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A B S T R A C T   

Redeeming purchases using discounted credit (i.e., store credit bought at a lower price than its face value) is 
widespread, but its mental accounting implications remain unclear. This work finds that consumers making 
multiple redemptions on separate occasions with the same discounted credit do not perceive all redemptions as 
equally discounted. Redemptions made earlier in that discounted credit’s spending life cycle (upstream re
demptions) are perceived as less discounted than redemptions made later (downstream redemptions). This 
“disproportionate redemption discounting” effect occurs because users feel more certain that they can deplete 
their credit when they make downstream redemptions and feel like they have the freedom to mentally assign the 
discounted credit savings unevenly among multiple redemptions. Relatedly, individuals have higher willingness 
to pay when making downstream redemptions than upstream redemptions. Disproportionate redemption dis
counting and its’ behavioral consequences are unique to discounted credit and do not generalize to all store 
credit.   

1. Introduction 

Consider two consumers who each bought a $100 gift card for $80 
during a promotion. The first consumer redeems this entire card on a 
$100 item. Because her gift card was discounted by $20, she feels that 
she paid $80 for this item instead of $100. The second consumer instead 
depletes her gift card on multiple purchases across several store visits 
rather than in a single transaction. Does this consumer mentally divide 
the card’s $20 discount proportionately across each redemption, or does 
she feel that certain redemptions are more discounted than others? 
Factors that impact the perceived costs of these redemptions have im
plications on a range of consequential behavioral outcomes, such as 
willingness to pay and choice (Drèze & Nunes, 2004; Lichtenstein & 
Burton, 1989). 

We define promotions like these discounted gift cards as “discounted 
credit”: prepaid store credit bought at a lower price than its face value. 
Discounted credit comes in various forms. Stores can directly sell dis
counted credit to customers, such as when a gym sells a pass for five 
classes at the cost of three classes (Khouja, Pan, Ratchford, & Zhou, 
2011; Price, 2018); hotels and airlines sometimes sell their points at a 

discount; Groupon and similar sites base their business models on selling 
discounted credit as vouchers to redeem at participating partner busi
nesses (Edelman, Jaffe, & Kominers, 2016); and finally, gift cards can 
end up reselling on customer-to-customer marketplaces—a billion- 
dollar industry in the United States (Groenfeldt, 2014; Gunasti & Bas
kin, 2018; Offenberg, 2007). Raise.com, one online seller of discounted 
gift cards, attracted 2 million buyers in less than 5 years, who saved an 
aggregate of $150 million (Raise, 2021). Despite discounted credit’s 
prevalence in the marketplace, there is little research dedicated to how 
consumers interact with it, and to our knowledge, no research docu
ments how people perceive the cost of their discounted credit 
redemptions. 

Consumers generally purchase undiscounted credit (face value equals 
purchase price) as gifts to others (National Retail Federation, 2019) but 
also habitually purchase discounted credit (face value exceeds purchase 
price) for themselves (Cardcash, 2018; Data, 2018) because using dis
counted credit can lead to savings (Garretson & Burton, 2003; Mela, 
Gupta, & Lehmann, 1997). We assume that, because consumers save 
money when using discounted credit, consumers may consequentially 
perceive their redemptions as discounted. For example, if a consumer 
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depletes a $100 credit purchased for $80 on a single $100 item, she may 
evaluate her $20 savings jointly with the redemption and perceive the 
cost as a net $80. However, a discounted credit applied across multiple 
redemptions, rather than a single redemption, results in ambiguity 
regarding which redemption the consumer will attribute her savings. 

This research finds that, when a discounted credit is redeemed across 
multiple transactions, upstream redemptions (i.e. redemptions made 
earlier in a discounted credit’s spending life cycle, when remaining 
balance is higher) are perceived as less discounted than downstream 
redemptions (i.e. redemptions made later in a discounted credit’s 
spending life cycle, when remaining balance is lower). Consumers 
mentally divide the savings they earn from discounted credit unevenly 
across redemptions, an effect we term “disproportionate redemption 
discounting.” To illustrate this effect, in one pretest, we asked 153 
university students how much they perceive two $20 redemptions to 
cost when purchased on two sequential occasions with the same $40 face 
value gift card (purchased at $30). We found that Redemption 1’s 
Perceived Cost – Redemption 2’s Perceived Cost was positive (M =
$8.54, SD = $12.87) and significantly higher than 0 (t(152) = 8.21, p <
.001). This suggests that individuals feel like the upstream redemption is 
more expensive (i.e. less discounted) than the downstream redemption 
despite both redemptions having identical prices and being purchased 
with the exact same gift card. 

Herein, we document the novel disproportionate redemption dis
counting effect and discuss factors that drive and mitigate this effect. 
Because this work primarily examines how people perceive the cost of 
their redemptions, we next review the mental accounting literature. 

2. Theoretical background 

2.1. Malleable mental accounting and categorizing ambiguous gains 

Mental accounting research studies how people psychologically 
organize and interpret money flows (Thaler, 1999). Mental accounts are 
the mental representations of physically splitting large sums of money 
into separate “tin cans,” prepared for different purposes (Heath & Soll, 
1996; Prelec & Loewenstein, 1998; Rainwater, Coleman, & Handel, 
1959). Sums of money grouped under the same mental account are 
evaluated jointly and sums of money in different mental accounts are 
evaluated separately (Choi, Laibson, & Madrian, 2009; Henderson & 
Peterson, 1992; Hsee, 1996; Read, Loewenstein, Rabin, Keren, & Laib
son, 1999). 

As people earn money, such as when they receive savings upon using 
discounted credit, they will automatically distribute that new money 
into an existing and already labeled mental account. People naturally 
group incoming new money under existing mental accounts because 
categorizing elements together makes the tracking of money easier 
(Cohen & Basu, 1987). But under which mental account do individuals 
choose to mentally file a new money under? In general, consumers put 
the money into the account with the strongest perceived association with 
that money, such that the money naturally brings the account to mind 
and vice versa (Prelec & Loewenstein, 1998). 

Research also finds that consumers will often file a new gain under 
the mental account of a specific purchase. This occurs if the gain and the 
account have a logical association (Prelec & Loewenstein, 1998). For 
example, if a consumer makes an online purchase (e.g. $100) and earns 
cash back ($5 cash back), the consumer might evaluate the cash back 
and the price of the purchase jointly, deducting the cashback from the 
price of the purchase (i.e. perceiving the purchase to cost $95). This 
evaluation feels justifiable to the consumer because the purchase is 
triggered by, and is therefore related to, the cash back (Vana, Lam
brecht, & Bertini, 2018). Another way a gain might be grouped with a 
purchase-specific account is when the gain doubles as a payment for a 
purchase. For example, when a consumer receives a gift card for their 
birthday and proceeds to spend it on a laptop, the consumer may asso
ciate the gift card’s value with the laptop’s mental account and record 

the laptop’s perceived cost as less expensive than its price (Cheng & 
Cryder, 2018). As these examples suggest, there is evidence that in
dividuals mentally put new sums of money (e.g., cashback/gift card) 
into specific purchases’ mental accounts, which in turn causes these 
individuals to mentally reduce the corresponding purchases’ costs. 

We propose that a consumer who depletes discounted credit on a 
redemption will likely categorize their savings into that redemption’s 
mental account. As such, the savings associated with the credit would be 
evaluated jointly with the redemption’s price and cause the redemption 
to feel discounted. However, when a discounted credit is spent on mul
tiple redemptions, the savings derived are logically associated with 
multiple redemptions’ accounts. In such a case, ambiguity arises as to 
which redemption’s account this savings should be filed under. This 
ambiguity is the basis of “malleable mental accounting” (Cheema & 
Soman, 2006), which describes that, when a sum of money is justifiably 
associated with multiple accounts, consumers have the flexibility to 
choose under which account(s) to file this money. 

We theorize that a discounted credit redeemed across multiple re
demptions is susceptible to malleable mental accounting because each 
redemption is justifiably related to the newly earned discounted credit 
savings. In this state of ambiguity, the discounted credit user can choose 
to categorize their savings in one of two ways. First, individuals can 
mentally prorate and distribute the savings proportionately across all 
redemption accounts. However, based on our pretest, it appears that 
individuals more frequently choose to disproportionately divide their 
savings across redemption accounts, leaving redemptions to feel un
equally discounted. In the next section, we provide an explanation for 
why discounted credit users may choose to engage in disproportionate 
redemption discounting. 

2.2. Practicing malleable mental accounting to reflect uncertainty 

A consumer takes on some risk when buying discounted credit. 
Discounted credit requires the consumer to prepay for benefits prior to 
consuming them. Upon prepayment, the consumer is in a subjectively 
uncomfortable loss state until he exchanges the prepaid credit for 
enough redemptions to save some money or at least break even (Ells
berg, 1961; Imas, 2016; Rabin & Thaler, 2001). Before a discounted 
credit is fully depleted, a consumer likely feels some uncertainty con
cerning if and when he can leave this loss state, what redemptions he 
will make, as well as how much money he will ultimately save 
(Novemsky & Kahneman, 2005; Tversky & Kahneman, 1992). This un
certainty is warranted, as discounted credit commonly goes unredeemed 
or is not redeemed to its full potential (Chen, Moorthy, & Zhang, 2005; 
Horne, 2007; Pechmann & Silk, 2013). For example, $1 billion worth of 
gift card value goes unused every year because people misplace their 
cards or cannot find enough desirable redemptions to use their cards on 
(Union, 2006). 

We predict that, when redeeming a discounted credit, a consumer 
factors in how certain he is that he can use the entire remaining value of 
his credit when deciding how much money he perceives he is saving on 
that particular redemption. If the consumer is highly certain he will 
eventually deplete his credit, the consumer may feel licensed to mentally 
allocate a fair proportion of his discounted credit savings to the re
demption’s account, even if that redemption alone does not deplete the 
entire credit. However, if a consumer is uncertain as to whether he will 
be able to deplete his remaining credit, this consumer might feel that 
mentally allocating a large piece of his discounted credit savings to the 
present redemption’s account is premature or inaccurate. 

Using a single discounted credit on multiple redemption occasions 
implies that credit depletion certainty varies across the different 
redemption occasions. There should be less credit depletion certainty 
early on, when the unredeemed credit balance is at its highest and when 
the consumer is furthest away from depleting the credit. As the credit 
balance is exchanged for benefits, the consumer becomes more certain in 
depleting the discounted credit. Thus, we predict that individuals will 
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feel more inclined to attribute larger proportions of the discount to 
downstream redemptions than upstream redemptions. Consequently, 
individuals who are certain that they will deplete their discounted credit 
(even when their credit’s remaining balance is still high) should be less 
likely to unevenly discount upstream versus downstream purchases. For 
example, if a discounted credit is a very fungible Visa gift card (versus a 
less fungible store-specific card), consumers should not need to worry 
about not using up the entire gift card and will thus more evenly dis
count purchases made with this gift card. 

Formally, we offer the following disproportionate redemption dis
counting hypotheses: 

H1: When consumers redeem a single discounted credit on multiple 
redemptions, downstream redemptions are perceived as more dis
counted than upstream redemptions. 
H2: This effect is weaker when consumers are more certain that they 
can fully deplete their discounted credit. 

Existing literature has suggested that consumers take advantage of 
mental accounting flexibility to bypass self-control and extract pleasure 
from purchases (Cheema & Soman, 2006). This work adds to this liter
ature by showing that there are occasions where consumers also use 
posting flexibility to maintain self-control and prevent themselves from 
recognizing savings before locking in these absolute gains, a novel 
theoretical insight. We predict that the average consumer does not want 
to perceive redemptions as too discounted until credit depletion is def
inite, an idea reflected in differences in discounting upstream versus 
downstream redemptions’ perceived costs. 

2.3. Generalizability of disproportionate redemption discounting 

Buying discounted or undiscounted credit is similar to prepaying for 
future consumption. Prepaying for future consumption has received 
some academic attention (e.g., Arkes & Blumer, 1985; Thaler, 1980; 
Thaler, 1985; Xie & Shugan, 2001) and is related to payment depreci
ation (Gourville & Soman, 1998). Payment depreciation is the idea that 
consumers mentally devalue or forget prepayment costs when there is a 
long enough time between prepayment and redemption of a good (Arkes 
& Blumer, 1985; Shafir & Thaler, 2006; Soman & Gourville, 2001). With 
the passage of time, consumers feel desensitized to the cost of the pre
payment, such that even if the redemption benefit is forgone, the pain of 
the prepayment does not feel so salient (Shafir & Thaler, 2006). 

Prepaying for discounted credit, undiscounted credit, or a product 
directly should all exhibit payment depreciation given a long enough 
period of time (Gourville & Soman, 1998). Importantly, we stress that 
the disproportionate redemption discounting effect is not the same effect 
as payment depreciation. Specifically, we predict that the dispropor
tionate redemption discounting effect only occurs when people redeem 
discounted credit and not when they redeem undiscounted credit whereas 
payment depreciation should exist regardless of whether the credit 
redeemed was discounted or not. 

Why should disproportionate redemption discounting only exist 
when individuals redeem discounted credit? As previously discussed, a 
critical attribute of disproportionate redemption discounting is that it 
relies on individuals engaging in malleable mental accounting. 
Malleable mental accounting makes a consumer choose which 
redemption account(s) to allocate the savings they will derive from 
redeeming discounted credit to when there is not an obvious answer. For 
individuals to engage in malleable mental accounting, two conditions 
need to be met. First, there must be an ambiguous sum of money that 
needs to be mentally categorized. Second, consumers must have the 
perceived freedom to choose how to categorize that money. In an 
example case of discounted credit, a purchase of a $100 credit for $80 
introduces $20 in savings. This new gain’s existence prompts and 
licenses individuals to practice malleable mental accounting (i.e., decide 
under which redemption account(s) to put this gain), which may cause 

the item’s perceived cost to feel lower than its price. In contrast, buying 
and spending “undiscounted” prepaid credit (e.g., $100 credit for $100) 
introduces no savings that require allocation. There is no reason to start 
mentally adjusting any redemption’s perceived cost to an amount that is 
different from its price. Thus, we formally hypothesize: 

H3: Disproportionate redemption discounting is unique to dis
counted credit (versus undiscounted credit). 

We note that, in our experiments, we compare participants making 
redemptions using discounted credit with a conservative control group 
of participants making redemptions using undiscounted credit to 
demonstrate how our main effect is not simply capturing payment 
depreciation. 

2.4. Framing discounted credit as dollars versus percentages 

How might discounted credit sellers encourage consumers to 
mentally discount multiple redemptions made with the same credit 
equally? Prior research suggests that the way in which prices and dis
counts are framed can influence consumers’ perceptions of savings 
(Darke & Chung, 2005; González, Esteva, Roggeveen, & Grewal, 2016; 
Krishna, Briesch, Lehmann, & Yuan, 2002). In the discounted credit 
context, we argue that numeric gain frames (e.g., “buy a $100 gift card 
for $80 and save $20”) encourage disproportionate redemption dis
counting because consumers are presented with a savings dollar amount 
that they must personally distribute across mental accounts of their 
choosing. However, if the same savings is instead framed and remem
bered solely as a percentage (e.g. save 20% off a $100 gift card), the 
seller is suggesting a discount distribution for the consumer to anchor 
on. We predict that discounted credit offers presented only in percent
ages (e.g., 20% off gift card purchases) might mitigate our main effect 
because these percentages double as recommendations on how much 
consumers should discount each redemption. 

H4: Disproportionate redemption discounting is weaker when the 
discounted credit gain is framed in percentages instead of dollars. 

2.5. Related behaviors 

What are some consequences of disproportionate redemption dis
counting and why might businesses care about this mental accounting 
effect? We propose that if certain redemption occasions feel systemati
cally more discounted than other redemption occasions, then people’s 
redemption choices at different points in a discounted credit’s spending 
life cycle may also differ. While the “perceived cost” of redemptions is 
contained entirely inside one’s head, it is inextricably related to other 
more consequential downstream effects (Berger, Draganska, & Simon
son, 2007). 

Research documents that varying perceived costs influences other 
variables such as perceived transaction utility, pain of paying, and most 
importantly, choice (Diamond & Campbell, 1989; Drèze & Nunes, 2004; 
Kahneman, Knetsch, & Thaler, 1986; Thaler, 1983, 1985; Winer, 1986). 
Empirical evidence specifically finds that a lower perceived cost is 
linked with a higher purchase likelihood (e.g., Cheng & Cryder, 2018). 
Thus, in this research, we predict that the leftover balance amount 
(small versus large remainder value) on a user’s discounted credit, 
which determines whether the upcoming redemption is “upstream” or 
“downstream,” not only influences the perceived cost of that upcoming 
redemption, but also that individual’s choice of what to redeem at that 
occasion. 

H5: Consumers choose more expensive goods as downstream re
demptions than as upstream redemptions. 

Our work makes several contributions. First, whereas existing 
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literature in malleable mental accounting documents how consumers 
have the freedom to choose under which single account to allocate a new 
and not-yet-categorized gain or loss (Cheema & Soman, 2006), this work 
shows the novel theoretical insight that consumers can mentally divide 
an uncategorized gain and post it unevenly towards multiple different 
purchases’ mental accounts. Next, we establish that people feel some 
inherent level of uncertainty when they prepay and use discounted 
credit, which influences judgments of redemptions’ costs and contrib
utes to our understanding of how people psychologically process the 
discounted credit. We document disproportionate redemption dis
counting, a new mental accounting effect, and discuss factors that 
moderate this effect as well as this effect’s related behavioral conse
quences – information useful for firms and managers selling discounted 
credit. 

3. Study 1 

In Study 1, we find that, when a single discounted credit is depleted 
on two redemption occasions, the upstream redemption feels less dis
counted than the downstream redemption. In this study, we also show 
that this effect disappears when people redeem undiscounted credit, 
demonstrating that the disproportionate redemption discounting we 
uncover is not the same effect as payment depreciation. 

3.1. Method 

Participants were 144 mTurkers (men = 55.3%, median age = 34) 
from the United States. Participants were randomly assigned to one of 
two conditions. In one condition, participants read that they purchased a 
$20 face value pharmacy gift card for $10 on promotion (discounted 
credit condition). In the other condition, participants read that they 
purchased a $20 value pharmacy gift card for $20 (undiscounted credit 
condition). 

Participants entered the virtual pharmacy, where they saw six 
essential items (e.g., toilet paper; Tylenol) on a display shelf. The items 
ranged from $4 to $16 in price. Participants read that the store “has 
these essential items still in stock but they are low in supply. You can 
redeem any of these items below with your prepaid card but you can 
only redeem one item on this trip.” This study was run in April 2020, at a 
time when it was not unusual for stores to limit the number of essential 
items each customer could buy. 

After participants chose an item to redeem (Redemption 1), we for
warded participants to a check out page where they imagined paying for 
this product with their store credit. Then, we asked participants how 
much money they “feel” like they spent on this redemption to measure 
Redemption 1’s “perceived cost” (open-ended response). 

Next, participants imagined that they are back at that store again on 
a different trip. They viewed the virtual store shelf again and indicated 
which one item they would redeem. The virtual store had the same 
available essential item options in stock and participants were only 
allowed to redeem one product again (Redemption 2). For Redemption 
2, participants were allowed to choose the same essential item they 
chose as Redemption 1 or a different item. After choice, we asked par
ticipants for Redemption 2′s perceived cost (open-ended response) on a 
checkout page. 

3.2. Results and discussion 

All participants imagined sequentially choosing two items to redeem 
from this store with prepaid credit. After the two redemptions, 31.25% 
percent of participants depleted their credit. The remainder balance left 
on the credit was an average of $4.65 (SD = $3.99). In this study, we 
assume that each redemption is truly wanted by participants, as all items 
on the virtual shelf were essential utilitarian goods, and participants 
were given the choice to pick out which essential item to buy. Thus, 
based on our design, product desirability should not be considered an 

explanation for discounting differences of Redemption 1 and Redemp
tion 2. 

We used the formula (redemption price – redemption perceived 
cost) ÷ redemption price to calculate the “perceived savings” percentage 
allocated to each redemption. For example, if someone felt their $10 
priced Redemption 1 was $7 in perceived cost, this formula would 
indicate that his Redemption 1’s perceived savings is 30%. We used this 
perceived savings percentage variable to compare whether Redemption 
1 and Redemption 2 were perceived as equally discounted. 

We ran a 2 (credit type: discounted, undiscounted) × 2 (redemption 
occasion: 1, 2) mixed subjects ANOVA on perceived savings percentage 
and found a significant interaction effect; F(1, 142) = 4.71, p < .05, 
partial η2 = 0.03. Those in the discounted credit condition felt, on 
average, that they saved 7.31% on Redemption 1 and 26.56% on 
Redemption 2, a 19.25% difference (p < .05). In other words, discounted 
credit users perceived the downstream redemption as more discounted 
than the upstream redemption, despite how both redemptions were 
made with the same prepaid discounted credit. In contrast, participants 
who redeemed undiscounted credit did not feel that the downstream 
redemption was more discounted than the upstream redemption 
(Redemption 1 perceived savings = 1.13%; Redemption 2 perceived 
savings = 1.96%; difference = 0.73%; p > .10; see Fig. 1). 

Study 1 reveals that participants spending discounted credit are more 
inclined to mentally discount a downstream redemption than an up
stream redemption, supporting H1. We find that this effect does not 
occur when consumers redeem undiscounted prepaid credit, supporting 
H3. Because we know payment depreciation should occur for both dis
counted and undiscounted credit (Gourville & Soman, 1998), we 
conclude that the disproportionate redemption discounting is distinct 
from payment depreciation. 

4. Study 2 

In Study 2, we test whether the disproportionate redemption dis
counting is moderated by a priori credit depletion certainty. We predict 
consumers may feel it is premature and inaccurate to allocate a large 
piece of their anticipated discounted credit savings to upstream re
demptions when downstream redemptions may never materialize. The 
natural difference in credit depletion certainty at various redemption 
occasions likely causes disproportionate discounting of these re
demptions. By that logic, if consumers know, a priori to making any 
redemptions, that they will definitely use all of their credit, credit 
depletion certainty should be constantly high across all redemptions 
occasions and all redemptions made with the same credit should be 
viewed as equally discounted. 

4.1. Method 

Participants were 123 university students (men = 40.4%, median 
age = 20 years), who read a scenario, inspired by Soman and Gourville 
(2001), in which they imagined prepaying for either a discounted or 
undiscounted 3-day ski pass, depending on their randomly assigned 
condition: 

Imagine that you are planning to go on a ski vacation in Colorado for 
three days in the last few days of the season with your friends. Before 
you arrive, you see as an online promotion, the resort is offering non- 
refundable 3-day passes. Normally, lift tickets cost [$100 per day, 
but this 3-day pass is $200, which can be considered getting a dis
count]/[$67 and this pass is $200, which can be considered equiv
alent to paying for 3 days]. You decide to purchase a pass online 
ahead of time to avoid queuing for lift tickets each day. 

We then randomly assigned these participants to a second condition 
that varied their likelihood of using the ski pass for all three days. Those 
in the low certainty condition read: 
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In days when conditions are bad, your ski group may consider 
skipping skiing and doing something else instead in the area. For the 
3 days you are planning on skiing, you see a forecast that there may 
be some time when skiing conditions are not ideal, 

but those in the high certainty condition read: 

You will definitely go ski for all three days. In fact, your friends have 
already all agreed to ski the entire time and even rented a ski house 
next to the slopes. 

Participants sequentially learned that they went skiing on each day 
and indicated how much they perceived to have paid for ski access for 
each day (open-ended response) before finding out if they are able to ski 
on the next day. For example, on the first page of the survey after the 
scenario introduction, participants read that they went skiing on Day 1 
of their trip. They provided their perceived cost of their ski access for 
Day 1 before we presented information and questions about Day 2 skiing 
on the next page and Day 3 skiing on the page after that. Participants 
learned they had skied all three days (thus depleting the full value of the 
credit) only when the questions regarding the third day appeared on the 
last page. 

4.2. Results and discussion 

We ran a 2 (credit type: discounted, undiscounted) × 2 (credit 
depletion certainty: low, high) × 3 (redemption occasion: 1, 2, 3) mixed- 
subjects ANOVA on perceived cost of ski access for each day. Table 1 
reports full details (means, standard deviations, contrasts) about this 

significant three-way interaction (F(1, 119) = 6.58, p = .01, partial η2 =

0.05). 
Results of this model suggest that participants only felt that the three 

days’ ski access was different in cost from one another when participants 
imagined using discounted credit and had low credit depletion certainty 
(F (1, 33) = 17.07; p < .001, partial η2 = 0.34) but not in any other 
condition (ps > 0.10). For example, examining those who were using 
discounted credit, we see that participants with high depletion certainty 
felt that Day 1′s ski access costed $74.50 on average (Day 3 = $64.67) 
while participants with low depletion certainty felt that Day 1′s ski ac
cess costed $87.65 on average (Day 3 = $43.68), a significant difference 
(p < .05). 

Study 2 replicates the main effect results of Study 1. Disproportionate 
redemption discounting occurs when people redeem discounted credit; 
the effect does not hold when people redeem undiscounted credit. In 
addition, Study 2 finds that discounted credit users who are less certain 
that they can fully deplete their credit are more susceptible to dispro
portionate redemption discounting, supporting H2. We argue that this 
low credit depletion certainty is more reflective of real life than high 
credit depletion certainty, as consumers are aware that many gift cards 
and store-credits are never fully depleted (Pechmann & Silk, 2013). 

5. Study 3 

In Study 3, we test a context in which discounted credit sellers can 
help consumers discount their discounted credit redemptions more 
proportionately. We propose that when sellers frame discounted credit 
savings in percentages, consumers may feel more inclined to consider all 
redemptions as discounted by that percentage. This is because, when 
discounted credit savings are framed in dollars, a consumer may feel the 
need to personally decide how much discount to assign to each 
redemption. If, instead, these savings are framed solely as a percentage, 
consumers may use that percentage as an anchor or a guide. They can 
apply that already-provided percentage across all redemptions, which 
allows them to perceive each redemption as equally discounted. 

5.1. Method 

Participants were 181 undergraduate students from a large U.S. 
public university (men = 55.2%, median age = 19 years) who completed 
the survey for course credit. The study scenario was a local furniture 
advertising selling discounted credit. The participants were randomly 
assigned to the dollar (i.e., “Imagine that you took advantage of this 
promotion and got a $120 gift card for $60. This means that you can save 

Fig. 1. Study 1 Perceived Savings of Each Redemption.  

Table 1 
Study 2 Results.  

Purchase Occasion Mean Perceived Purchase Cost by Condition Type 

Discounted Credit High Certainty (SD) Low Certainty (SD) 
Day 1 Redemption $74.50 ($13.65)a $87.65 ($34.21)a* 

Day 2 Redemption $75.38 ($13.56)a $73.59 ($20.16)b 

Day 3 Redemption $64.67 ($22.36)b $43.68 ($32.48)c*  

Undiscounted Credit High Certainty (SD) Low Certainty (SD) 
Day 1 Redemption $74.03 ($25.12)a $71.36 ($11.58)a 

Day 2 Redemption $68.84 ($10.65)a $72.64 ($14.42)a 

Day 3 Redemption $67.35 ($19.44)a $69.04 ($10.46)a 

Notes: Contrast effects are denoted by superscript letters and asterisks. Means in 
the same condition (column) that share a letter are insignificantly different from 
each other at p = .05. Means in the same row that contain asterisks are statis
tically different at p = .05. 
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up to $60 on furniture in this store”) or percentage (i.e., “Imagine that 
you took advantage of this promotion and got a $120 gift card at 50%. 
This means that you can save up to 50% off on furniture in this store”) 
condition. In this study, we also controlled for stimulus selection and 
calculation difficulty by running multiple versions of this stimulus, 
which varied the discount size of this $120 gift card (e.g., “$120 gift card 
for $90”/ “$120 gift card at 25% off”). 

Next, all participants read about making three $40 redemptions at 
this furniture store; they indicated their perceived cost of each purchase 
(open-ended responses). Finally, we gathered measures of credit 
depletion certainty at different redemption occasions, asking “How 
confident are you that you will deplete the remainder of your gift card in 
future visits?” and “How certain are you that you will use the entirety of 
your gift card that you prepaid for?” on 1 (“not at all”) to 9 (“extremely”) 
scales (α = 0.92) after they read about Redemption 1. 

5.2. Results and discussion 

We ran a 2 (discount frame: dollars, percentage) × 3 (redemption 
occasion: 1, 2, 3) mixed-subjects ANOVA on perceived cost of redemp
tion and found a significant interaction effect; F(1, 178) = 4.15, p < .05, 
partial η2 = 0.02. To describe this interaction, participants felt that 
Redemption 3 was $7.98 less expensive than Redemption 1 and $3.99 
less expensive than Redemption 2 when the discounted credit’s discount 
was framed in dollars. In contrast, these differences shrank when the 
discount is framed in percentages (Redemption 1 – Redemption 3 =
$1.27; Redemption 2 – Redemption 3 = -$0.90). 

A one factor ANOVA (discount frame: dollar, percentage) on credit 
depletion certainty revealed that discount frame did not statistically 
impact credit depletion certainty (Mpercentage = 6.64, SD = 1.98; Mdollars 
= 7.04, SD = 2.04; F(1, 180) = 1.76, p > .10, partial η2 = 0.01). 
Together, these results suggest that whether sellers frame discounted 
credit as dollars off or percentages off face value does not affect par
ticipants’ certainty of depletion judgments but these framing differences 
do impact disproportionate redemption discounting tendencies. 

Study 3 reveals that participants who see a discounted credit savings 
framed as a percentage are more likely to evenly discount their re
demptions than participants who see them framed as dollars. The per
centage frame likely reduces consumers’ need to personally choose how 
to divide and allocate these savings; instead, the percentage serves as a 
constant predetermined amount of savings to anchor on and apply to 
every redemption’s account. Study 3 thus reveals a tactic that sellers can 
use to attenuate buyers’ disproportionate redemption discounting effect, 
supporting H4. 

6. Study 4 

Up to this point, the studies primarily focused on consumers’ mental 
accounting of discounted credit. The primary dependent variable of 
interest was the psychological construct of “perceived cost” of re
demptions. We found that downstream redemptions feel less costly or 
more discounted than upstream redemptions. In Study 4, we test if 
discounted credit users consequently have higher willingness to pay 
during downstream versus upstream redemptions. 

6.1. Method 

Participants were 262 undergraduate students (males = 61.8%; 
median age = 20) from a large public university in the United States. 
Participants imagined prepaying for a $50 face value credit to Grubhub, 
a restaurant-food delivery platform. Participants were randomly 
assigned to one of two conditions. Those in the “discounted credit” 
condition versus “undiscounted credit” condition imagined paying $25 
versus $50 respectively for this $50 credit. Next, participants were 
randomly assigned to one of two redemption occasion conditions. Those 
in the upstream redemption condition imagined that they have the full 

$50 left on their credit balance to redeem for benefits. Those in the 
downstream redemption condition imagined that they have used up half 
of their credit already, leaving them with $25 left on their credit balance 
to redeem for benefits. 

Participants next examined a restaurant menu and were told to 
indicate the item from this menu they would most likely order for din
ner. We indicated that participants can use their Grubhub credit to pay 
for all or a portion of their entrée redemption. The menu had entrees that 
ranged in price from $8 to $26. Participants were not forced to purchase 
any of the entrees if nothing on this menu appealed to them. In total, 8 
participants in the undiscounted credit condition and 6 participants out 
of the 262 total participants did not choose any entrée, so we removed 
them from analyses. We note that keeping them in our analyses does not 
change the results of this study if we code their selected entrée choice as 
zero in price. 

6.2. Results and discussion 

We ran a 2 (credit type: discounted, undiscounted) × 2 (redemption 
occasion: upstream, downstream) between-subjects ANOVA on the price 
of the selected entrée (focal redemption) and found a significant inter
action (F(1, 244) = 6.78, p < .01, ηp = .03). For those in the undis
counted credit condition, redeeming an upstream versus a downstream 
redemption did not influence the average price of the chosen redemp
tion (Mupstream = $12.16, SD = $4.51; Mdownstream = $11.17, SD = $3.88; 
p > .10); however, for those in the discounted credit condition, those 
making an upstream redemption chose a less expensive option (M =
$13.38, SD = $5.56) than those making a downstream redemption (M =
$15.56, SD = $4.91); p < .05. 

Results of this study suggest that the remaining balance on a dis
counted credit not only influences the perceived cost of the next 
redemption (as seen in Studies 1–3), but also willingness to pay for the 
next redemption. Even though all discounted credit consumers were 
purchasing an entrée with a $50 gift card (bought at $25), those with 
$50 left on their card balance purchased a less expensive entrée when 
compared to those with $25 left on their card balance. Thus, in this 
study, we find that discounted credit holders appear to have a higher 
willingness to upgrade to more expensive redemption choices as their 
credit balance diminishes, supporting H5. 

7. General discussion 

This article identifies that discounted credit users do not necessarily 
perceive all redemptions made with a single discounted credit as equally 
discounted. In Study 1, we find the basic effect of disproportionate 
redemption discounting; discounted credit users feel that upstream re
demptions are less discounted than downstream redemptions. This ef
fect does not hold when people redeem undiscounted credit. Study 2 
identifies credit depletion certainty as a moderator; discounted credit 
users who are certain that their credit will be depleted in the future are 
less likely to unevenly discount their redemptions. Study 3 finds that the 
disproportionate redemption discounting effect is mitigated when the 
discounted credit is framed solely in percentage terms at point of sale. 
Study 4 finds that redemption occasion (upstream vs. downstream) not 
only influences perceived cost but also influences users’ willingness to 
pay and redemption choice. 

7.1. Contributions 

This research advances work on price promotions. Despite a rich 
body of literature on price promotions in business research (Bogomo
lova, Szabo, & Kennedy, 2017; Chandrashekaran & Grewal, 2006; Chu & 
Liao, 2010; Kuntner & Teichert, 2016), we know of no studies that 
specifically examine the “discounted credit” promotion. We begin to 
address this research gap by defining what discounted credit is and 
exploring how consumers using discounted credit make choices. Noting 
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the prevalence of discounted credit sales in various retail industries, our 
research informs readers about the unique psychology behind dis
counted credit redemptions as well as provides ideas on how businesses 
should frame and sell discounted credit. 

This work also contributes to mental accounting theory. While pre
vious literature on malleable mental accounting has only documented 
that individuals are capable of choosing under which mental account to 
allocate an ambiguous gain (Cheema & Soman, 2006), our research 
shows that individuals are also capable of mentally splitting one gain 
into pieces and dividing those pieces across multiple redemption ac
counts of their choosing. In addition, most existing malleable mental 
accounting literature documents how individuals are pleasure machines 
who capitalize on categorization ambiguity when mentally recording 
new gains and losses in order to maximize pleasure and bypass self- 
control (Cheema & Soman, 2006; Kivetz, 1999; Shafir & Thaler, 
2006). We identify that disproportionate redemption discounting is one 
example in which malleable mental accounting facilitates self-control. 
Our results establish that consumers can use malleable mental ac
counting to express their uncertainty judgments and expectations of 
future loss, opting out of enjoying a discount prematurely. 

7.2. Limitations 

A major assumption this work makes is that discounted credit users 
are not evaluating all redemptions made with the same discounted 
credit as a bundle. In our experiments, we ask consumers how dis
counted or costly they perceive a redemption to be at “checkout time”, 
which leads redemptions’ perceived costs to be always evaluated in 
isolation from one another. While it is possible that certain discounted 
credit users will see redemptions made with a single discounted credit as 
a bundle instead of as separate components, we think that this possibility 
is unlikely, especially in the gift card context. Redemptions made with 
the same gift card often do not belong in the same product categories 
and might be temporally separated; they shouldn’t feel cognitively 
associated with one another to merit grouping together as a bundled 
cost. 

7.3. Future research 

As the first work to study the psychology of discounted credit, this 
work primarily focuses on examining the perceived costs users mentally 
assign to redemptions. However, discounted credit influences a range of 
other dependent variables beyond perceived costs. 

Because consumers often derive quality, value, and utility inferences 
from costs (Lichtenstein & Burton, 1989; Zeithaml, 1988), future 
research can explore if there are differences in inferred quality across 
discounted credit redemptions. For example, a product purchased as an 
upstream redemption may feel undiscounted and high quality while that 
same product purchased as a downstream redemption may feel more 
discounted and low quality. On a related note, future research can 
determine whether discounted credit could be a viable price promotion 
to bypass the problem of reference price reduction, a common problem 
that many other types of price promotions face. For example, while a 
20% discount on a product may cause consumers to devalue this prod
uct’s inherent worth, redeeming this product with a 20% off discounted 
credit may circumvent this outcome. 

Another potential area in the discounted credit domain that merits 
future research is exploring the range of different consumer emotions 
that might accompany buying and spending discounted credit. Specif
ically, consumers may feel increasing relief as they get closer to credit 
depletion. However, discounted credit users may also experience vary
ing levels of fear of never depleting their credit to its maximum potential 
across redemption occasions. Finally, people might also feel post- 
purchase regret if they are eager to deplete their store credit yet don’t 
actually like the redemption options at that store. We note that these 
predicted emotional responses of using discounted credit might also 

generalize to all prepaid credit. 
A related variable to explore in the future could be the pain of pay

ment discounted credit users feel during redemptions. It is possible that 
perceived costs and pain of payment for redemptions are highly corre
lated as lower cost may yield lower pain. It is also possible that pain of 
payment for redemptions are uniformly low when people redeem dis
counted credit because spending credit is known to instill lower pain 
than spending cash (Raghubir & Srivastava, 2008) and users might feel 
only pleasure as they redeem their discounted credit for benefits. Pain of 
payment may also be a predictor of related downstream choices. For 
example, lower pain of paying might give discounted credit users license 
to spend their credit on hedonic redemptions instead of utilitarian re
demptions (Kivetz, 1999; O’Curry & Strahilevitz, 2001). 

8. Conclusion 

Consumers who pay for multiple purchases using a single discounted 
credit do not necessarily mentally consider each redemption as equally 
discounted. On average, discounted credit users more heavily mentally 
discount redemptions when they are closer to depleting discounted 
credit. This effect primarily occurs because discounted credit lends itself 
well to users mentally altering redemptions’ perceived costs. Varying 
redemptions’ cost perceptions is related to differences choices, making 
disproportionate redemption discounting and spending discounted 
credit important ideas to understand. 
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