manufacturer (Klein and Murphy 

1988) . Thus, strict pricing policies do not guarantee that 

some dealers will not continue to free ride upon other 

dealers. In fact, resale price maintenance can make dealer 

free riding more profitable for those who participate in 

this activity. 

Given the above, the use of vertical restraints to 

combat free riding is unlikely to succeed. If dual market 

segments do exist, there is a potential for welfare loss and 

gray market development. It is unlikely that vertical 

restraints can be kept intact for any length of time. As 

stated by McCrohan and Lowe (1988), "consumer demand is the 



28 

ultimate driver of gray markets." It also appears that the 

legality of the gray market is more firmly established than 

the legality of vertical restraints (cf., K Mart v. 

Cartier). 

Hybrid Policy 

Finally, a policy towards free riders may be selected 

somewhere between the previously discussed policies of 

laissez faire and strict vertical restraints. This policy 

can be implemented through partial assumption or 

subsidization of the information function by the 

manufacturer. Another method of implementation involves 

increasing the transaction costs for consumers purchasing 

through unauthorized distributors. One method by which this 

cost increase may be implemented is through manufacturer 

refusal to honor warranties on products purchased from 

unauthorized dealers. Manufacturers may also refuse to 

provide after-sale support and information to consumers who 

purchased from unauthorized sources. Welfare gains and 

losses under the middle range policy will tend to 

approximate whichever extreme it most closely follows. 

Thus, these middle policy choices allow various 

redistributions of welfare gains and losses among the 

marketplace participants, but inequities are not eliminated. 

It is clear that under each of the policy choices 

previously presented, welfare loss is still present. It is 

possible to influence which group suffers welfare loss and 
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partially determine how the loss is shared among the various 

market entities. But the supply and pricing tactics 

discussed previously cannot eliminate the welfare loss due 

to the practice of free riding. According to George and 

Shorey (1978), an individual may generally be excluded from 

using a certain good. However, a certain cost is incurred 

by those causing the exclusion. In the case of exclusion 

from information, the cost may be borne through loss of 

market share and economies of scale. In light of these 

problems with supply and pricing constraints, it appears 

that a new approach to the problem of consumer free riding 

is needed. 

Marketplace Interaction 

The behavior of the consumer in the retail marketplace 

is the focal point of this final section of the proposed 

conceptual model. It is clear that consumers may exhibit a 

wide range of behaviors in the marketplace. Consumers who 

have a high need for information and support can obtain this 

assistance from full-service retailers. They may also 

purchase the desired product from this retailer. Consumers 

who have a low need for information may purchase products 

from the limited-service outlets. Thus, each segment is 

obtaining only what is needed and paying only for what was 

provided without receiving free services. When these 

conditions hold, the market is efficient and consumer 

welfare is high as described in the economics literature 
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(George and Shorey 1978, Koch 1986). However, this intermix 

of imperfectly separated market segments provides a 

potential for free riding (Gerstner and Holthausen 1986). 

Consumers classified as having high support needs may obtain 

this needed support from a full-service retailer and later 

make the actual purchase through a discount outlet. Thus, 

the consumer in question has obtained the needed service 

without compensating the source. It is likely that one 

group of these free riding consumers is composed of those 

individuals having full knowledge of their actions and some 

awareness of the consequences of these actions for others. 

This contention is supported by investigations in ethics 

into such practices as petty theft by employees, insurance 

fraud, and consumer rationalization of cashier errors. 

Research concerning diffusion of innovations provides 

further support for consumer decisions to free ride (Rogers 

1983) . Consumer desire to minimize risk is cited as a major 

impediment to the diffusion of new products. Consumers can 

reduce their risks in purchasing a new product by first 

gathering the information they need from full-service 

outlets and then purchasing the product, at a lower cost, 

from a limited-service retailer. Given the above reasons, 

it is likely that there exist some free riders who would 

continue this practice, even when retailers take steps to 

discourage them. 
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It is also proposed that a second group of consumers 

exists who are not completely aware of the effects of their 

actions on others. This second group of free riders can be 

logically subdivided into two sub-groups. Group 2A would 

consist of those free riders who are free riding without 

having made the conscious decision to participate in this 

behavior. It is proposed that the members of this group 

have not spent any time thinking about their behavior in the 

marketplace. Group 2B would consist of those free riders 

who realize that they are free riding, but have made their 

decision to practice this behavior based upon incomplete or 

incorrect information. For example, they may not be fully 

aware of all of the services they are giving up by not 

actually purchasing from a full-service retailer (i.e., 

product use training classes, free product checks and 

adjustments, etc.). 



CHAPTER III 

RESEARCH OBJECTIVES 

Both consumers and the channel members (retailers, 

wholesalers, etc.) are affected by the presence of free 

riders. As stated previously, it may be possible to use 

consumer education as one means of controlling free riding; 

thus the consumer must be a major facet of this research. 

However, any action to restrain the practice of free riding 

will likely have to be undertaken by the manufacturers, 

wholesalers, and retailers. Additionally, full-service 

retailers are more likely than other channel members to feel 

that consumer free riding (and the resultant discounter free 

riding) is a problem in need of action. Thus, the following 

research objectives were formulated: First, the perceptions 

and feelings of certain full-service retailers highly 

subject to the effects of free riding were examined. The 

results of this investigation then provided for the further 

development of a plan for the consumer portion of this 

study. In summary, even though the consumer is a very 

important component of the free rider phenomenon, the desire 

for and undertaking of action is in the domain of the full-

service retailer and his or her suppliers. 

Three major areas in the sphere of free riding were 

identified that could benefit from further investigation. 

Each of these research areas is summarized, followed by a 

listing and explanation of specific research questions. 

32 
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Retailer Perceptions 

Five major question areas are presented for study in 

this research section: 

1. Do the managers/owners of full-service retail outlets 

perceive consumer free riding to be a major problem? 

2. Who do the managers/owners of full-service outlets 

blame for the occurrence of free riding (i.e., the free 

riding consumer, the discounter, the manufacturer. 

Congress, themselves, etc.) 

3. What actions (if any) have the managers/owners taken to 

discourage free riding and to reduce losses from this 

activity? 

4. Do the retail salespeople perceive free riding to be a 

problem? 

5. What actions (if any) have the retail salespeople taken 

to discourage free riders? 

Accurate estimation of the actual economic damages 

suffered by a full-service retailer due to free riding is 

difficult. For example, how much does it cost a full-

service retailer when a free rider consumes one hour of a 

salesperson's time if the salesperson has no other customers 

to service at this time and no other duties to perform 

during this hour? One could argue that there is no cost 

since no duties were neglected during this time period. 

However, one could model the salesperson as having a finite 

amount of energy to expend upon customers during the day 
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leading to the argument that the salesperson will be less 

likely to close a subsequent prospect since less potential 

energy is available to expend upon this prospect. Using 

this line of reasoning, one would say that a cost was 

incurred in servicing the free rider, although it is not 

possible to unambiguously assign a specific dollar amount. 

The case could also be made that the free rider actually 

helped the full-service retailer. Under this scenario, the 

free rider provided an opportunity for the salesperson to 

practice his or her selling technique, thus improving the 

chances of later making a sale. 

From the above example, it is clear that there are some 

difficulties associated with measuring the actual economic 

damages associated with consumer free riding. However, 

useful estimates of damages can be provided if some 

reasonable simplifying assumptions are made. These 

assumptions and estimates are further discussed in Chapter 

V. Furthermore, it should be noted that the major 

determinant of a retailer's behavior is his or her 

perception of the damages suffered due to free riding 

consumers. It is these perceptions of damage, which are not 

necessarily the actual economic damages, that largely 

determine the retailer's behavior with respect to free 

riding. Thus, much of this research focuses upon retailer 

perceptions. 
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Consumer Knowledge and Awareness 

One important area of the consumer investigation is the 

determination of the knowledge level of consumers with 

reference to the practice and effects of free riding. As 

stated by Dickinson and Shaver (1982), "the increasing 

complexity of marketplace conditions in the United States 

underscores the need for consumer awareness." However, many 

researchers have proposed that American consumers operate at 

a suboptimal level of consumer awareness (Caplovitz 1974, 

Haefner and Leckenby 1975, Stanback 1979, Thorelli 1975, 

Warland et al. 1975). Thus, there is reason to question 

whether many consumers operate without full awareness of the 

opportunities to free ride and the possible consequences of 

pursuing this activity. Hence, the following research 

questions are advanced: 

1. Have most of those consumers who are involved in free 

riding considered the effects of their activities upon 

full-service retailers? 

2. Are those consumers who are involved in free riding 

aware of the potential effects upon their personal well 

being? 

3. Do consumers tend to adopt free riding as a general 

shopping behavior or do they tend to only free ride for 

a single specific type of product? 

Research questions 1 and 2 are constructed to guide 

inquiry into whether consumers are fully aware of the 
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effects of free riding upon other entities and themselves, 

respectively. The overriding theme of these two areas of 

inquiry is the perceptions of consumers as to the effects of 

free riding. In particular, research question 2 directs 

investigation into whether consumers are aware of some of 

the potential drawbacks of free riding that may lead to 

personal losses and problems for the free rider. Finally, 

question 3 is concerned with whether consumers tend to free 

ride across or within product categories. 

Classification and Motivation 

An additional major area of interest involves research 

into the identification of the types of consumers most 

likely to practice free riding and an understanding of why 

consumers engage in free riding. The following research 

questions are advanced: 

4. Is there a relationship between risk aversion and 

propensity to free ride? 

5. Is there a relationship between level of education and 

propensity to free ride? 

6. Is propensity to free ride largely a function of the 

price differential between full-service and limited-

service outlets? 

Research questions 4 and 5 were formulated to guide 

research into determining whether the personal 

characteristics of risk aversion and education are related 

to propensity to free ride. Do individuals who are highly 
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risk averse attempt to minimize perceived personal risks by 

dealing only with established full-service retail outlets? 

In this case, there would exist a negative relationship 

between risk aversion and propensity to free ride. However, 

it is also possible that risk aversion and propensity to 

free ride are positively related. Highly risk averse 

individuals may feel that they can get all of the service 

and support they need from full-service retailers and 

manufacturers even after purchase from a limited-service 

retailer. They may then try to reduce financial risk by 

purchasing the product at a lesser cost from the limited-

service retailer. 

The question of the relationship between education and 

propensity to free ride is raised in research question 5. 

Is there a positive relationship between education level and 

propensity to free ride? Better educated consumers are able 

to practice more sophisticated shopping behaviors. If this 

relationship exists, then policy decisions concerning free 

riding should consider these educational class implications. 

Finally, question 6 addresses the effect of price 

differential between full-service and limited-service 

retailers upon consumer propensity to free ride. For 

example, will consumers who suffer moral discomfort at the 

thought of free riding be willing to engage in free riding 

for a sufficiently high price differential? It is possible 

that an individual consumer will assign a value to each 
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service available from a full-service retailer and will 

switch purchase to a limited-service retailer when the price 

differential exceeds the perceived value of the foregone 

services and conveniences. 



CHAPTER IV 

COLLECTION, MEASUREMENT, 

AND FINDINGS 

The purpose of this chapter is to present the 

operationalization, measurement, findings, and 

interpretations of the research questions advanced in the 

preceding chapter. In addition, the questionnaires used in 

the study, the method of data collection, and statistical 

techniques used in the analysis are discussed. 

Many of the research questions proposed in the previous 

chapter call for the use of open-ended questions on the 

measurement instruments. It was thus necessary to utilize a 

group of coders to place the responses to these questions in 

categories to facilitate further analysis. Multiple coders 

were used and inter-rater reliabilities were calculated for 

the various measures. The remainder of the measures 

produced either dichotomous variables, coded 0 or 1, and 

continuous and Likert style formats that required no judges 

for coding. 

Four major respondent groups were utilized in this 

study: retail managers, retail salespeople, judgment 

consumer sample, and random consumer sample. For the 

purposes of organization and clarity, this chapter will be 

organized by the various respondent groups through headings 

with major sections represented as subheadings under the 

major headings. 
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Retail Manager 

Purpose 

Selected retail managers were studied to determine 

their perceptions of the significance of consumer free 

riding, their methods of identifying free riders, and their 

ideas as to how consumer free riding could and/or should be 

controlled. This information is important in that retail 

managers are in a position to influence both the store 

policies and actions of the retail sales force with 

reference to consumer free riding. Identification of free 

riders was also considered to be important, since the range 

of actions that can be used to control free riders at the 

store level depends upon the ability of the store personnel 

to identify these particular shoppers. In addition, the 

behavior of the retail manager will be determined in part by 

his or her perceived ability to identify free riders. 

Sample 

The population of retailers of interest was defined as 

those retailers most likely to be exposed to consumer free 

riding. For this study, the retailers chosen were those 

selling computers and related equipment, office equipment, 

home electronics, jewelry, cameras, appliances, and sporting 

goods/apparel. A sample of retail stores from these 

categories of retailers was constructed using telephone 

listings of the various categories of retailers (Appendix 

C). 
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Data Collection 

Questionnaires were developed through focus interviews 

and then pretested using a small group of retailers, to 

determine the level of interest in the project and to check 

for problems with the research instrument. After testing, 

final data were collected using a self-administered 

questionnaire (Appendix A-1). Open-ended questions and 

dichotomously coded closed-ended questions were placed on 

the first three pages. Questions about the store, its 

products, and the extent of retail experience of the manager 

also appeared upon page three. The final page consisted of 

checklists of demographic and other descriptive data. Brief 

instructions appeared upon the first page of the 

questionnaire explaining the questionnaire and its purpose. 

In addition, the respondent was clearly informed that he or 

she would not be identified. 

It was decided that to ensure an adequate response 

rate, the questionnaires would be personally delivered to 

the managers of the store. The managers of the retail 

stores were contacted by telephone to set up an appointment. 

During the initial contact, the general store management 

structure was determined. In the case of multiple store 

managers, the manager having the closest contact with the 

sales personnel was identified. This individual was then 

singled out as the individual who would receive the manager 

questionnaire. In no case did any single retail outlet 
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receive more than one manager questionnaire. During the 

telephone conversation, these managers were given a brief 

description of the research project. Most managers 

contacted were interested in this research and 

enthusiastically agreed to participate. At the agreed-upon 

time, the questionnaires were provided to the store manager 

along with additional explanations of the study when 

requested. Each questionnaire included a cover letter 

(Appendix B-1) further explaining the purpose of the study 

and containing a phone number in case the respondent needed 

further information. A return envelope was included to 

provide for the return of the questionnaires. 

Managers were thanked for agreeing to participate in 

the study and were offered the opportunity to receive a 

summary of the findings if they were interested. Finally, a 

follow-up call was made one week after the distribution of 

the measuring instruments to encourage a prompt response. 

Response Rate 

Out of the 90 store managers originally contacted, 79 

agreed to participate in the study. Two of the original 

participants later declined to take part; thus 77 

questionnaires were distributed to store managers. Fifty-

one questionnaires were returned, however, 4 of these were 

not sufficiently complete to be useful, resulting in a total 

of 47 useful responses. Thus, using the 77 questionnaires 

distributed as the base, a response rate of 61% results. 
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Sample Characteristics 

Table 1 provides a summary of the sample 

characteristics of those retail managers responding to the 

questionnaire. It is noted that six of the managers 

responding to this survey are 25 years of age or less and 

that 11 of the respondents have five years or less of 

management experience. Although these characteristics would 

be unusual for a sample drawn from all types of retailers, 

it is not unusual given the restricted retail product 

categories from which this sample is drawn. For example, 

since specialty computer retailers (and personal computers 

in general) are a relatively recent phenomenon, it is not 

surprising that many of the managers of these stores are 

relatively young and new to retailing. In addition, many 

audio retailers concentrate on the youth market and thus 

have managers and store personnel who are able to relate to 

this youth market. 

The income level reported by the retail managers is 

also relatively high. However, part of the managers 

compensation in many specialty type retailers (i.e., 

computer and/or audio equipment) is based upon sales made by 

the store manager. Thus, in this situation the manager 

receives compensation both for the managing and the selling 

functions of the retail store. 
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Table 1 

Retail Manager 
Sample Characteristics 

Age: 
Under 
18-25 
26-35 
36-49 
50-64 
65-99 

18 

Characteristic Freguencv 

0 
6 
14 
19 
7 
1 

Year of management experience: 
0-5 years 11 
6-10 years 8 
11-15 years 16 
16 or more years 12 

Income: 
Less than $20,000 0 
$20,000 to $29,999 2 
$30,000 to $39,999 16 
$40,000 to $49,999 20 
$50,000 or more 9 

Sex: 
Male 42 
Female 5 

Marital Status: 
Single/never married 6 
Widowed/single 5 
Married 26 
Divorced/single 10 

Education Level: 
Some high school 0 
High school degree 0 
Vocational/trade school 3 
Some college 12 
College graduate 27 
Graduate school 5 
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Measurement and Findings 

Perception of Extent of Problem 

One major area of interest for this group of 

respondents is the determination of their perceptions of the 

importance of the problem of consumer free riding. This 

question of importance is addressed from several 

perspectives. First, the retail managers were queried as to 

whether they felt free riding was a problem for the store. 

They were also questioned as to whether free riders caused 

problems for them personally, and whether their salespeople 

had expressed any concern over consumer free riders. These 

questions required a simple yes/no response. Those retail 

managers who felt that free riding caused problems for them 

were then given an opportunity to describe those problems. 

Also, those retail managers who reported that their 

salespeople expressed concerns were asked to describe those 

concerns. 

The retail managers were also questioned as to their 

estimate of the percent of the shoppers entering their store 

who they felt were free riders. Another question addressed 

whether the performance of the retail sales staff was 

lowered by free riders. 

The question of the extent to which retail managers 

perceive consumer free riders to constitute a problem is 

addressed by calculating frequencies of the responses to the 

questions in that section. In addition, frequencies were 
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calculated for the categories of problems stated by the 

retail managers and for the changes in selling behavior 

stated by the salespeople. 

Responses to the questions and statements concerning 

the managers' perceptions of the significance of free riding 

are summarized in Table 2. A discussion of the results is 

presented immediately following the table. 

Table 2 

Perceived Significance 
of Free Riders By Managers 

Agree% 

55 

34 

51 

Disagree% 

45 

66 

49 

Problem for store 

Problem for manager 

Performance of salespeople lowered 

Free riders were reported to be a problem for the store 

by 55% of the retail managers surveyed, while only 34% of 

these same managers felt that they were personally affected 

by the activities of free riders. It could be that the 

managers feel that they are somewhat insulated from the 

problems caused by free riding consumers, perhaps feeling 

that the store owner and store sales personnel are absorbing 

most of the perceived injury caused by free riding shoppers. 

Another explanation for this apparent discrepancy in 

observed results is that the managers personal feeling is 

that free riding is really not a problem. Half of the 
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managers surveyed felt that the performance of their sales 

staff had been lowered by free riders, however only 13% of 

this group felt that there was more than a slight decrease 

in sales performance. Forty-nine percent of the managers 

surveyed reported that their salespeople had expressed 

concerns over free riding consumers. Free riders were 

estimated to comprise 10% or less of the total store 

shoppers by 81% of the managers, however, a very small 

minority estimated that up to 30% of the shoppers in their 

establishment were free riding. 

Identification of Consumer Free Riders 

Retail managers were questioned as to whether they felt 

they could identify free riders and how they went about 

identifying a given consumer as a free rider. The responses 

to the question of ability to identify free riders was 

analyzed to determine to what extent the retail managers 

felt that they and/or their salespeople were able to 

identify those consumers who were engaged in free riding. 

In addition, the responses of the managers to how they 

identify free riders were categorized and analyzed to 

investigate what methods retail managers typically used to 

identify free riders. 

Only nine of those managers surveyed felt that they or 

their sales personnel could readily identify those consumers 

who were only there to gather information prior to purchase 

elsewhere. Of those managers who felt that the free riders 
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could be readily identified, three did so by lack of price 

interest on the part of the consumer; four did so by lack of 

buying interest on the part of the consumer; and three did 

so by directing qualifying questions to the shopper. In 

addition, four of the managers identified the consumers by 

the questions that they asked. Finally, one manager stated 

that free riders could be identified by their attitude, age, 

and appearance, and one manager stated that although he felt 

he had an instinct for identifying free riders he was not 

able to state exactly how he went about identifying free 

riders. 

Actions to Control Free Riders 

The retail managers were questioned as to what party or 

parties are responsible for free riding, what actions should 

be taken by or against the various parties, and what actions 

they personally have taken to control free riding. Of the 

managers surveyed, 47% had taken action to control and/or 

discourage free riders. The most popular approach, used by 

82% of those managers taking action, was to issue guidelines 

to salespeople. Instructions to salespeople about handling 

free riders included: handle normally (90%); discourage 

from shopping (23%); ask supervisor for help (14%); convert 

to customer (23%) ; and don't waste your time (18%). Since 

some of the retail managers issued multiple instructions to 

the sales staff, the percentages total over 100%. However, 

it is interesting that 90% of the managers reported that 
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they instructed their salespeople to handle customer 

normally while 2 3% of this same group reported telling their 

salespeople to discourage these free riding shoppers. It 

would appear that the retail managers have, in some cases, 

given their sales staff contradictory or incomplete 

instructions as to the handling of free riding customers 

which likely leads to confusion and anger on the part of the 

retail sales staff. 

Twenty-three percent of the retail managers taking some 

action to control free riders changed store pricing, while 

9% made some change in store strategy. It should be noted 

that while only 19% of the sample felt that free riders were 

readily identifiable, 47% took some sort of control action. 

Thus, given the survey results it appears that some retail 

managers are willing to exercise certain forms of storewide 

control even if individual identification of free riders is 

not possible. The store managers were also asked for their 

feelings on what should be done to control free riders. 

Forty-two percent of the survey respondents left this 

question blank. This question was open ended, thus no 

prompting of responses was provided. This in part explains 

the large percentage of respondents who left the question 

blank. The responses to this question are presented in 

Table 3. 
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Table 3 

Manager Suggestions for Free Rider Control 

No response 42% 

Do nothing 19% 

Restrictive legislation 37% 

Boycott of manufacturers 26% 

Consumer education 19% 

Decrease prices 4% 

The most popular action responses called for the 

passage of legislation making it more difficult for free 

riding to occur and the boycott of manufacturers who 

contribute to free riding. One possible explanation for the 

popularity of these responses was an electronics industry 

newsletter discussing these actions, which was mentioned by 

three of the managers. 

Finally, the store managers were asked to name the 

party or parties who they felt were responsible for free 

riding consumers. Since many listed multiple parties, the 

percentage totals exceed 100%. Of the store managers 

responding, 42% felt that discounters bore some 

responsibility for free riders, 38% blamed the customers 

doing the free riding, 32% charged manufacturers, 33% blamed 

gray marketers and those who sold into the gray market, 

while 17% blamed various other parties. 
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Classification Data 

In addition to the preceding questions, information was 

gathered about the extent of the manager's retail experience 

and his or her age. This information was collected to check 

for relationships between these store manager 

characteristics and the responses to the preceding free 

rider questions. 

It had been expected that there might be some 

significant relationships between retailers' perception and 

reaction to the free rider problem and the manager's age and 

level of experience. However, statistical testing (see 

Table 4) revealed no statistically significant relationships 

(at a level of .05) between perceptions concerning free 

riding and these personal characteristics of the retail 

manager. 

Table 4 

Personal Characteristics 
and Free Rider Perceptions 

Store problem by experience 

Personal problem by experience 

Store problem by age 

Personal problem by age 

Chi Square 

2.48 

3.31 

2.79 

8.22 

P 

.290 

.191 

.593 

.084 

(n=47) 
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Retail Salespeople 

Purpose 

Selected retail sales personnel were studied to 

determine their perceptions of the significance of consumer 

free riding, the effects of consumer free riding, and their 

methods of identifying free riders, and their ideas as to 

how consumer free riding could and/or should be controlled. 

This information is important in that retail salespeople are 

in a boundary-spanning position between the store and its 

customers. Identification of free riders was considered to 

be important since the range of actions that can be used to 

control free riders at the store level depends upon the 

ability of the store personnel to identify these particular 

shoppers. In addition, the behavior of the retail 

salesperson will be determined by his or her perceived 

ability to identify free riders. 

Sample 

The population of retailers of interest was defined as 

those retailers most likely to be exposed to consumer free 

riding. For this study, the retailers chosen were those 

selling computers and related equipment, office equipment, 

home electronics, jewelry, cameras, appliances, and sporting 

goods/apparel. The same retail outlets used in the manager 

survey were used to obtain the retail salesperson sample 

(Appendix C). One questionnaire was provided to each 

salesperson. 
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Data Collection 

The retail salesperson data were collected using a 

self-administered questionnaire (Appendix A-2) similar to 

that provided to the retail manager. Open-ended questions 

and dichotomously coded closed-ended questions were placed 

on the first three pages. Questions about the store, its 

products, the level and type of training of the salesperson, 

and his or her level of retail experience appeared upon page 

three. The final page consisted of checklists of 

demographic and other descriptive data. 

It was decided that to ensure an adequate response 

rate, the questionnaires would be personally delivered to 

the managers of the stores in the sample who would be asked 

to distribute the questionnaires to the salespeople. A 

return envelope was included to provide for the return of 

the questionnaires directly to the researcher. 

Response Rate 

A total of 471 salesperson questionnaires were 

distributed to the store managers. Responses received 

totaled 232, 21 of which were either insufficiently complete 

or too frivolous in nature to be of use, resulting in a 

total of 211 useable responses with a response rate of 45%. 

Sample Characteristics 

The sample characteristics of the retail salesforce 

sample are contained in Table 5. 
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Table 5 

Retail Salespeople 
Sample Characteristics 

Characteristic Frequency 

Age: 
Under 18 6 
18-25 60 
26-35 91 
36-49 39 
50-64 15 
65-99 0 

Years of retail experience: 
0-3 years 52 
4-10 years 72 
10-20 years 59 
more than 20 years 28 

Income: 
Less than $20,000 7 
$20,000 to $29,999 54 
$30,000 to $39,999 94 
$40,000 to $49,999 47 
$50,000 or more 9 

Sex: 
Male 173 
Female 38 

Marital Status: 
Single/never married 16 
Widowed/single 16 
Married 139 
Divorced/single 40 

Education Level: 
Some high school 6 
High school degree 31 
Vocational/trade school 50 
Some college 56 
College graduate 60 
Graduate school 8 
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Measurement and Findings 

Perception of Extent of Free Rider Problem 

As with the retail managers, several measures were used 

to gauge the extent to which retail salespeople perceive 

consumer free riding to be a problem. The salespeople were 

asked whether free riders were a problem for the store and 

if free riders caused any additional problems for them 

personally. Those salespeople who reported that free riders 

were a problem for them were queried as to the type of 

problems caused. They were also queried as to whether their 

selling behavior had been changed because of free riders and 

if their performance had been lowered. The salespeople were 

also asked to estimate the percentage of people coming into 

the store that they felt were free riders. This series of 

questions was designed to provide an overall measure of the 

sales staffs' perception of and reaction to consumer free 

riding. 

Responses to the questions and statements concerning 

the salespersons' perceptions of the significance of free 

riding for the retail store and for their own personal 

welfare are summarized in Table 6. A discussion of these 

findings concerning salesperson perceptions is presented 

immediately following the table. 



Table 6 

Perceived Significance of Free Rider 
By Sales Staff 

56 

Problem for store 

Problem for salesperson 

Behavior changed because of free rider 25 

Performance of salesperson lowered 

Estimated percent of customers who are free riders: 

Agree% 

48 

54 

25 

36 

Disagree% 

52 

46 

75 

64 

Percent of customers: 
0 

5 

10 

15 

20 

25 

30 or greater 

Percent of salespeople agreeing 
15 

17 

20 

16 

10 

15 

7 

Slightly less than half of the salespeople responding 

to the survey felt that free riders caused some problems for 

the store, while slightly more than half felt that they were 

personally affected by free riding consumers. Thus, it 

appears that some salespeople apparently feel that they and 

not the store are absorbing the loss due to free riders. 

Some of the salespeople commented that they were not hurt 

personally because they had learned to recognize and avoid 
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consumers who were simply there to obtain product 

information. Those salespeople who said they were hurt 

listed such concerns as: their time was wasted (64%); sales 

were lost (33%); their expertise was used without 

compensation (23%); and they were depressed (12%); and 

irritated (11%). 

Several of the salespeople reported that they had 

changed their behavior because of free riding consumers. Of 

those reporting behavioral changes, 62% reported they had 

less time to actually sell, 32% said they spent less time 

with the customers, and 23% said they had less patience with 

the selling process. As is indicated in the table, 36% of 

the salespeople felt that their overall performance was 

lowered because of free riders. This finding is of 

managerial relevance, as over one-third of the sales force 

states that their performance level has dropped. 

Finally, the salespeople were asked to estimate the 

number of people entering their store who were there only 

for the purpose of free riding. Estimates ranged from 0 to 

80 percent, with most estimates falling in the range of 0 to 

25 percent. 

Identification of Free Riders 

The salespeople were questioned as to whether they felt 

they could identify those shoppers who were free riding, and 

if so, how they went about identification of this group. 

The salespeople were also questioned as to how confident 
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they were of their ability to identify free riders. The 

results of the measurement of the perceived ability of 

salespeople to identify free riders is summarized in Table 

7. 

Table 7 

Perceived Ability to Identify Free Riders 

Agree% Disagree% 

Can readily be identified 32 68 

Can be identified by 

Lack of price interest 48 

Qualifying questions 43 

Ask too many product questions 33 

Interest only in price comparison 16 

Admission by customer 12 

Other 10 

According to the survey results, 32% of the retail 

salespeople feel that they can readily identify customers 

who are there to free ride. Given this percentage, 

consumers face a good chance of coming into contact with a 

salesperson who feels that he or she is able to identify 

free riders. Popular means of identification include 

checking for customers who exhibit a lack of interest in 

product price, use of qualifying questions by the 

salesperson, and identification of customers who ask too 
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many product related questions. Some of the salespeople 

commented that they could tell within a few seconds of 

conversation whether the customer was there only to free 

ride. 

Actions to Discourage Free Riders 

Those salespeople who said that they could identify 

free riders were questioned as to whether they withheld 

product information from those people they identified as 

free riders and whether they gave misleading product 

information to those that they had identified as free 

riders. All of the sales people were questioned as to 

whether they received special instructions from their 

supervisor as to the handling of free riders and, if so, 

they were asked to briefly describe those instructions. In 

addition, all of the salespeople were asked if they had 

taken any additional personal actions to discourage free 

riders and what actions they felt should be taken by others 

to discourage free riders. This gave the salespeople an 

opportunity to discuss their own methods of controlling free 

riding. 

The salesperson respondents were asked what type of 

tactics should be used to control free riding and they 

suggested a variety of ways that they used in dealing with 

free riders. The results of this part of the study are 

summarized in Table 8. 
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Table 8 

Actions Used to Control Free Riders 

Action 

Withhold product information 

Give misleading information 

Other 

Percent of Respondents 
Taking Action 

37 

14 

14 

Fourteen percent of the respondents reported that 

special instructions about handling free riders were 

provided by their retail managers. The most popular 

managerial guideline cited was to treat free riders 

normally. Nearly as popular was the instruction to convert 

the free rider to a buyer. However, less than 2% of the 

respondents actually reported trying to convert the free 

rider to a store customer. It was noted in the manager 

results section that the most popular instruction given to 

salespeople concerning free riders was to handle them as a 

normal customer. The results of the salesperson survey tend 

to indicate that this managerial guideline had little impact 

upon the salesperson since only a small minority of 

salespeople reported having guidelines. 

The salespeople were also asked for their suggestions 

as to what they thought should be done to control free 

riding. The results of this inquiry are summarized in Table 

9. 
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Table 9 

Suggested Actions to Control Free Riders 

Action Percent of Respondents 
Suggesting Action 

Better training to recognize free riders 10 

Refuse to service product bought elsewhere 9 

Drop products carried by discounters 6 

Distribution control by manufacturer 6 

Educate consumers 5 

Refuse to help free riders 5 

Cut prices to compete with discounters 4 

Seventy-one percent of respondents either left this 

question blank or stated that they could think of no action 

to take. It should be noted that these responses resulted 

from an open-ended question, thus the salespeople received 

no help from the questionnaire in devising responses. 

Classification Data 

As with the retail managers, the relationship between 

perceptions of free riding and age and experience of the 

salesperson were investigated. It was felt that managers 

with greater levels of experience might be better able to 

address the problems caused by free riding. Also, it was 

thought that more experienced managers would be less likely 

to consider free riding to be a problem. The results of 

this investigation appear in Table 10. 
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Table 10 

Free Rider Perceptions 
and Sales Characteristics 

Store problem by experience 

Personal problem by experience 

Store problem by age 

Personal problem by age 

Chi square 

. 0 7 6 

. 4 5 1 

5 . 2 9 

3 . 9 4 

P 

. 7 8 3 

. 5 0 2 

. 2 5 9 

. 4 1 4 

As with the retail managers, no significant 

relationships were found at the .05 level of significance. 

Consumer Judgment Sample 

Purpose 

One large group of consumers was studied to investigate 

several aspects of consumer free riding including their 

knowledge of free riding, free riding behavior practiced, 

and the perceived effects of free riding upon retailers. 

This portion of the study plays an important part in 

determining the knowledge of consumer free riders and their 

perceptions of the benefits and drawbacks of free riding. 

Sample 

The consumer population of interest includes all of 

those individuals commonly referred to as consumers. 

However, this particular sample was chosen to include a 

large number of respondents who were exposed to products for 
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which free riding is possible. The motivation for this 

sample method was to provide a reasonable number of consumer 

free riders for in-depth study. It is possible that members 

of certain groups, i.e., camera clubs, may be less likely to 

practice free riding since they already have extensive 

knowledge of the product class. 

Data Collection 

For this sample, several presidents of various clubs 

and groups were contacted to secure participants for this 

part of the study. Groups (and percentage of sample drawn) 

chosen included two camera clubs (22%) , a computer hobbyist 

group (17%), a radio and electronics enthusiast group (19%), 

an agricultural group (15%), an employee organization (11%) 

and students (16%). 

The consumer data were collected using a self-

administered questionnaire (Appendix A-3). Questionnaires 

were distributed during a meeting of the groups agreeing to 

participate, and the completed instruments were collected at 

the end of the meeting. The final questionnaire was 

developed from the results of several pretest instruments. 

Pages one and two consisted of Likert format statements 

measuring the consumers feelings about free riding, 

knowledge of free riding practices, and general risk 

orientation. Page two also contained open-ended questions 

about the types of products consumers shopped for and 

purchased using free riding behavior. In addition, 
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questions appeared concerning the level of satisfaction with 

purchases made through free riding. Page three contained 

two scenarios, one concerning consumers perceptions of the 

effect of free riding upon full-service retailers. The 

second scenario dealt with consumers willingness to free 

ride and forego services based upon levels of available 

price discounts. The final page consisted of checklists of 

demographic and other descriptive data about the consumer. 

Brief instructions appeared upon the first page of the 

questionnaire explaining the questionnaire and its purpose 

and assuring the consumer that he or she would not be 

identified. 

Response Rate 

A total of 367 questionnaires were distributed to the 

various groups of consumers in the judgment sample. Of 

these, 239 were returned including 3 6 that were either 

insufficiently complete or frivolous. Thus, 203 useful 

responses resulted from the original distribution of 367 

questionnaires resulting in a response rate of 55%. 

Sample Characteristics 

The characteristics of the consumer judgment sample 

appear in Table 11. The somewhat skewed (from typical 

population statistics) demographics of this sample are most 

likely reflective of the membership groups from which these 

respondents were drawn. 
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Table 11 

Consumer Judgment 
Sample Characteristics 

Characteristic Frequency 

Aqe: 
Under 18 
18-25 
26-35 
36-49 
50-64 
65-99 

Income: 
Less than 
$20,000 to 
$30,000 to 
$40,000 to 
$50,000 or 

Sex: 
Male 
Female 

Marital Status: 

$20,000 
$29,999 
$39,999 
$49,999 
more 

Single/never married 
Widowed/single 
Married 
Divorced/s ingle 

Education Level: i 9 

6 
55 
43 
53 
31 
15 

29 
12 
36 
74 
52 

140 
63 

40 
14 
110 
39 

Some high school 10 
High school degree 30 
Vocational/trade school 22 
Some college 56 
College graduate 60 
Graduate school 25 

Measurement and Findings 

Knowledge of Free Riding 

Consumers were questioned as to whether they were aware 

that they could benefit through free riding. In addition, 

the respondents were tested as to their level of awareness 
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of the perils of free riding. These interest areas were 

measured through the use of statements with five point 

response scales consisting of strongly agree through 

strongly disagree. 

Simple frequencies were calculated on the response to 

the statements measuring consumers knowledge of the 

existence of free riding or opportunity for free riding. In 

addition, frequencies of responses to the statements 

concerning the perils of free riding were compared to the 

"correct" responses for these statements to determine 

whether consumers were aware of the true nature of the risks 

and benefits of free riding. Together, these measures 

provide an overall sense of the level of consumer knowledge 

of this area. 

Consumer research question areas 1 and 2 concern 

consumer knowledge of the drawbacks of free riding. These 

overall research questions were investigated through a 

series of eight questions on the data collection instrument. 

Results of these questions are summarized in Table 12. 

Those consumers who either agreed or strongly agreed with 

the statement are placed in the "agree" column. Those who 

disagreed or strongly disagreed are placed in the "disagree" 

column. Those not appearing in either of the two columns 

neither agreed nor disagreed with the statement. 



67 

Table 12 

Consumer Knowledge 
About Free Riding 

Statement Agree% Disagree% 

It is okay to go into a local 
camera store to learn about 
cameras even if one has no 
intention of purchasing a camera 90 

Sometimes, one can save money by 
obtaining product information from 
one store and then purchasing from 
another store 89 

A purchaser can get all of the information 
he or she needs to use a product from the 
manufacturer's instruction book and phone 
support line 12 

The manufacturer's warranty applies no 
matter whether you purchase from a local 
outlet or a mail order firm 27 

All new products available for sale in 
the U.S. were intended for sale in the U.S. 
by the manufacturer of the product 18 

The warranty on a product from a mail order 
firm is exactly the same warranty that one 
would receive from a local retailer 8 

There is no difference between a camera 
designed for sale in the U.S. and the same 
model designed for sale in another country 22 

The manufacturer of a product must provide 
after sale support of a product no matter 
where the product was purchased 58 

8 

56 

50 

47 

76 

45 

17 

From the above table it is clear that an overwhelming 

majority of those surveyed are aware that it is possible to 

free ride and have no qualms about doing so. A great 
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majority also acknowledged that one needs more product 

information than that available directly from the 

instruction book or manufacturer for many products. 

However, it is also obvious that many of those surveyed are 

not aware of the drawbacks of free riding. All of the 

statements concerning manufacturer support and warranties 

are false in most cases. Yet many of the consumers either 

agreed or strongly agreed with these statements indicating 

that they are aware of the benefits of free riding but not 

the dangers. For example, 27% of those surveyed felt that 

the manufacturer's warranty would apply, no matter where 

they purchased the product. Thus, it appears that consumers 

are not adequately apprised of the drawbacks of free riding, 

indicating an opportunity for consumer education by full-

service retailers. 

Knowledge: Free Rider Versus Non-Free Rider 

The consumer data were also examined to determine if 

those consumers who acknowledged that they were free riders 

were any more knowledgeable about the dangers due to free 

riding than those consumers who were not free riders. Thus 

a comparison between knowledge levels of the two groups was 

made in this part of the research. Any respondent who made 

any purchase through free riding was classified as a free 

rider for this analysis. The results of this measurement 

appear in Table 13. 
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Table 13 

Knowledge: Free Riders 
Versus Non-free Riders 

A=Agree D=Disagree U=Undecided 

Statement Free Riders Non-Free Riders 

A U D A U D 

The manufacturer's warranty applies 
no matter whether you purchase from 
a local outlet or a mail order firm 41 19 41 24 23 53 

All new products available for sale 
in the U.S. were intended for sale 
in the U.S. by the manufacturers of 
the product 9 32 59 20 36 44 

The warranty on a product from a 
mail order firm is exactly the same 
warranty that one would receive on 
that product from a local retailer 16 14 70 13 16 71 

There is no difference between a 
camera designed for sale in the U.S. 
and the same model designed for sale 
in another country 27 51 22 21 28 51 

The manufacturer of a product must 
provide after sale support of a 
product no matter where the product 
was purchased 54 22 24 60 24 16 

All five of the knowledge statements appearing in the 

table are false; thus, consumers who were undecided or 

disagreed were wrong. It is clear that neither the free 

riders nor the non-free riders are completely knowledgeable 

about all of the drawbacks of free riding. Only for the 

fourth statement, which concerns differences in cameras 

targeted for the U.S. versus foreign markets, was there a 
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significant difference between free riders and non-free 

riders (chi square 11.54, p=.003). In this case, it appears 

that the non-free riders are more knowledgeable than the 

free riders. Overall, it appears that consumers as a group 

are not fully aware of the dangers of free riding and that 

free riders are no more knowledgeable about the dangers of 

free riding than consumers as a whole. Thus, further 

consumer education might be useful. 

Risk Aversion and Free Riding 

A series of Likert-style statements was used to gauge 

the individual's level of risk aversion to study the 

relationship between this attitude and propensity to free 

ride. 

Those statements intended to form the risk aversion 

scale were factor-analyzed to indicate whether they truly 

seemed to be part of the same, single construct. In 

addition, reliability was calculated. This risk aversion 

measure is used to investigate the linkage between risk 

averse orientation and propensity to free ride. 

One research question posed previously concerned 

whether free riders will have lower levels of risk aversion 

than those consumers who do not practice free riding. A 

factor analysis was run on the statements used to gauge the 

risk orientation of an individual with the following results 

(Table 14). 
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Table 14 

Risk Orientation Factor Analysis 

Loading 

.52568* 

.68017 

.75177 

Item 

I like danger (V5) 

Investing in the stock market is 
too risky for most families (V6) 

I don't like to take chances (V7) 

To buy anything but a house or 
car on credit is unwise (V8) .01414 

I often buy new brands before 
my friends and neighbors (V9) .37497* 

(* indicates items reverse scored) 

Although all of the items in this scale loaded together 

when pretested, based upon the results of this factor 

analysis, items V8 and V9 were dropped from analysis in the 

final data set. The calculated reliability for the 

resulting scale was .69. According to Nunally (1978), a 

scale reliability above .70 is recommended. However, since 

Cronbach's alpha is in part a function of the number of 

items contained in the scale, it is understandable why a 

relatively low alpha resulted. Item V5 was reverse scored, 

and a summate score for V5, V6, and V7 was generated with 

lower scores indicating higher levels of risk aversion. 

Consumers were then placed into three levels of high, 

moderate, and low risk aversion based upon their scores. 

Using this criteria, 50 respondents were placed in a group 
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labeled highly risk averse, 120 were placed in a group 

labeled moderately risk averse, and 33 were placed in a 

group labeled risk seekers. 

Overall, 18% of the consumer respondents stated that 

they had shopped for a product using free riding techniques. 

The relationship between risk aversion and free riding is 

presented in Table 15. 

Table 15 

Risk Aversion 
and Free Riding 

Group %Free riding %Not free riding 

High risk averse 8 92 

Moderate risk averse 20 80 

Low risk averse 27 73 

It is seen that in this sample there is an inverse 

relationship between propensity to free ride and level of 

risk aversion as measured by the previously stated measure. 

This relationship was found to be significant at the .05 

level with a critical value of 6.12. 

Free Riding Behavior 

The respondents were questioned as to what products 

they had shopped for using free riding behavior. The 

response to this question provides information about what 

types of products are typically purchased through free 
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riding and also addresses the issue of whether a consumer 

typically free rides for a particular product category or 

whether free riding becomes a shopping style for a 

particular consumer. Consumers were also asked which of the 

products they had actually purchased from a retailer other 

than the one that provided the information, and what their 

level of satisfaction was with that product purchase. 

Finally, the free riders were asked whether they would 

recommend that their acquaintances use free riding 

techniques. 

Consumers were asked to list both the products they 

shopped for and the products they purchased using free 

riding behaviors. These products were placed in categories 

and frequencies were generated to determine what types of 

products are typically purchased by free riders. In 

addition, the types of products purchased by an individual 

free rider were investigated to determine whether free 

riding typically occurs within or across product classes. 

This provides an answer to the question of whether consumers 

adopt free riding as a general shopping style or free ride 

only upon a particular product class. In addition, their 

level of satisfaction with their free riding purchases was 

analyzed. 

Of the consumers surveyed, only a relatively small 

percentage admitted to shopping and/or purchasing products 

using free riding techniques. An investigation of this 
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group of consumers revealed the products purchased (Table 

16), level of purchases, and satisfaction with products 

purchased. 

Table 16 

Free Riding Behavior 

Characteristic 

Shopping using free riding 

Purchase using free riding 

Products shopped for: 

Computer 
Television/stereo 
Appliance 
Other electronic item 
Camera 
Jewelry 
Automobile 
Other product 

Products purchased: 

Computer 
Television/stereo 
Appliance 
Other electronic item 
Camera 
Jewelry 
Automobile 
Other product 

Percent 

18% 

18% 

8% 
11% 
5% 
10% 
5% 
4% 
3% 
3% 

8% 
11% 
4% 
10% 
5% 
3% 
3% 
1% 

From the above table, it appears that televisions and 

stereos are the most popular items for free rider purchase. 

This is not surprising given the size of the market for 

these products. The second largest category of purchases 

listed was other electronic items. Included in this 
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category are such items as video cassette recorders, 

camcorders, video games, clock radios, calculators, and 

other electronic items. Computers also appear to be a 

popular item for free rider purchase. It should be noted 

that given the market sizes for the various products, it 

would appear that a higher percentage of computers and 

peripherals are shopped for and purchased using free riding 

techniques than any other item. 

The question was advanced whether those consumers 

involved in free riding developed a schema for incorporating 

free riding into much of their shopping behavior. Of the 

consumers admitting to shopping using free riding 

techniques, only one consumer admitted to shopping for just 

one product category using free riding shopping techniques. 

Of those using free riding techniques, 62% shopped in three 

or more product categories. 

Satisfaction 

Of those consumers actually purchasing one or more 

products through free riding, 86% reported being satisfied 

with their purchase. In addition, 83% stated that they 

would recommend that their friends also use this technique. 

It is apparent from this that the great majority of those 

free riders seem to be satisfied with this style of shopping 

and feel that others should also use this shopping 

technique. 
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Effects Upon Full-service Retailers 

A simple scenario was used to determine whether 

consumers felt that retailers were hurt by free riding 

behavior. This scenario was designed so that a common 

retail free riding situation was presented to the consumer 

respondents. The consumer was also questioned as to whether 

his or her perception of free riding would change if the 

retailer were busy with "real" customers. Also, the 

respondents were asked to state their level of agreement 

with a statement expressing the opinion that there is 

nothing wrong with free riding. 

The frequency of responses to the statements following 

the free riding scenario were analyzed to determine whether 

consumers felt that full-service retailers are adversely 

affected by free riding behavior. In addition, consumers 

were presented with differing levels of salesperson activity 

to see if this affected consumer perceptions of the 

desirability of free riding. Finally, frequencies were 

calculated for the responses to the statement concerning the 

ethics of free riding. 

A short scenario, (Appendix A-3), was used along with 

four statements to determine whether consumers perceived 

that others were harmed by free riding behavior. The 

results of this research on non-free riders and free riders 

are presented in Tables 17 and 18, respectively. 
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Table 17 

Harm From Free Riding 

Statement Agree% Disagree% 

No harm was done to the local sellers 
since no customers were waiting to buy 60% 18% 

The local retailers were not hurt since 
product manufacturers expect them to 
provide product information to everyone 51% 27% 

The salespeople were not hurt by these 
shopping activities since they were not 
busy with anyone else 49% 17% 

This shopping technique should not be 
used when the salespeople are very busy 83% 13% 

The results in Table 17 indicate that about half of the 

non-free riding respondents agree that no real harm is done 

to retailer or the salespeople through free riding. They 

apparently felt that their free riding activities were not 

keeping the salespeople away from any more profitable 

pursuit. The respondents did indicate that this free riding 

shopping technique should not be used when the store is very 

busy as they apparently perceived that this would result in 

harm to the retail salespeople. Table 18, below, provides 

the responses to the same scenario statements from those 

respondents identified as free riders. 
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Table 18 

Harm From Free Riding 
(Free Riders) 

Statement Agree% Disagree% 

No harm was done to the local sellers 
since no customers were waiting to buy 84% 3% 

The local retailers were not hurt since 
product manufacturers expect them to 
provide product information to everyone 92% 3% 

The salespeople were not hurt by these 
shopping activities since they were not 
busy with anyone else 95% 5% 

This shopping technique should not be 
used when the salespeople are very busy 78% 22% 

It is apparent from the data gathered that there is a 

very strong perception among free riders that they are not 

hurting the store or the salespeople with their shopping 

activities. The free riding respondents overwhelmingly 

agreed with the statements that no harm occurred since the 

store and its sales staff were not otherwise occupied. It 

is interesting that 22% of the sample disagreed with 

statement four, indicating they felt it was okay to free 

ride even when the salespeople are very busy. The 

respondents have, in a sense, contradicted themselves by 

stating free riding does not harm the store or the employees 

yet also saying they will continue to take the time of the 

salespeople even when they are busy with potential buyers. 
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Price Effects on Motivation to Free Ride 

A simple scenario was used to gauge how big a discount 

the average consumer would require to be motivated to give 

up some of the services available from full-service 

retailers and engage in free riding behavior. A series of 

statements following this scenario indicated the size of 

discount necessary to entice the average consumer to free 

ride. 

The responses to the pricing/service level scenario 

were analyzed to determine what price differential was 

necessary to encourage consumers to engage in free riding 

and also what price differential was necessary in order to 

encourage them to give up services which would be lost 

through free riding. 

It was questioned whether consumers willingness to free 

ride and forego some of the services available from full-

service retailers would be based upon the amount of discount 

(i.e., gain) available to the consumer from free riding. 

The consumers in the sample were presented with a short 

scenario (Appendix A-3) representing a free riding 

situation. They were then asked what price discount they 

felt was necessary to entice most people to take advantage 

of the free riding opportunity. The results of this 

analysis are presented in Table 19. 
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Table 19 

Price Effects Upon Free Riding 

Discount Amount Agree% Disagree% 

5% 43% 27% 

10% 80% 4% 

25% 90% 1% 

The results of this analysis are somewhat surprising in 

that 80% of the respondents felt that most people would take 

the time to free ride for a 10% discount, and 90% felt that 

most people would free ride to receive a 25% discount. 

Since it is generally possible to save at least 10% and 

often more on major products through free riding, it would 

appear that the potential for growth in free riding is high 

based upon the responses of the consumers in this sample. 

Classification Data 

Additional data were collected on the age, marital 

status, gender, education level and income level of the 

consumer respondent. The purpose was to investigate the 

relationship between individual demographic data and the 

propensity to free ride. 

In addition to the above analyses, chi square tests 

were used to investigate linkages between consumer 

demographic data and knowledge of free riding and propensity 

to free ride. In particular, possible linkages between 
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education level, income, age, and knowledge and motivation 

to free ride were studied. The results of this inquiry are 

presented in Table 20. 

Table 20 

Free Riding and Demographic Characteristics 

Free riding by age 
Free riding by marital status 
Free riding by gender 
Free riding by education level 
Free riding by income level 

Chi square 
18.76 
2.92 
4.64 
7.37 
6.82 

P 
.002 
.404 
.031 
.194 
.146 

As significant relationship was found to exist between 

free riding behavior and age and also free riding and 

gender. With respect to age, older consumers appear to 

practice less free riding than younger consumers. This may 

be due, in part, to purchase levels and type of products 

purchased by the various age groups. Males appear more 

likely than females to practice free riding. Again, this 

relationship may be product related. It was expected that 

education and income level would affect propensity to free 

ride but no significant relationship was found. 

Consumer Probability Sample 

Purpose 

The purpose of studying a randomly selected group of 

consumers was to provide an estimate of the percent of the 

consumer population actually involved in free riding. 
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This percentage estimate provides valuable insights into the 

extent and significance of the overall consumer free riding 

problem. 

Sample 

The population from which this sample was drawn was 

defined as consisting of all households served by a 

telephone. It was assumed that there was no significant 

difference in free rider behavior between households owning 

telephones and households not owning telephones. The sample 

was chosen by using random dialing within selected known 

operating banks of telephone numbers in 10 different 

geographically separated area codes. Approximately twenty 

completed responses were obtained from each area code 

division. 

Data Collection 

The data were collected using a phone interviewer. The 

interviewer was instructed to attempt to interview the 

person answering the phone if that person was 17 or older. 

If the number called was a business number, the interviewer 

was instructed to call another random number within that 

bank. The interviewer was further instructed to minimize 

explanation of questions and purpose so that response bias 

could be minimized. 
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Response Rate 

Of those numbers called, 83% were in service, non

business lines. Of these 83% potential respondents, 42% 

actually agreed to participate in the study. 

Sample Characteristics 

The characteristics of the sample are presented in 

Table 21. With respect to data provided by the census 

bureau, this sample appears to be slightly "more female" 

than the overall United States population. Otherwise, it 

appears to be representative of the overall population. 

Table 21 

Consumer Probability Sample Characteristics 

Characteristic Freguencv 

9 
23 
43 
45 
26 
17 
37 

23 
35 
53 
34 
22 
33 

75 
125 

Aqe: 
Under 18 
18-25 
26-35 
36-49 
50-64 
65-99 
Refused 

Income: 
Less than 
$20,000 to 
$30,000 to 
$40,000 to 
$50,000 or 
Refused 

Sex: 
Male 
Female 

$20,000 
$29,999 
$39,999 
$49,999 
more 
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Measurement and Findings 

This group of subjects was presented with four major 

questions. First, to determine their awareness of the 

benefits of free riding, they were asked if they thought it 

was possible to save money by getting product information 

from one store and then later purchasing this product from 

another outlet. Sixty-nine percent of the respondents 

stated that they felt that it was possible to save money 

through this behavior. Those responding affirmatively to 

the first question were asked if they had made any purchases 

in this manner and 16% stated that they had made purchases 

using this type of shopping behavior. The items purchased 

by the free riding respondents include: 

computer/peripherals 36%; stereo/video equipment 29%; 

car/truck 21%; camera 19%; other electronic equipment 12%; 

home appliance 12%; watch/jewelry 3%; and other category 9%. 

The free riding consumers were also queried as to their 

purchase satisfaction with 86 percent stating they were 

satisfied or very satisfied with the purchases made in this 

manner. Finally, both the free riding and non-free riding 

consumers were questioned as to whether they felt that this 

behavior was acceptable. Eighty-three percent of the non-

free riders felt it was all right, while 94 percent of the 

free riders stated that there was nothing wrong with this 

behavior. 
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From the preceding analyses, it is evident that the 

various groups studied have differing perceptions about the 

extent of consumer free riding and the problems associated 

with it. A final discussion and synthesis of these 

differing findings appears in Chapter V. 



CHAPTER V 

DISCUSSION AND IMPLICATIONS 

This chapter consists of a combined discussion of the 

findings from the four different sample groups (salesperson, 

manager, consumer judgment sample, and consumer probability 

sample) and the implications of these findings for the 

various groups. In addition, applications and limitations of 

the research findings are discussed. 

Discussion of Retail Samples 

Extent of Problem 

More than half the retail managers felt that free riders 

caused a problem for the store, while only one-third of these 

same managers felt that they personally suffered because of 

the actions of free riding consumers. Slightly less than 

half of the salespeople surveyed felt that free riders caused 

a problem for the store, while slightly more than half of 

those surveyed felt that they were personally harmed by the 

actions of free riding consumers. Thus, it seems that the 

managers feel that the harm due to free riding is suffered 

mainly by the other store entities (owner, sales staff, etc.) 

while the salespeople perceive that they absorb some of the 

injury coming from free riders and thus shield the other 

store entities from a portion of the losses accruing due to 

free riders. 

86 
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There was also disagreement between the managers and 

salespeople as to the extent of salesperson performance 

degradation due to free riders. Of the store managers 

surveyed, 51% felt that the performance of their sales staff 

was lowered while only 36% of the salespeople admitted to a 

lowering of performance due to the actions of free riders. 

It is quite possible that some salespeople use free riders as 

a justification to their managers for lowered performance, 

which would explain the relatively high percentage of 

managers who reported lowered salesperson performance. 

Salespeople tended to estimate that a larger percent of 

the store customers are free riders as opposed to those 

estimates made by the store managers. In general, store 

managers estimated that free riders make up 10% or less of 

the total shoppers, while most salespeople estimated that up 

to 25% of the total store shoppers are free riders. 

From the managerial and sales responses collected, it 

appears that both groups feel that consumer free riders are a 

problem of practical significance for their retail stores. 

However, the salespeople appear to feel that free riders are 

a more serious problem than do the store managers. Also, the 

salespeople feel that they are more personally affected by 

the actions of free riders as compared to the store managers. 

Identification of Free Riders 

The salespeople appear to feel more confident of their 

ability to identify free riders than do the store managers. 
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This finding is not surprising in that the salespeople have 

more direct contact with potential free riders. However, 

both groups reported using similar methods of identifying 

those consumers thought to be free riding, i.e., lack of 

price interest, lack of immediate buying interest, and asking 

a lot of product questions. The use of this type of profile 

by retailers to identify free riders is somewhat disturbing 

as this same profile could be used to describe a consumer 

involved in extensive problem solving behavior. Most 

retailers would not wish to discourage purchase by this group 

of consumers. Certainly, the existence of any accurate pre-

purchase identification method for consumer free riders is 

highly unlikely. 

Action to Control Free Riders 

Over half of the store salespeople reported taking some 

action to control free riders as did almost half of the store 

managers. However, these two groups differed in their 

preferred methods of free rider control. The majority of the 

managers simply told their salespeople to treat customers the 

same, regardless of whether the salesperson thought that the 

person was a free rider. The most popular action suggested 

by the salesperson was the withholding of product 

information, and many salespeople admitted to giving the 

customer misleading information. 

In conclusion, it appears in answer to the research 

questions concerning this area that both managers and 
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salespeople agree that free riding is a problem. However, 

they differ upon their perceptions as to the extent of the 

problem, actions to be taken, and identification of those 

free riding, with reference to research question concerning 

fault for free riders, the retail managers place the blame 

for free riding upon discount stores, customers, 

manufacturers, and gray marketers including their fellow 

full-service stores who sell into the gray market. Finally, 

in answer to research questions concerning actions to control 

free riding, it is apparent that both the retail managers and 

sales personnel have taken some actions in response to the 

perceived problem of consumer free riding. It is these 

actions that make it obvious that there exists the potential 

and probability of lowered customer service due to the 

perceptions and feelings of the retail managers and 

salespeople. 

Discussion of Consumer Samples 

It was expected that there would be great disparity in 

the number of respondents in the two different consumer 

samples who admitted to practicing free riding. However, the 

reported percentage was very close, with 18% of the judgment 

sample reporting that they practiced free riding and 16% of 

the random sample reporting that they practiced free riding. 

These findings lead to differing interpretations. Perhaps 

free riding is not as product specific as was originally 

thought. If this is true, then the lack of difference in 
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concentrations of free riders in the special product interest 

clubs versus the general population could be explained. It 

is also possible that respondents are more willing to admit 

their free riding behavior to a telephone interviewer as 

opposed to stating their actions on a questionnaire. If this 

is true, then the percentage of free riders in the special 

interest groups was understated and the probability exists 

that individual free riding behavior is somewhat product 

specific. 

In addition, certain consumer motivations for free 

riding were identified. The availability of large price 

discounts obviously has an effect upon consumer's desire to 

free ride. As the amount of price savings increase, larger 

numbers of consumers appear willing to engage in free riding. 

Also, consumers who tend to not be risk averse are more 

highly motivated to practice free riding behavior. It would 

appear difficult to try to identify free riders based purely 

upon a demographic profile, however young adult males tend to 

be more likely to engage in this behavior than other groups. 

Implications of the Study 

Implications for the Marketing System 

One way to address the free riding problem is through 

the use of "pay as you go" services. In this case, each 

service user would be charged directly for those services 

rendered. This appears to be an equitable solution since no 

one consumer subsidizes or is subsidized by another consumer. 
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Examples of this system include: 

1. The use of salespeople as consultants 

Under this system, each customer would contract 

with the retail store and/or salesperson to provide 

a specified range of services for an agreed upon 

price. 

2. Direct manufacturer provision of services 

The manufacturer may take over most of the 

marketing and customer support functions for a 

given product. In the computer software industry, 

this system is operationalized through the use of 

free/low cost demonstration programs and 

documentation. Software producers using these 

systems allow the customers to demonstrate the 

products to themselves. 

Both of the above systems provide for equity, since consumers 

are charged for the services they receive. But, from a 

marketing systems standpoint the question of efficiency must 

also be addressed. Is "pay as you go" the most efficient 

means of providing customer service? The answer is 

definitely no since "pay as you go" service can be viewed as 

a case of infinite market segmentation. Providing tailored 

services for each individual is no more efficient than 

providing tailored products for each individual. Services, 

like products, benefit from economies of scale and other 

efficiency gains due to mass production. 
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Another question to be addressed is whether free riding 

is of truly significant importance to the marketing system 

and society. Both retail managers and retail salespeople 

indicated significant concerns about this issue. But, only a 

small minority of the consumers surveyed actually admitted to 

free riding (18% and 16% of the respective judgment and 

probability samples). Thus, according to the surveys only a 

relatively small minority of consumers are involved in free 

riding. However, these percentages are from the overall 

consumer market. It is quite possible that within a given 

market segment (first time PC buyer, for example) that a much 

higher percentage of customers are involved in free riding. 

Thus, within certain markets, free riding can be a very 

significant problem even if it is not a problem for all 

retailers and all market segments. 

In addition, free riding has the potential for causing 

changes in both products and the marketing system itself. If 

the manufacturer of a product recognizes the potential demise 

of full-service retailers, he may attempt to protect himself 

by modifying the product in such a way that full-service 

retailers are no longer needed. In the early days of the 

radio industry, specially installed outside antennas were 

required for these primitive radios to operate. As such, 

radios were only available from retailers and service shops 

who had the personnel to make these installations. As the 

electronics industry evolved, engineers improved the 
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equipment to the point that outside antenna installations 

were no longer necessary. At this point, any consumer could 

simply buy a radio, take it home, and plug it in with the 

expectation that it would work properly. Thus, full-service 

retailers were no longer necessary for product sales. The 

television industry went through a similar scenario fifty 

years later with the resulting near total demise of specialty 

television dealers. 

The above historical data seems to indicate that over 

the long run, free riding is not that harmful. In both cases 

the industry and products evolved to the point that consumer 

marketing could occur even without full-service retailers. 

There are two major problems with this simple conclusion: 

1. Free riding does harm retailers and consumers while 

it is occurring. During these previously mentioned 

changes, retailers were forced out of business and 

some consumers subsidized those services stolen by 

others. The same type of situation exists today in 

the camera, electronics, and business products 

industries. Saying that no harm occurred due to 

free riding makes no more since than saying that 

someone who was paralyzed in an automobile accident 

suffered no harm since that person survived in a 

slightly different form. 

2. Changes in the marketing system caused by free 

riding may provide important constraints upon 
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future product development. The demise of the 

full-service television retailer makes it important 

for any new developments in this industry (such as 

HDTV) to be amenable to distribution through 

limited-service retailers. Thus, engineers must 

produce a product which is significant, new, and 

designed for distribution through what is left of 

the television distribution system. Future 

advances in the personal computer industry will 

also be constrained by any decrease in the 

availability of full-service retail outlets. The 

effect of these distributional changes is that it 

will become more important to produce products that 

can be sold without services as opposed to 

producing products that set new performance 

standards. 

Given the preceding, it appears that the issue of free 

riding cannot be dispensed with by simply labeling it as a 

"non-problem." 

Implications for Full-service Stores 

Given the findings from the consumer samples, it can be 

said that a significant number of consumers practice free 

riding and a very large percentage of consumers feel that 

nothing is wrong with free riding. Thus, it appears that the 

percentage of the consumer population practicing free riding 

is likely to continue to increase in the near future. It is 
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also apparent that there exists no consistent means for 

adequately identifying and controlling free riding consumers. 

Given the difficulty of accurately identifying potential free 

riders in the retail store, it appears that although the 

retail managers and salespeople have the strongest motives of 

the channel entities for managing the free riding problem 

they have had little success in effecting a solution to the 

problem. It also appears that management of the free riding 

problem must involve the entire channel, not simply the 

retail end of the channel. Thus, the relative power of the 

retailer within the channel structure appears to be a 

determining factor in the future of free rider control. 

The research findings also suggest that the topic of 

free riding is a likely source of friction between retail 

managers and their sales staff based upon their differing 

perceptions of the numbers of free riders and the extent to 

which each retail entity is affected by free riders. This 

friction will, in the least, contribute to lowered sales 

force morale and will probably result in lowered selling 

effectiveness and customer service. 

Implications for Discount Stores 

The findings in this research imply that there exists a 

large pool of consumers willing to practice free riding upon 

full-service retailers in order to make purchases from 

discounters. Thus, it appears that there continues to exist 

sufficient demand to ensure the health of numerous discount 
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and mail order retailers. However, discounters must keep in 

mind that as their operations grow more successful full-

service retailers will become more motivated to take action 

to control consumer free riding. Thus, increasing success in 

discount retailing will be coupled with increasing risk of 

action by full-service retailers. 

Implications for Consumers 

Given the current lack of success in controlling free 

riding behavior, it appears that those consumers who wish to 

practice free riding in the future will have little trouble 

doing so. In fact, the recent legal environment has somewhat 

strengthened the position of free riding consumers. It is 

also apparent that if there is an increase in the number of 

consumers practicing free riding, the price disparity between 

free riders and non-free riders will increase. Thus, those 

consumers not currently free riding will have better reason 

to do so in the future. 

Both free riding and non-free riding consumers will 

likely be the recipient of lower levels of customer service 

and sales expertise in the future. Retail managers will be 

less likely to provide such services as the cost of providing 

service increases and the advantage of providing service 

decreases. Also, many retail salespeople are appear to be 

changing their behavior in accordance with their perceptions 

of the extent of the free rider problem and their 

identification of those practicing free riding. Thus, 
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consumers in general will likely face a lowering of service 

while those consumers purchasing products from traditional 

full-service stores will pay prices which will likely 

increase at some rate greater than the general price 

inflation index. 

Finally, it is likely that some retailers will be able 

to exert some control over free riding through their channel 

power. This control will likely come in part through more 

stringent control of product distribution. Consumers of the 

products controlled in this manner will be impacted through a 

decrease in the number of outlets carrying the particular 

product. 

Implications for Manufacturers and Distributors 

The research findings suggest that full-service 

retailers are sufficiently concerned with the free riding 

problem that they are increasingly likely to try to enact 

some solutions to the problem in the near future. It is 

likely that many of these actions will be directed at the 

manufacturer of the products in question. One action desired 

by retailers is better control over product distribution to 

prevent discounters from selling certain products. Although 

manufacturers generally have the power to control 

distribution, it may not be in their best interest to 

restrict distribution to discount outlets. With the 

popularly accepted negatively sloping demand curve in mind, 

any distribution control would likely result in a decrease in 
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the overall quantity sold. This is true because even though 

full-service retailers could theoretically lower product 

prices, this lower price would still be higher than the 

reservation price of many of those consumers who would have 

purchased the product through discounters. This scenario 

would apply to any product for which there exists one group 

of consumers willing to buy the product at any reasonable 

price and another group who will buy the product only at a 

very low price. In a case like this the first group, along 

with the involved retailer, provides a sufficient subsidy to 

enable the second group to make purchases. Of course, the 

manufacturer derives benefits from the higher total quantity 

sold. 

Implications for Society 

Free riding can be viewed as a means of wealth 

redistribution from the non-free riders to free riders in the 

same sense as the progressive income tax system redistributes 

wealth from one income class to another. Similarly, it is 

common for buyers of luxury cars to subsidize the research 

costs of new product features which are later passed along to 

all car buyers, i.e., anti-lock braking systems. Thus, 

wealth redistributions of the type that occurs through the 

allowance of free riding are common and encouraged in 

American society. Although the benefits and drawbacks of 

wealth redistribution are too complex to be debated within 

this particular research vehicle, it is clear that a complete 
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examination of the societal implications of the wealth 

redistribution that occurs through free riding should be 

considered when debating the inherent "rightness or 

wrongness" of free riding. 

Implications for Behavior Control 

From the above discussion, it can be seen that consumer 

buying decisions can be impacted through the manipulation of 

perceived transaction cost. For example, if the consumer's 

perceived transaction cost is equal to the full-service 

retailer's cost of providing service, the discount store 

would have no cost advantage in setting price. Thus, one 

implication for full-service retailers is to provide only 

those services which the free rider values but suffers a high 

transaction cost in duplicating. The full-service retailers 

could also attempt to better inform and educate consumers as 

to the transaction costs being incurred. Parity between the 

two classes of retailers could also be approached by allowing 

the full-service retailer to acquire product price discounts 

from the manufacturer in return for customer services 

provided. Thus, two avenues to the control of free riding 

are suggested in the model. The first method can be enacted 

by making changes in the retailer's operational strategy. 

The second method would involve the retailer's use of power 

within the channel of distribution. 

Finally, full-service retailers can continue to try to 

address the problem of free riding through the legal and 
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regulatory environment. This avenue has provided little 

success in the past and future prospects are not encouraging 

due to the lack of a large consumer constituency calling for 

changes in this aspect of the legal environment. The only 

encouraging aspect in this domain is the possibility of using 

the argument that consumers are not knowledgeable about the 

risks of free riding and, overall, consumer service is 

lowered through free riding. This would provide a basis, 

albeit a rather weak one, for enacting legislation to protect 

consumers through the regulation of outlets catering to free 

riders. 

Limitations and Future Directions 

The major aims of this research project included an 

estimation of the extent of the consumer free riding behavior 

from the viewpoint of retailers and consumers. In addition, 

it was desired to determine the effects of free riding upon 

retailers and consumers. These major goals have been 

addressed within this research. However, it is clear that 

additional study is needed in several areas. For example, 

the perceptions of other entities affected by free riding 

were not included in this research. Thus, it would be useful 

to study the perceptions of manufacturers, distributors, and 

discounters concerning free riding. It would also be useful 

to study a wider variety of full-service retailers since it 

now appears that free riding behavior may occur across a very 

large range of product types and the subject of free riding 
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upon pure services (i.e., learning how to trim a hedge by 

watching a landscaper perform that service for a neighbor) 

could be studied. Additionally, the regulatory aspects of 

free riding will continue to be debated. The mathematical 

model presented in Appendix E is provided to facilitate 

further inquiry into the proper methods of regulation. 
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CUSTOMER BEHAVIOR QUESTIONNAIRE 

This questionnaire is designed to determine your opinions and 
information about free riding behavior exhibited by your 
customers. Free riding occurs when a customer comes into your 
store and obtains information from you or your sales staff 
which enables him or her to purchase the product of interest 
from another retailer for a lower price. For example, the 
customer may use the expertise of your sales staff in order to 
select a product which he or she later orders from a catalog 
or purchases from a local discounter. Since you potentially 
have direct contact with those people who are free riding, we 
are very interested in your opinions. ALTHOUGH RESPONSES 
WILL NOT BE IDENTIFIED WITH SPECIFIC STORES, YOU MAY REQUEST 
A SUMMARY OF THE RESEARCH FINDING FOR ALL STORES AFTER 
COMPLETION OF THIS STUDY IF YOU ARE INTERESTED. 

SECTION I 

Please indicate your response to each question and 
elaborate where necessary. 

1. Do you feel that free riders are a problem for your 
store? 

yes no 

2. Do free riders cause any significant problems for you? 
yes no 

If yes, please briefly describe these problems: 

3. Have your salespeople expressed any concerns over 
problems with free riding customers? 

yes no 

If so, please briefly describe these concerns: 

4. If you have given your salespeople any instructions on 
how to handle free riding consumers, please briefly 
describe those instructions: 



108 

5. Have you taken any actions to discourage free riding in 
your store? 

yes no 

If yes, please briefly describe these actions: 

6. Please estimate the percentage of the people who come 
into your store that you feel are free riders: % 

7. Do you feel that you (and/or your sales personnel) can 
readily identify those people who come in only to 
obtain free product information? 

yes no 

If yes, how do you (and/or your sales personnel) go 
about identifying these people? 

8. Do you feel that the performance of your sales staff 
has been lowered by free riders? 

yes no 

If so, to what extent do you feel the performance has 
been decreased? 

extremely moderately slightly 

9. Have you personally taken any actions to discourage 
consumer free riders? 

yes no 

If yes, please briefly describe these actions: 

10. Who do you feel is to blame for those customers who 
free ride? 
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11. What (if anything), do you think should be done to 
control free riding? 

SECTION II 

Please provide some additional information about your 
particular store: 

1. List the types of products which are sold in your store 
(i.e. televisions, computers, clothing.) 

2. Please estimate the percent of time your salespeople 
provide in an average day providing information to 
customers: 

percent 

3. How long have you been involved in retail management? 
years 

4. How long have you been the manager or owner of your 
present store? 

years 

5. Please estimate the number of customers patronizing 
your store in an average week. 

customers per week 

IF YOU ARE THE OWNER OF THE STORE, PLEASE ANSWER THE 
FOLLOWING TWO QUESTIONS. IF NOT, PLEASE GO DIRECTLY TO 
SECTION III. 

6. What do you feel are the top 5 problems facing retail 
managers? 

a. 
b. 
c. 
d. 
e. 

7. Were you aware of the possibility of consumer free 
riders before you purchased this store? 

yes no 

If no, would you have still purchased the store had you 
been aware? 

yes no not sure 
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SECTION III 

Please take another minute to provide some additional 
information for classification purposes. Again, remember that 
these responses are completely anonymous and will be used only 
in combination with the information from other respondents. 
P l e a s e m a r k the a p p r o p r i a t e r e s p o n s e : 

1. Which of the following categories includes your age? 
under 18 18-25 26-35 
36-49 50-64 65 and over 

2. What is your marital status? 
single married 
widowed divorced/single 

3. What is your gender? 
male female 

4. What is your education level? 
some high school or less attended college 
graduated high school graduated from college 
trade or vocational school graduate school 

5. Please indicate your TOTAL HOUSEHOLD INCOME BEFORE 
TAXES. This includes your income and the income of any 
other person living in your household. 

under $20,000 $40,000 - $49,999 
$20,000 - $29,999 $50,000 and above 
$30,000 - $39,999 

THANK YOU FOR YOUR COOPERATION. 
PLEASE RETURN THE QUESTIONNAIRE IN THE ENVELOPE PROVIDED. 
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CUSTOMER BEHAVIOR QUESTIONNAIRE 

This questionnaire is designed to determine your knowledge 
about and opinions of free riding behavior exhibited by your 
customers. Free riding occurs when a customer comes into your 
store and obtains information from you which enables him or 
her to purchase the product of interest at another store for 
a lower price. For example, the customer may use your 
expertise in order to select a product which he later orders 
from a catalog. Since you potentially have direct contact 
with those people who are free riding, we are very interested 
in your opinions. THE RESPONSES TO THIS QUESTIONNAIRE WILL BE 
KEPT COMPLETELY ANONYMOUS; YOU WILL NOT BE IDENTIFIED WITH 
YOUR PARTICULAR RESPONSES. 

SECTION I 

Please indicate your response to each question and 
elaborate where necessary. 

1. Do you feel that free riders are a problem for your 
store? 

yes no 

2. Do free riders cause any significant problems for you? 
yes no 

If yes, please briefly describe these problems: 

3. Have you received any special instructions from your 
supervisor about handling potential free riders? 

yes no 

If you have received special instructions about free 
riders, please briefly describe those instructions: 

4. Please estimate the percentage of the people that you 
wait on that you feel are free riders: % 

5. Do you feel that you can readily identify those people 
who come in only to obtain free product information? 

yes no 
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6. How do you go about identifying these people? 

7. Do you attempt to withhold product information from 
those people whom you have identified as free riders? 

yes no 

8. Do you ever intentionally give misleading product 
information to those people whom you have identified as 
free riders? 

yes no 

9. Do you feel that free riders have affected your selling 
behavior? 

yes no 

10. If you answered yes to question 9, please explain how 
your selling behavior has changed: 

11. Do you feel that your selling performance has been 
lowered by free riders? 

yes no 

12. If you answered yes to question 11, please indicate the 
extent to which you perceive your selling performance 
has been lowered: 

extremely moderately slightly 

13. What actions, if any, have you personally taken to 
discourage free riders? 

14. What actions, if any, do you think should be taken (by 
you, your manager, or others) to discourage or control 
free riding? 
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SECTION II 

Please indicate some information about your particular 
job and experience. 

1. List the types of products which you typically sell in 
your current occupation (i.e. televisions, computers, 
clothing.) 

2. Has your present employer provided you with training 
which increased your knowledge of the products that you 
are selling? 

yes no 

3. If you answered yes to question #2, how was this 
knowledge provided? (check all applicable responses) 

through formal classroom training 
through training sponsored by the product 
manufacturer 
through literature provided by your employer 
through literature provided by the product 
manufacturer 
through on-the-job training/experience 
other please explain: 

4. Have you personally taken steps to increase your 
product knowledge beyond that provided by your employee 
training? 
yes no 

5. If you answered to question #4, how did you go about 
acquiring this product knowledge? 

through sales literature provided by the 
manufacturer 
through product instruction books 
through specialty magazines/books 
through conversations with other employees 
other please explain: 

6. Please estimate the percent of time you spend in an 
average day providing information to customers: 

percent 

7. How long have you been involved in retail sales? 
years 

8. How long have you been selling at your present store? 
years 
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9. Please estimate the number of customers you interact 
with in an average week. 

customers per week 

SECTION III 

Please take another minute to provide some additional 
information for classification purposes. Again, remember that 
these responses are completely anonymous and will be used only 
in combination with the information from other respondents. 

1. Which of the following categories includes your age? 
under 18 18-25 26-35 
36-49 50-64 65 and over 

2. What is your marital status? 
single married 
widowed divorced/single 

3. What is your gender? 
male female 

4. What is your education level? 
some high school or less attended college 
graduated high school graduated from college 
trade or vocational school graduate school 

5. Please indicate your TOTAL HOUSEHOLD INCOME BEFORE 
TAXES. This includes your income and the income of any 
other person living in your household. 

under $20,000 $40,000 - $49,999 
$20,000 - $29,000 $50,000 and above 
$30,000 - $39,000 

THANK YOU FOR YOUR COOPERATION. 
PLEASE RETURN THE QUESTIONNAIRE IN THE ENVELOPE PROVIDED. 
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Retailers are interested in learning about the shopping 
behavior of people like you so that they can provide better 
services. Please take a few minutes to provide some 
information about your shopping behavior. 

Please circle the number which indicates your level of 
agreement with the following statements: 

1 if you strongly agree 
2 if you agree 
3 if you neither agree nor disagree 
4 if you disagree 
5 if you strongly disagree 

It is okay to go into a local camera store to 
learn about cameras even if one has no intention 
of purchasing a camera 12 345 

Sometimes, one can save money by obtaining 
product information from one store and then 
purchasing from another 12345 

The employees in most local stores are very 
knowledgeable about the products that they sell 12345 

A purchaser can get all of the information he 
needs to use a product from the manufacturer's 
instruction book and phone support line 12345 

I like danger 12 345 

Investing in the stock market is too risky for 12345 
most families 

I don't like to take chances 12 345 

To buy anything, other than a house or a car on 
credit is unwise 12345 

I often buy new brands before my friends and 
neighbors do 12345 

The manufacturer's warranty applies no matter 
whether you purchase from a local outlet or a 
mail order firm 12345 

All new products available for sale in the U.S. were 
intended for sale in the U.S. by the manufacturer of 
the product 12345 



116 

The warranty on a product from a mail order firm is 
exactly the same warranty that one would receive on 
that product from a local 
retailer 12345 

There is no difference between a camera designed for 
sale in the U.S. and the same model designed for 
sale in another country 12345 

One must always pay state sales tax when ordering 
from a mail order outlet 12345 

The manufacturer of a product must provide after 
sale support of a product no matter where the 
product was purchased 12345 

SECTION II 

Many consumers have found that they can save significant 
amounts of money by shopping for products at a local 
retailer and later purchasing this same product from a 
discount store or via mail order. If you have ever used 
this shopping technique, please answer the following 
questions: IF YOU HAVE NOT USED THESE SHOPPING TECHNIQUES, 
PLEASE GO TO SECTION III. 

1. What product or products have you shopped for using the 
behavior described in the previous statements? 

2. Of the above products, which did you purchase from a 
store other than the store which provided the 
information? 

3. Please specify which, if any, of the products you 
listed in question 1 that you would have ordered by 
mail even if you did not have the opportunity to first 
see the product in a local store: 
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4. Were you satisfied with the product purchases you 
listed in question 1? 

5. Would you recommend to your friends that they use the 
shopping techniques described in the preceding 
paragraph? 

SECTION III 

Please read the following paragraphs and indicate your level 
of agreement with the statements which follow: 

1 if you strongly agree 
2 if you agree 
3 if you neither agree nor disagree 
4 if you disagree 
5 if you strongly disagree 

Robert Morris is in the market for a new stereo system. He 
visits the local stereo retailers in an effort to determine 
what products he wishes to purchase. Robert times his 
visits so that he is in the local stores when they are not 
busy. After using the local retailers to determine what 
products to buy, he orders the products from a mail order 
catalogue. 

No harm was done to the local sellers since no 
customers were waiting to buy 12345 

The local retailers were not hurt since the 
product manufacturers expect them to provide 
product information to everyone 12345 

The salespeople were not hurt by Robert's 
shopping activities since they were not busy 
with anyone else 12345 

Robert should not use this shopping technique 
when the salespeople are very busy 12345 
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Store A is a well known, established local retailer with a 
knowledgeable sales staff which provides before and after 
sales support. Store B is a discount store which carries 
the same products as store A, but does not provide a sales 
staff to assist its customers in choosing products. 
However, it is possible for a customer to obtain the 
necessary product information from store A and then purchase 
the product for less money at store B. 

Most people would obtain information from store 
A and then buy from store B if they could save 
5% on the price of the product 12345 

Most people would obtain information from store 
A and then buy from store B if they could save 
15% on the price of the product 12345 

Most people would obtain information from store 
A and then buy from store B if they could save 
25% on the price of the product 12345 

SECTION IV 

Please take another minute to provide some additional 
information for classification purposes. Again, remember 
that these responses are completely anonymous and will be 
used only in combination with the information from other 
respondents. Please mark the appropriate response: 

1. Which of the following categories includes your age? 
under 18 18-25 26-35 
36-49 50-64 65 and over 

2. What is your marital status? 
single married 
widowed divorced/single 

3. What is your gender? 
male female 

4. What is your education level? 
some high school or less attended college 
graduated high school graduated from college 
trade or vocational school graduate school 

5. Please indicate your TOTAL HOUSEHOLD INCOME BEFORE 
TAXES. This includes your income and the income of any 
other person living in your household. 

under $20,000 $40,000 - $49,999 
$20,000 - $29,000 $50,000 and above 
$30,000 - $39,000 
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Dear Store Manager: 

The questionnaire which you have been given is about 
consumer free riding, an activity which is thought to have 
an impact upon the attitude and performance of salespeople. 
Consumer free riding occurs when a customer uses the 
expertise of your sales staff in order to obtain information 
about a product so that he or she can then purchase this 
product from a mail order or discount outlet. For example, 
someone may come into your store and determine the model 
number of the product desired and then order this product 
from an advertisement in a specialty magazine. It appears 
that the potential for consumers to engage in free riding on 
full-service retailers has increased in recent years due to 
increases in the number of discount and mail order 
retailers. Thus, your input in investigating this phenomena 
is greatly appreciated. 

When responding to the questions in the enclosed 
questionnaire, please do not confuse consumer free riding 
with the case where a customer gets information from one of 
your salespeople and later buys the product from another of 
your salespeople. This behavior is a case of salesperson 
free riding which is an important issue, but not one being 
considered in this particular study. 

After you have answered all my questions, please return this 
questionnaire in the enclosed postage-paid envelope. 
Although a summary of the research findings will be made 
available to participants, no one will be able to identify 
your responses with your particular store. 

If you have any questions, please feel free to contact me at 
(309) 438-3403 (office) or (309) 392-2465 (home). Thank you 
so much for your help in providing information about 
consumer free riding. 

Sincerely; 

Rodger B. Singley 
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Dear Salesperson: 

The questionnaire which you have been given is about 
consumer free riding, an activity which is thought to have 
an impact upon the attitude and performance of salespeople. 
Consumer free riding occurs when a customer uses your 
expertise in order to obtain information about a product so 
that he or she can then purchase this product from a mail 
order or discount outlet. For example, someone may come 
into your store and determine the model number of the 
product desired and then order this product from an 
advertisement in a specialty magazine. Free riding activity 
appears to have increased in recent years due to the growth 
of discount and mail order retailers, thus your help in 
investigating this phenomena would be greatly appreciated. 

When responding to the questions in the enclosed 
questionnaire, please do not confuse consumer free riding 
with the case where a customer gets information from you and 
later buys the product from one of your fellow employees. 
This behavior would be a case of salesperson free riding 
which is different from the consumer behavior being 
investigated in this particular study. 

After you have answered all my questions, please return this 
questionnaire in the enclosed postage-paid envelope. 
Neither your manager nor anyone else in your store will be 
informed of your particular responses on this questionnaire. 

If you have any questions, please contact me at (309) 438-
3403. Thank you so much for your help in providing 
information about consumer free riding. 

Sincerely; 

Rodger B. Singley 
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Advanced Micro Systems Bloomington IL 
Connecting Point Computers Bloomington IL 
CBM Computer Systems Normal IL 
CCK Computers Peoria IL 
Arends and Sons Business Products Gibson City IL 
Blum's Office Machines Champaign IL 
CF Office Equipment LeRoy IL 
ComputerLand of Bloomington Bloomington IL 
ComputerLand Peoria IL 
ComputerLand Gulfport MS 
MicroAge Normal IL 
Forsythe Computers Bloomington IL 
CDS Office Systems Bloomington IL 
IBM Sales Office Bloomington IL 
InaComp Decatur IL 
Larry's Computer Works Bloomington IL 
Lincoln Office Products Lincoln IL 
Radio Shack Bloomington IL 
The Camera Corner Bloomington IL 
Jiffy Photo Normal IL 
Lens and Camera Company Peoria IL 
Normal Camera Craft Normal IL 
North Star Audio Video Normal II 
Skyler's Picture Place Bloomington IL 
Wiman's Camera Normal II 
Crown Home Centers Normal IL 
Mobile Audio Bloomington IL 
Glenn Poor's Audio Video Normal IL 
Curtis Mathes Home Entertainment Center Bloomington IL 
LaSalle Electronics Bloomington IL 
LaSalle Electronics Peoria IL 
Laser's Edge Bloomington IL 
Musicland Bloomington IL 
Precision Audio Bloomington IL 
Sundown Audio Normal IL 
Sundown Audio Springfield IL 
MC Sporting Goods Normal IL 
Read's Sporting Goods Normal IL 
Scotty's Sports Normal IL 
American Bait n Tackle Bloomington IL 
m i n i Sporting Goods Normal IL 
Footlocker Normal IL 
Footlocker Peoria IL 
Blain's Farm and Fleet Bloomington IL 
Blain's Farm and Fleet Morton IL 
Benson's Bloomington IL 
OK Appliance and TV Bloomington IL 
McQuellon's Appliance Lincoln IL 
Sherman's Normal IL 
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Jeakins Appliance Bloomington IL 
Fikes Bloomington IL 
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MATHEMATICAL MODEL 

To summarize what has been learned about free riding, a 

model is presented where consumers have a choice of 

purchasing a given product from either a full-service or 

discount retail outlet. It is assumed that a given consumer 

will select a store based upon the perceived value of the 

purchase at that particular type of store. In this model of 

free riding, five major entities are represented: the 

product manufacturer, full-service retailers, limited-

service retailers, consumers making purchases from full-

service retailers, and consumers making purchases from 

discount retailers (including free riding consumers). 

For purposes of clarity, this model is presented in 

three major sections: 

I. Analysis of net benefit for consumers 

II. Analysis of net operating profit for retailers 

III. Analysis of revenue for manufacturers 

The model is set up with the assumption that no free 

riding can occur. Later relaxation of this assumption 

allows the analysis of gain and loss transference that 

occurs under free riding. 

Consumers 

It is assumed that there are X total consumers, with 

proportion (X)a representing those consumers making 

purchases from a discount outlet. It is assumed that the 
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consumers will behave rationally and try to maximize their 

purchase net benefit (u) by maximizing V, the perceived 

value they achieve from the product purchase from the 

retailer which they make at price P. It is noted that V = 

f(product and related product benefits and services). 

Thus for the full-service store, consumer net benefit 

is constructed as: 

u = V̂  - P 

i.e., net benefit is ecjual to the value placed upon the 

total product package by the consumer less the price paid 

for the product. It is assumed that the consumer is willing 

to make a purchase as long as V>P (positive net benefit). 

It is further assumed in this model that consumers may 

choose to purchase from a discount store where they will pay 

a lower price (P - Discount). However, value (V̂ ) will be 

reduced due to transaction cost T (which includes the cost 

of decision making under reduced information, the cost of 

acquiring needed information, and other inconveniences 

suffered by the consumer). Thus, consumer net benefit for 

limited-service purchases is represented as follows: 

u = V̂  - (P - D) - T. 

Finally, total consumer net benefit (U) is provided by the 

following equation: 

U = (V̂  - P) (X -(X)a) + (V̂  - (P - D) - T) ((X)a). 

It is assumed that under conditions of no free riding 

the full-service retailer provides customer services in an 
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efficient manner such that the cost of providing these 

services is at least equal to the value placed upon them by 

the average consumer. It is further assumed that the 

discount offered by the limited-service retailer is at least 

ecjual to the transaction cost suffered by the average 

consumer. The total effect of these assumptions is that — 

although individual consumers will make a choice based upon 

the perceived values, (V̂ ,Vj) — neither type of retail 

outlet has an unfair advantage in attracting consumers. 

Retailers 

It is assumed that both full-service and limited-

service retailers behave rationally by trying to maximize 

their benefits by maximizing product net operating profits 

(NP) . Retailer net operating profits are ecjual to the price 

(P) paid for the product by the consumer minus the cost (C) 

incurred by the retailer in obtaining the product from the 

manufacturer and the cost (S) incurred in providing service 

(sales staff, demonstrations, product availability, etc.) 

necessary to sell the product. (It is realized that 

retailers will incur other costs but only those costs 

related to providing services are included here.) It is 

assumed that at a certain level of sales the retailer is 

able to extract a quantity discount (Qd) from the 

manufacturer (Wilcox et al. 1987) resulting in a product 

cost to the retailer of (C - Qd). Finally, it is assumed 

that the cost of providing service (S) is fixed over the 
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short run, since the most of this cost is comprised of the 

fixed salary of the typical retail sales clerk plus the 

fixed cost of displays and basic stock that cannot be 

readily varied over the short run. The net operating 

profits for full-service retailers (NP) can be calculated 

using the following expression: 

NP = (P - (c - Qd)) (X -(X)a) - S. 

For the limited-service store, it is assumed that no service 

cost (S) is incurred, but a price discount (D) must be given 

to entice customers to incur the transaction cost suffered 

through limited-service buying. Thus for the discount 

dealer NP can be calculated by the following expression: 

NP = ((P - D) - (C - Qd)) ((X)a). 

Total retailer net profit is represented by: 

NP = ((P - (C - Qd))(X -(X)a) - S) + ((P - D) 

- (C - Qd))((X)a). 

Under the assumption of no free riding, we assume ecjuitable 

distribution of sales with a resulting ecjuitable division of 

cjuantity discounts between the full-service and limited-

service retailers. 

Manufacturers 

The manufacturer, like the retailers, is assumed to 

maximize benefits by maximizing total revenue (TR). Revenue 

is generated by the selling of products to retailers at a 

price equal to the retailer's cost (C) less any cjuantity 

discounts (Qd) allowed to the retailers. It is assumed that 
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Qd as a percent of selling cost (C) will increase as sales 

quantity increases. It is further assumed that the 

manufacturer tries to maximize total revenue by selling to 

both full-service and limited-service retailers. 

Manufacturer revenue is expressed in the following equation: 

TR = (C - Qd̂ îi) (X -(X)a) + (C - Qd̂ -3̂ ) ((X)a). 

Relaxation of Assumptions 

Short-Run Effects 

Using the model, under conditions of no free riding, 

net benefits are assumed to be divided ecjuitably, as a 

function of consumer information needs, between full-service 

and limited-service retailers and between customers of full-

service stores and customers of limited-service stores. 

When free riding is introduced into this model, it is 

necessary to introduce a new term FR(X) which represents 

that proportion of consumers engaging in free riding. It 

should be noted that propensity to free ride is a function 

of several parameters, i.e., FR = f(P, P-D, T-PI, FR). 

Since free riding affects the price differential between 

full-service and discount stores and this price differential 

affects free riding, it can be seen that free riding is, in 

effect, a function of itself. The ultimate result of this 

is that propensity to free ride can be stated as a function 

of D-T. 

It is assumed that the total size of the market (X) is 

fixed over the short run. Analysis of the effects of free 
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riding starts with an examination of the consumer net 

benefit function. The original equation: 

U = (V̂  - P) (X - a(X)) + (V̂  - (P - D) - T)(a(X)). 

is modified to show the immediate effects of free riding 

upon consumer net benefit. When free riding occurs, 

transaction costs T are reduced by the value of the product 

information (PI), net any costs of free riding, obtained by 

the free riding consumer. Thus, for the free rider: 

u = Vj - (P-D) - (T - PI) . 

Under free riding, it is necessary to examine the net 

benefits for three groups of consumers: 

those who buy from full-service (X - fr(X) - a(X) 

those who buy from discounters without free riding a(X) 

those who buy from discounters after free riding fr(X) 

Thus, total consumer benefits under free riding: 

U = (V̂  - P) (X - fr(X) - a(X)) 

+ (Vj - (P - D) - T) a(X) 

+ (Vj - (P - D) - (T - PI) fr(X). 

Since this model represents a closed system, the benefits 

gained by the free riders in lowering their transaction 

costs (T - PI) must be offset by a benefit loss to another 

system entity. Over the short term, this benefit loss is 

suffered by the full-service retailer. This situation is 

made clear by examining the benefit ecjuation for the full-

service retailer modified by the inclusion of free riders: 

Û  = NP = (P - (C - Qd)) (X - fr(X) - a(X)) - S. 
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Under conditions of free riding, quantity sold is reduced by 

the number of free riders fr(X), but service costs (S) 

remain fixed resulting in a higher proportion of fixed 

service costs associated with each product sold. Over the 

short run, the product prices are inflexible, so that the 

retailer is unable to pass along the additional costs to 

consumers, with the end result being a reduction in total 

sales revenues. 

The limited-service retailer has the following benefit 

ecjuation under conditions of free riding: 

Û  = NP = ((P-D) - (C - Qd)) (a(X) + frfxn. 

Thus the cjuantity sold by the limited-service retailer is 

increased by the number of free riders fr(X). 

Medium-and Long-Term Effects 

Except during the short run, we cannot assume a closed 

system. Hence, over longer periods of time it is necessary 

to examine the external determinants of model parameters. 

Over the long term, it is worthwhile to examine how S and T 

are determined and how they are related to consumer 

propensity to free ride. 

Service Cost 

S, the cost of providing service, can be though of as a 

function of product complexity (PC); product newness (PN); 

and inventory carrying cost (IC). Thus, S = f(PC, PN, IC). 
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The determination of the functional form of S is clarified 

by an examination of each of the component parts. 

Product Complexity 

In general, the more complex the product the greater 

the expense suffered by the full-service retailer in 

providing customer service. More complex products recjuire 

greater knowledge by the sales staff, and thus more sales 

training must be provided. In addition, highly complex 

products (i.e. business computers) recjuire salespeople with 

specialized skills who are generally able to demand higher 

wages due to their relative scarcity. Additionally, complex 

products usually recjuire salespeople to expend a greater 

amount of time with each customer, which further increases 

the cost of providing service. Thus, there appears to be a 

positive relationship between PC and S. It is expected that 

this relationship is likely to be exponential instead of 

linear. The reason for the specified form of the 

relationship is that a small change in PC should have 

relatively little impact upon knowledge and skills needs and 

time spent with customer. However, beyond a certain 

threshold, S will increase at a rate faster than PC because 

of the need for salespeople with very high levels of skills 

and training who will be forced to spend a large amount of 

time with each customer. 
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Product Newness 

Product newness is used here to represent product 

difference from previous products in an existing product 

class and not simply newness as defined by recency of 

product introduction. A new product that is significantly 

different from existing products in a given category 

requires salespeople to spend significant amounts of time 

learning about the new product features. This would be the 

case in which the product is a discontinuous as opposed to 

continuous innovation (Wilkie 1989). In addition, the 

salesperson/customer interaction will be more time-consuming 

since it will become necessary to spend more time 

acquainting prospective customers with the new product 

features. The relationship between S and PN is similar to 

the relationship between S and PC. A product that is 

slightly "new" will recjuire significantly less sales 

training and customer interaction time than a product that 

is moderately more "new." This is because a product that is 

slightly different than existing products can be explained 

and understood using terms familiar to users of those 

existing products. But a product that is significantly 

different will require that both the salesperson and 

customer learn a new "language" of terms and concepts, 

causing a significant increase in S. 
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Inventory Costs 

Inventory carrying costs are a function of the cost of 

the product to the retailer (C-Qd). Since retailer cost is 

a function of the level of Qd, any decrease in product sales 

will lead to a loss of Qd and an increase in inventory 

carrying costs. For simplicity, it is assumed that the cost 

of ordering item N+1 is equal to 99% of the cost of ordering 

item N. 

Total Function S 

Specialty stores, such as computer and camera 

retailers, carry very complex products. New products, both 

evolutionary and revolutionary, are also constantly being 

introduced. Often these new products are significantly 

different than those products that were considered new a few 

months previously. In addition, these typically small 

specialty retailers are forced to compete with large 

discount and mail order outlets for available cjuantity 

discounts. Thus, the function S for these types of 

retailers is significantly affected by all three components; 

PC, PN, and IC. Although the case could be made that PC and 

PN have a combined multiplicative effect upon S, the more 

conservative position that these components are additive in 

nature will be adopted for this model. In addition, Qd is a 

function of the shift in consumer choice over time. This 

change in Qd causes an upward shift in S for any given level 

of PC and PN as Qd is lost by the full-service retailer. 
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Transaction Cost 

T, the transaction cost perceived by the consumer, is a 

function of product complexity (PC); product newness (PN); 

and personal consumer characteristics (CC). The effect of 

each of these components upon T is examined in the following 

section. 

Product Complexity 

Product complexity drives consumer transaction costs 

upward by increasing the amount of time a consumer must 

spend learning about products and by increasing the 

probability of a consumer making the wrong choice based upon 

limited information. The relationship between learning time 

and product complexity is slightly positive until the point 

is reached where the consumer finds it difficult to process 

additional information. At this point, learning time will 

be sharply increased for each slight increase in product 

complexity. The chances of making a poor decision based 

upon limited information will increase at an increasing rate 

as product complexity increases. Thus, the overall effect 

of PC on T is one of a slight, near linear positive 

increase, until a certain point of complexity is reached at 

which point T will increase at a rapid rate; that is, there 

is an exponential relationship. 
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Product Newness 

Like PC, PN drives T upward by increasing the amount of 

time a consumer must spend in learning about a product. As 

the relative "newness" increases beyond a certain threshold 

point, the transaction costs for the consumer will increase 

at an increasing rate. Thus, an exponential relationship 

between PN and T is expected. 

Personal Characteristics 

Different consumers have differing levels of cognitive 

abilities, product experience and knowledge, and differing 

perceptions of the relative complexity and newness of 

products. Also, different consumers will have different 

perceptions of the cost of gathering information through 

free riding. CC can be visualized as a filter, which either 

amplifies or attenuates the effects of changes in PC and PN 

upon T. A given consumer, based upon product experience and 

cognitive abilities, may perceive a major increase in 

product complexity as insignificant. A second consumer, 

with lesser levels of product knowledge and cognitive 

skills, might perceive a relatively minor increase in 

complexity as a major increase. Thus, there is no reason to 

expect a major upward or downward shift in T based upon sum 

X cognitive abilities, product experience, and knowledge. 

However, there is reason to believe that consumers, as a 

group, will undervalue the retailer's role in dealing with 
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increases in PC and PN. This undervaluation effect will be 

discussed in the following section. 

Effects of S. T. and D 
Upon Propensity to Free Ride 

Consumers tend to free ride when the discount available 

from a limited-service retailer exceeds their perceived 

transaction costs (i.e., D>T). It was noted earlier that D 

is a function of S in that discounters have a cost savings 

ecjual to the full-service retailer's cost of providing 

service. Thus, as S increases as a function of PC, PN, and 

IC D will also increase. Thus, propensity to free ride can 

also be viewed as a function of S-T, since S is functionally 

related to D. As the value of S-T increases, so will the 

value of D-T and thus the motivation for consumers to engage 

in free riding. 

Since the functions S and T include some common terms 

(PC,PN); it might be expected that they would increase at 

similar rates. However, a closer examination indicates that 

this is highly unlikely. For example, when product 

complexity increases, the full-service retailer bears the 

cost of re-training salespeople plus the cost of the actual 

sales interaction. Thus, the retailer bears the cost of 

both gathering and providing information. The customer only 

bears the cost of the sales interaction — the cost of 

gathering information. When the consumer compares his or 

her perceived transaction cost to the premium charged by the 
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full-service retailer for services provided, he or she is 

likely to feel that the full-service retailer is 

overcharging for the services offered. Thus, as PC and PN 

increase in level, the difference S-T and the difference D-T 

increase in value and consumer motivation to free ride 

increases. 

Since free riding causes a change in the sales balance 

between full-service and limited-service outlets, free 

riding is also likely to cause a change in the distribution 

of quantity discounts between full-service and limited-

service retailers. Any loss of Qd by the full-service 

retailer will shift function S upward for any given level of 

PC and PN, but consumers will perceive no change in 

transaction cost T related to the retailer's loss of Qd. 

Four Qd scenarios are possible: 

1. Depending upon the magnitude of the shift of 

consumers from full-service to discount retailers 

and the scheduling of quantity discounts by the 

manufacturer, the percentage discount extracted by 

the full-service and limited-service retailers 

will not change. Under this scenario, no 

redistribution of Qd occurs. This is likely when 

the number of free riders is small and the 

(juantity discount categories are broad. 

2a. In some cases, only the full-service retailer will 

suffer a loss of Qd which will result in a Qd gain 
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to the manufacturer and/or the discount retailer. 

If the full-service retailer has a sales drop 

sufficient to cause a loss of Qd, then the 

manufacturer will recapture this discount unless 

the limited-service retailer has a sufficient 

sales gain to move to a higher level on the Qd 

schedule. 

2b. In some cases, only the manufacturer will suffer a 

loss of Qd, which will result in a Qd gain to the 

limited-service retailer. If the sales shift from 

the full-service retailer to the limited-service 

retailer is of such a nature that the full-service 

retailer retains the present level of Qd while the 

limited-service retailer receives a higher level 

of Qd, Qd will be transferred from the 

manufacturer to the limited-service retailer. 

2c. In some cases, both the full-service retailer and 

the manufacturer will suffer a loss of Qd. This 

would occur when the sales of the limited-service 

retailer are of such magnitude that the level of 

Qd extracted from the manufacturer is greater than 

that level of Qd lost by the full-service 

retailer. 
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Numeric Example 

Major Assumptinng 

1. It is assumed that the total market size is a non

linear function of the discount product price and that 

X will increase at an increasing rate as the price 

charged by the discount retailer falls. 

X = f (P.. ) . 
^ disc' 

2. It is assumed that the propensity to free ride is a 

function of the difference between the values D and T 

and that free riding will increase at a near 

exponential rate as the difference D-T increases in 

value. 

3. It is assumed that the model is at equilibrium in 

period 1 with S = D = T. That is, the cost of 

providing service (S) is ecjual to the discount offered 

by the limited-service retailer (D) which is ecjual to 

the transaction cost perceived by the average consumer 

(T). 

4. It is assumed that the cjuantity discounts received by 

the retailers represent a continuously variable cost 

savings (item N+1 is a fixed percentage of item N). 

5. It is assumed that all costs and discounts received by 

the retailers are passed along to consumers in the next 

period. 

6. For simplicity, this example indicates the long term 

interaction between one manufacturer, one full-service 
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retailer, and one discount retailer each selling one 

particular type of product. 

Determination of S and T 

As stated previously, both S and T are affected by PC 

and PN in an exponential manner. Also, S is further 

affected by Qd while T is affected by CC. Any decrease in 

Qd will have the effect of shifting the entire curve S 

upward. Numbers for the following example are drawn from 

tables in Appendix E. 

Eguilibrium State 

Period 1 of this example represents an ecjuilibrium 

state with a total market size (X) = 200, ecjually divided 

between the full-service and discount stores. During period 

1, no free riding occurs. The full-service retailer is 

assumed to incur a cost of $1500 in providing customer 

service, thus S = $1500 or $15 per product. The retailer 

faces an average cost of $63 per product at a quantity of 

100. These items are priced at $200, providing $137 per 

item to cover service expenses and profits. The discount 

retailer is able to purchase products at the same average 

price as the full-service retailer and prices the product at 

$185 in view of the savings due to a lack of service costs, 

thus D = 15. Finally, the average consumer is assumed to 

perceive a transaction cost of $15, thus S = D = T. Under 

these conditions, the full-service retail store then sells 
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100 items generating total revenues of $13,700 with the 

resulting net operating profits of $12,200. 

Period 2: Change in PC and PN 

Now it is assumed that an increase in product 

complexity (PC) and product newness (PN) occurs due to the 

introduction of an improved product. For example, assume 

that PC and PN both increase by a value of .6 upon a scale 

measuring these parameters. Given that there is an 

exponential relationship between PC, PN and S; S increases 

from 2.0 to 3.64. It was assumed that an S value of 2.0 

represents a service cost of $1500 to the full-service 

retailer. Using this same numeric relationship, an S of 

3.64 represents a cost of providing service of about $2700; 

an increase of $1200. The full-service retailer can try to 

pass along this cost to the consumer by increasing the price 

of the product from $200 to $212. It is assumed that the 

limited-service retailer will retain the previous price of 

$185 thus D increases from $15 to $27. 

The consumer also perceives an increase in T due to the 

increase in product complexity and product newness. 

However, for the reasons previously discussed, the consumer 

perceives a lesser increase than does the full-service 

retailer. The consumer perceives an increase in T from 2.0 

to 3.04, ecjuivalent to an increase of $8 assuming the same 

numeric relationship. Now, D-T is equal to $4, which will 

cause a proportion of consumers to engage in free riding. 
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It IS assumed that the proportion of consumers free riding 

(FR) is a positive, near exponential function of the value 

D-T. At a value of D-T of $4, 5% of the market (X) is 

expected to engage in free riding. The value of X will 

remain the same since the price charged by the limited-

service retailer has not changed. 

Due to this change in PC and PN, free riding will occur 

and the quantity sold by the full-service retailer will drop 

from 100 to 90 units, resulting in an average product cost 

of $66. The limited-service retailer will increase volume 

to 110 units with an average cost of $60 per unit. Due to 

the decrease in cjuantity sold and loss of cjuantity discount, 

the full-service retailer suffers a decrease in net profits 

to $10,440. 

Period 3: Effect of Od 

The discount retailer can now pass along an additional 

$3 per product savings to customers resulting in a discount 

price of $182. As a result of this price drop, X is 

expected to increase to 225 consumers. The full-service 

retailer will try to pass along the loss in Qd to consumers 

by increasing the product price to $215, assuming no 

additional increase in product complexity and product 

newness. The consumers perceive no change in transaction 

costs due to the loss of Qd by the full-service retailer, 

thus D-T now equals 8 and FR increases to .15. Under these 

conditions, the full-service retailer will sell 79 units at 
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an average cost of $69 per product resulting in an net 

operating profit of $8,798 after covering sales service 

costs. 

The previous example illustrates that as PC and PN 

increase, the value D-T will assume some positive, non-zero 

value and a certain proportion of consumers will engage in 

free riding. The effects are moderate for a slight increase 

in PC and PN and progressively greater for a larger increase 

in PC and/or PN. Over time, consumer free riding causes a 

shift in available Qd from the full-service retailer to the 

limited-service retailer. This effectively shifts curve S 

upward at any given level of PC and PN. Since changes in Qd 

have no effect upon the perceived transaction costs of 

consumers, any loss of Qd passed along to customers will 

increase the incidence of free riding. Thus, even if PC and 

PN remain relatively stable after a shift, free riding will 

continue to increase as a function of the lost quantity 

discounts. As long as the full-service retailer tries to 

pass along these Qd losses, the cycle will be regenerative 

in nature and any further increase in PC and PN will further 

aggravate the problem for full-service retailers. 

Summary and Critigue 

As PC and/or PN increase, S is immediately increased 

due to the increased costs of training sales personnel and 

providing customer service. Over the short run, these S 

costs are borne entirely by the full-service retailer who 
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may attempt to pass along cost increases directly to 

customers. However, in a market where free riding may 

occur, these price increases will cause a change in consumer 

perceptions of the relative benefits of full-service versus 

limited-service purchase and an increase in free riding. 

Over time, Qd will be shifted from the full-service to the 

limited-service retailer due to buying shifts caused by free 

riding. This loss of Qd may cause the full-service retailer 

to further increase prices resulting in additional free 

riding and loss of Qd. This cycle may continue until the 

full-service retailer is unable to cover fixed costs. 

Depending upon the product and the market, there will 

be differing functional relationships between the size of X 

and discount price and between propensity to free ride and 

the value of ecjuation D-T. Under most conditions, these 

functional relationships will be in a form between linear 

and exponential in nature. However, the basic relationships 

specified in this model should hold regardless of the form 

of the functions X and FR. In general, consumers will 

underestimate costs incurred by retailers and will tend to 

free ride when they perceive that the full-service retailer 

is overcharging for services. Any free riding will cause a 

loss of cjuantity discounts by full-service retailers, 

further aggravating the problem. Thus, the rate at which 

free riding becomes a significant problem for a given 

retailer is related to the shape of functions X and FR. 
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But, regardless of function shape, the basic relationships 

put forth in this model will exist. 

Given the model and numeric example, why do full-

service retailers not become extinct at a very high rate? 

Three conditions help slow the demise of full-service 

retailers in the face of free riding. Retailers carry many 

different products so that customer free riding for one 

particular product will usually not cause the retailer to 

fail. Also, as the market size increases and the 

manufacturer increases quantity produced, the basic product 

prices will tend to fall. So, the full-service retailer 

will gain some benefit from the expanding market. Finally, 

if the market is expanding at a sufficiently fast rate the 

effects of customers lost due to free riding will be 

neutralized due to the increase in total market size. The 

implication of this is that once market growth slows, full-

service retailers will not survive for an extended period of 

time. 

Suggested Strategies for Full-Service Retailer 

Given the above example, it is obvious that directly 

passing costs to consumers is not a workable strategy. 

Thus, the following alternative strategic guidelines are 

offered: 

1. Over the short term, the full-service retailer should 

pass along only that portion of the increase in service 

costs perceived by the customer (that is, the full-
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service price should not be significantly higher than 

the limited-service price). The major goal for the 

full-service retailer is to garner a price high enough 

to cover variable costs. 

Over the medium to long term, several other actions can 

be taken by full-service retailers. Service offerings 

should be adjusted so that only those services which 

have a provision cost similar to the value placed upon 

them by consumers are offered. This may mean 

eliminating certain services or reducing the level and 

cjuality of those services. Certain product offerings 

should also be dropped if any product leads to an 

excess of free riding. Retailers may also attempt to 

provide services on a fee basis through the use of the 

sales staff as paid consultants. Full-service 

retailers should also attempt to extract functional 

discounts in addition to cjuantity discounts from the 

product manufacturers. Under these conditions, the 

manufacturer is forced to share a larger portion of the 

cost of the retail marketing program. Finally, the 

full-service retailers in any given product industry 

may try to consolidate so that orders for the entire 

retail organization can be placed by one entity which 

would allow further extraction of Qd from the product 

manufacturer. 
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PC 

0 
0.3 
0.6 
0.9 
1.2 
1.5 
1.8 
2.1 
2.4 
2.7 

3 
3.3 
3.6 
3.9 
4.2 
4.5 

Table 

DETERMINATION 

PN 

0 
0.3 
0.6 
0.9 
1.2 
1.5 
1.8 
2.1 
2.4 
2.7 

3 
3.3 
3.6 
3.9 
4.2 
4.5 

S 

2.00 
2.70 
3.64 
4.92 
6.64 
8.96 

12.10 
16.33 
22.05 
29.76 
40.17 
54.23 
73.20 
98.80 
133.37 
180.03 

22 

OF $S AND 

$s 

1500 
2025 
2733 
3689 
4980 
6723 
9074 
12249 
16535 
22320 
30128 
40669 
54897 
74104 
100029 
135026 

$T 

T 

2.00 
2.47 
3.04 
3.76 
4.63 
5.72 
7.05 
8.70 

10.73 
13.24 
16.33 
20.15 
24.86 
30.67 
37.83 
46.67 

$T 

15 
19 
23 
28 
35 
43 
53 
65 
80 
99 
122 
151 
186 
230 
284 
350 
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Table 22 

DETERMINATION OF QUANTITY DISCOUNT 

AVERAGE 
#SOLD UNIT$ 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

100 
100 
99 
99 
98 
98 
97 
97 
96 
96 
95 
95 
94 
94 
93 
93 
92 
92 
91 
91 
91 
90 
90 
89 
89 
88 
88 
88 
87 
87 
86 
86 
86 
85 
85 
84 
84 
84 
83 
83 

#SOLD 

41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 

AVERAGE 
UNIT$ 

82 
82 
82 
81 
81 
80 
80 
80 
79 
79 
79 
78 
78 
78 
77 
77 
77 
76 
76 
75 
75 
75 
74 
74 
74 
73 
73 
73 
72 
72 
72 
72 
71 
71 
71 
70 
70 
70 
69 
69 

#SOLD 

81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 
116 
117 
118 
119 
120 

AVERAGE 
UNIT$ 

69 
68 
68 
68 
68 
67 
67 
67 
66 
66 
66 
66 
65 
65 
65 
64 
64 
64 
64 
63 
63 
63 
63 
62 
62 
62 
62 
61 
61 
60 
60 
60 
60 
60 
60 
59 
59 
59 
59 
58 

AVERAGE 
#SOLD 

121 
122 
123 
124 
125 
126 
127 
128 
129 
130 
131 
132 
133 
134 
135 
136 
137 
138 
139 
140 
141 
142 
143 
144 
145 
146 
147 
148 
149 
150 
151 
152 
153 
154 
155 
156 
157 
158 
159 
160 

UNIT$ 

58 
58 
58 
57 
57 
57 
57 
57 
56 
56 
56 
56 
55 
55 
55 
55 
55 
54 
54 
54 
54 
54 
53 
53 
53 
53 
53 
52 
52 
52 
52 
52 
52 
52 
52 
52 
52 
52 
51 
51 


