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IT'S EASY TO JOKE ABOUT |
ECONOMISTS' FASCINATION | LOOK, PROFESSOR,
WITH THE INVISIBLE HAND, ,, | ASIOBRLL ot
i : WERE REALLY A $1O BILL,
: SOMEBODY ELSE WOULD
HAVE ALREADY

PICKED IT UP,

... BUT IN TRUTH WE CAN SEE IT WORKING EVERYWHERE,

FrOm: KLEIN & Bauman THE CARTOON INTRODUCTION TO ECONOMICS (2010)
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THERE IS OF COURSE A
STEREOTYPE ABOUT
THE OPTIMIZING
INDIVIDUAL ,

... THE STEREOTYPE

OF THE SELFISH
JERR!

THE @MNLY¥ REASON | DON'T SELL
MY CHILDREN IS THAT | THINK
THEY'LL BE WORTH MORE LATER

BRILLIANT!

HOW TOTALLY
RATIONAL!

FROM: KLEIN & BaumaN THE CARTOON INTRODUCTION TO Economics (2010)
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Behavioral models built upon individua

ROLE AND LIMITATIONS
OF RATIONALITY

IH

rational

& systematic optimization” provide a normative
framework for analyzing behavior
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®
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Predictions about behavior assuming people are
well-informed and calculating

Testable hypotheses

Optimization framework can be modified to
account for psychological & social factors, limited
information, errors, etc.
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OUTLINE

Anchors Aweigh: Field Experiments on
Anchoring of Economic Valuations (Alevy &
List)

Changes in Implicit Flood Risk Premiums:
Empirical Evidence from the Housing
Market (Bin)

Risk Attitudes, Risk Perception, and Flood
Insurance (Petrolia and Coble)
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ANCHORS AWEIGH: FIELD
EXPERIMENTS ON
ANCHORING OF ECONOMIC

VALUATIONS

WITH JONATHAN ALEVY (UNIVERSITY
OF ALASKA)

AND JOHN A. LIST

(UNIVERSITY OF CHICAGO)
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TAKE THE LAST THREE DIGITS
OF YOUR SOCIAL SECURITY
NUMBER...

Turn those numbers into a price in dollars

® For example, 462 is $462
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TAKE THE LAST THREE DIGITS
OF YOUR SOCIAL SECURITY
NUMBER...

Turn those numbers into a price in dollars

® For example, 462 is S462

Are you willing to pay this price for a first edition
of JRR Tolkein’s The Hobbit?

® Yesor No
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TAKE THE LAST THREE DIGITS
OF YOUR SOCIAL SECURITY
NUMBER...

Turn those numbers into a price in dollars

® For example, 462 is $462

Are you willing to pay this price for a first edition
of JRR Tolkein’s The Hobbit?

® Yesor No

Now tell me the maximum price you would pay
for a first edition of The Hobbit.

FIVE YEAR ACHIEVEWMENT FOR EXCELLENCE IN RESEARCH AMD CREATIVE ACTIVITY




RESULTS FROM PSYCHOLOGY
LITERATURE

Judgment and choice can be manipulated by
exposure to random information (anchors)

® Answers to factual questions, estimates of probabilities,
social judgments

® Choice over lotteries, expressed values for commodities
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RESULTS FROM PSYCHOLOGY
LITERATURE

Judgment and choice can be manipulated by
exposure to random information (anchors)

® Answers to factual questions, estimates of probabilities,
social judgments

® Choice over lotteries, expressed values for commodities

Implications for welfare economics: interpretation of
market surpluses, efficiency of competitive market
outcomes, allocation and rationing functions of
market prices
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NON-MARKET VALUATION

Anchoring effects in stated preference to value “public

goods” (air quality, water quality, beach width, public
parks, hazard mitigation)
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Unfamiliar decision environments

Complexity of valuation exercise (ethical, spiritual
dimensions)

Latent preferences — values related to non-use

Such factors can lead to preference construction
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VALUATION OF MARKET
GOoO0DS

Familiar, non-complex transactions involving primarily
use values

Evidence of anchoring for consumer items in
hypothetical choice setting

Ariely, Lowenstein, and Prelec (QJE) find anchoring
effects with salient (monetary) incentives
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o
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Laboratory experiment with student subjects; measure
Willingness to Pay for common consumer goods

Once anchored, subsequent responses accord with
demand theory - “Coherent Arbitrariness”
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ARE CONSUMER PREFERENCES
WELL-DEFINED AND STABLE?

Evidence that value elicitation leads to preference
construction

© Role of incentives, context, experience?

How might anchoring effects manifest in real economic
contexts?

Likely influence on market outcomes?

Importance for other aspects of economics?
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ANCHORING PROTOCOL IN
THE FIELD

Anchoring experiment at sportscard show

® Natural setting: rich array of subjects with
various roles & levels of experience, familiar
environment; subjects have a demonstrable
interest in trading sportscards and sports
memorabilia.

Vary the object of valuation — expected &
unexpected
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ANCHORING PROTOCOL IN
THE FIELD

Anchoring experiment at sportscard show

® Natural settlng rich array of subjects with
vels of experience, familiar
)jects have a demonstrable
r sportscards and sports

valuation — expected &
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ANCHORING PROTOCOL IN
THE FIELD

Anchoring experiment at sportscard show

® Natural setting: rich array of subjects with
vels of experience, familiar
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ANCHORING VALUATION
RESPONSES

Subjects: Card show attendees & sportscard dealers
Endow subjects with good (cards or peanuts)

Expose subject to random anchor derived from SSN

® Dichotomous choice: Willing to Accept random price?

FIVE YEAR ACHIEVEMENT FOR EXCELLENCE IN RESEARCH AMD CREATIVE ACTNITY




ANCHORING VALUATION
RESPONSES

Subjects: Card show attendees & sportscard dealers
Endow subjects with good (cards or peanuts)

Expose subject to random anchor derived from SSN
® Dichotomous choice: Willing to Accept random price?

Elicit economic value of good (minimum Willingness
to Accept (WTA offer))

® Open-ended format with Becker-Degroot-Marschak
(BDM) mechanism
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ANCHORING VALUATION
RESPONSES

Subjects: Card show attendees & sportscard dealers
Endow subjects with good (cards or peanuts)

Expose subject to random anchor derived from SSN
® Dichotomous choice: Willing to Accept random price?

Elicit economic value of good (minimum Willingness
to Accept (WTA offer))

® Open-ended format with Becker-Degroot-Marschak
(BDM) mechanism

Coin-flip determined which response was executed
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BECKER-DEGROOT-MARSCHAK

Theoretically effective mechanism for measuring value

WTA Offer determines whether subject keeps or sells
the good, but not transacted price

~

® Random draw determines price (in event of sale)

RP =random price

P

® If WTA offer > RP subject keeps good

P

® If WTA offer <RP subject receives payment of RP

Not testing BDM: provided subjects with optimal
strategy (bid true value)
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Sportscards

Peanuts

Row Totals

Attendees | Treatment 1 | Treatment 3 109
n=34 n=7>5
Dealers Treatment 2 | Treatment 4 78
n=32 n=46
Column 66 121 187
Totals

Experimental Design and Sample Sizes




RESULTS

Split sample by median SSN: test for differences in
WTA offer using Wilcoxson-Mann-Whitney Non-
parametric test:

—
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No evidence of anchoring, except for the least
experienced group valuing the unexpected commodity
(attendees & peanuts; p-value = 0.061)

A statistically significant anchoring effect is observed
among those subjects with the least market experience

(across both subject classes and commodities ; p-value
=0.001).

Using regression analysis, first result is not supported,
and second result is supported.




ANCHORING DISCUSSION

Data support notion that newest market participants
are affected by anchors

Inexperienced traders appear to have more malleable
preferences

® Conceivable that they make mistakes; roles of learning &
feedback
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ANCHORING DISCUSSION

Data support notion that newest market participants
are affected by anchors

Inexperienced traders appear to have more malleable
preferences

® Conceivable that they make mistakes; roles of learning &
feedback

Additional experiments on the role of anchors in market
equilibration — only transient effects found
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ANCHORING DISCUSSION

Data support notion that newest market participants
are affected by anchors

Inexperienced traders appear to have more malleable
preferences

® Conceivable that they make mistakes; roles of learning &
feedback

Additional experiments on the role of anchors in market
equilibration — only transient effects found

Relevance of anchoring effects in valuing public goods?
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CHALLENGE OF NON-MARKET
VALUATION




CHALLENGE OF NON-MARKET
VALUATION

“familiarity, as conferred by previous choice
experience, may be an important dimension
influencing the convergent validity of contingent
values” — Holmes and Kramer (1995)
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CHALLENGE OF NON-MARKET
VALUATION

“familiarity, as conferred by previous choice
experience, may be an important dimension
influencing the convergent validity of contingent
values” — Holmes and Kramer (1995)

“economic rationality is to some extent learned
behavior, the result of experience in market
transactions where the sting of monetary
punishment conditions out irrational excursions.
In CV studies of natural resources the linkage from
response to implementation is often tenuous, and
the pay-off is often remote in time and in the
experience of the consumer.” — Green, Jacowitz,
Kahneman, and McFadden (1998)
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OUTLINE

Changes in Implicit Flood Risk Premiums:
Empirical Evidence from the Housing
Market (Bin)

Risk Attitudes, Risk Perception, and Flood
Insurance (Petrolia and Coble)
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