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Abstract

We investigate how posted prices affect consumeithgness-to-pay (WTP) for
real-world products by eliciting the WTP from exjgeiced consumers for water-resisting
handbags and consumer electronics accessoriesbaridr after people see the price tag.
To control for possible experimental artifacts, @heit WTP with the following procedure:
The incentive compatible Becker, DeGroot, Marsc{ilRM) mechanism, explanations of
the optimal strategy under BDM (truthfully revegione's valuation), and paid practice
rounds with subjects switching roles between buwerd sellers. Though this procedure
has successfully minimized the willingness-to-payl avillingness-to accept gap in the
literature (which we indeed replicate),. wé fihd aderate but significant increase in WTP
for the majority whose initial WTP were Iower thtre pnce tag, and a sharp decrease in
WTP among the few whose |n|t|al W’I’P—were hlghemthllae price tag. This suggests a
price effect driven by informatien regardlng potahtesale (and repurchase) opportunities.
A similar laboratory experimen't..w:ifh collegé: stuﬂemeplicates these findings. This
suggests that when firms determine pr-ices or disisphey might have to care more about
the negative “outside-opportunity” effect of lowigaes instead of the positive “price
placebo” effect commonly observed in more contrbbavironments.

Keywords: Price Placebo Effect, Field Experimenbn€umer Behavior, Valuation,
Field and Lab Parallelism
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1 Introduction

Price Placebo Effects are widely studied in margeti Early attempts include
Leavitt (1954), which showed that consumers pretethe more expensive brand while
facing two unknown brands. Later, numerous stutli@ge documented how posted
prices affect self-reported perceptions of a produguality (Rao and Monroe, 1989,
provide a review). When it comes to actual consagas (instead of hypothetical
guestions), recent studies show that a high pagecan boost the performance in solving
puzzles after consuming an energy drink (Shiv, @arnand Ariely, 2005), reduce
reported pain after taking a new pain-killing dmgich is actually placebo (Waber, Shiv,
Carmon and Ariely, 2008), and even in.crease brefivity (in addition to self-reported
pleasure) when subjects taste red wine in an'fM&hser (Plassmann, O’'Doherty, Shiv

and Rangel, 2008).

Axi
H’i‘. [

However, these results leave .ma'rglfy QUestions unaedwe First of all, stated
willingness-to-pay (SWTP) or p'e.z.rcg;ption sur\}éys ban/ery inaccurate because answers
to these inquiries have no real c-onsequences. e8sbjwere not punished for
misrepresenting their true WTP, nor were they reledrfor reporting it honestly.
Secondly, studies that do have real consequences fun the effectiveness or pleasure
derived from a product, instead of actual consuomptihoices. What is more, when one
does measure actual choices, Heffetz and Shay®)260nd the (non-budget-constraint)
price effect is relatively small and insignificantthe lab (elasticity = 0.09~0.18) using
candy bars, and find no effect in a field experitmeltering restaurant menus (they

altered the ala carte prices of each course whileping combo prices the same).

! In fact, Wertenbroch and Skiera (2002) conducell fexperiment to compare SWTP with WTP elicited
incentive compatibly, and found SWTP less reliable.

1



Finally, most of these studies focus on high vs fwices, answering the big question
marketers want to know, without investigating therenfundamental question scientific
researchers care about, namely how posted prites #fie process whereby consumers
form their valuation of a product.

In economic theory, consumer valuation is typicadlgen as given, and hence, not
affected by posted prices. For example, in thepkmMarshallian supply-demand
model, consumers are assumed to know their vahstmf any product, which is
reflected in the demand curve. Accordingly, sed¢ivgmarket price should not change
one’s valuation. Under asymmetric information,cps could serve as a sign for a
good’s quality (Scitovsky, 1945; Kleir__l and__l__efﬂdj981; Wolinsky, 1983, Milgrom and
Roberts, 1986; Bagwell and Riordan, 1991). But, most of these models, the
distribution of valuation for a parti-cglhg_r'_;-p.)'_rodutﬁ.' still assumed to be common
knowledge before pricing is considé;_ré:é,- S0 postedep affect not the intrinsic
consumption value, but one’s eétim'ate of this 'v.glt@ne exception would be Ng (1987),
which considered the possibility th.;:tt éome Qbodshsas diamonds, could be “valued for
their values.”

Despite the lack of theory, we do have some engliewidence seeing the posted
price does alter one’s emotion toward the prodarmd, thus, could affect valuation. For
example, Knutson et al. (2007) showed that thenbpabduces a negative feeling as a
response to excessive prices, and is reflectedtimagion in the insula (and deactivation
in the medial prefrontal cortex (MPFC) before thechase decisiorf). Therefore, though

the formation of one’s valuation for a product atsdrelationship with the posted price is

® In contrast, there is a positive effect of seeirfigwarite product which activates the nucleus adwems
(NAcc).



under-explored, new tools in experimental and ne&oanomics are available (and
should be employed) to address these issues.

Thus in this paper, we investigate how posted pricdfect consumers’
willingness-to-pay (WTP) for real-world productsin particular, we elicit consumers’
WTP for water-resistant handbags and consumerretect accessories (such as laptop
sleeves or cell phone covers), before and aftengdlee price tag. Since the focus is on
actual purchasing behavior, we went to a departrstoe in downtown Taipei, and
recruited experienced consumers either at the ebetkounter or from a VIP customer
list (provided by the producer) to participate ur @xperiment, in which they would have
a chance to actually purchase the ite_r_ns'.

To elicit truthful WTPs and to gentrol fér possitdgperimental artifacts, we use the

following procedure to elicit WTP: Th_e.Ln_cgé__ntiyempéitible Becker, DeGroot, Marschak

_—

(BDM) mechanism, which produces actt}al outcomesdas one’s bid, explanations of
the optimal strategy under BDM (tr"uthfully bi’dgiMe’s valuation), and paid practice
rounds with subjects switching réleé beMéen buyerd sellers. The paid practice
rounds consist of 14 lottery rounds, in which satgebought or sold lotteries, and 6
product rounds, in which subjects bought or soldUNsbuvenirs. Plott and Zeiler (2005)
and Isoni, Loomes and Sugden (2010) showed thamgas procedure (round 1-15)
could successfully minimize the willingness-to-pagnd willingness-to-accept
(WTP-WTA) gap in the literature (which we indeeglieate). In particular, after 14
lottery rounds, they observed no gap in round 1&re/tsubjects bought or sold a school
mug.

Nevertheless, after sufficient training and paidatice, we still find a moderate but



significant increase in WTP for the majority whasgial WTP were lower than the price
tag, and a sharp decrease in WTP among the fewenhibgl WTP were higher than the
price tag. The former result confirms the pricacgbo effect found in marketing
experiments, and is consistent with the findingsHeffetz and Shayo (2009) that the
non-budget constraint price effect is not large.owidver, the latter result is quite
surprising and has not been previously reportechis $uggests a price effect driven by
information regarding potential resale (and repas&) opportunities, which is conveyed
through the price tag, instead of information abibet product itself. This is consistent
with recent studies of empirical “auctions withakes, such as Haile (2001) and Leslie
and Sorensen (2010).

One might wonder if subjects.indeed .report WTPhilty.  Although we cannot

verify whether their bids truly reflect their WTRe do have some indirect evidence that

_—

subjects do report truthfully. -_In partic;ru_tér, Wmmioyed the same set of paid practice
rounds as Plott and Zeiler (2005) :a"nd lsoni,'LQom Sugden (2010). Results from
our paid practice rounds are corﬁpafable to thessthe WTP-WTA gap vanishes for

NTU souvenirs (mug, folder, etc.) after carefullyntrolling for experimental procedure

and training subjects through 14 lottery roufds.

A similar controlled laboratory experiment with lmge students replicate these
findings. Only one item had an initial WTP (fromeosubject) higher than the price tag,
though. In other words, our main findings are wibacross subject pools, though
college students typically have much lower WTPglykdue to lower income. In

consequence, careful experimental procedures, ascthose developed by Plott and

% We also replicate the results of Isoni, Loomes &agden (2010), as well as Plott and Zeiler (2@05)’
training data, namely the WTA-WTP gap persistdhin 14 lottery rounds.
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Zeiler (2005), can be applied even to field seiagd produce consistent experimental
results both in the field and in the lab. This tctmites to the small, but growing
literature on lab and field parallelism fosteredUgyitt and List (2007).

On the other hand, since college students have W6WP, and hence, are not
representative of the pool of potential consumetailers care about, results of marketing
experiments that use student subjects, though genoiay be far less important to actual
marketers. This suggests that when firms deterrpmees or offer discounts, they
might have to devote more consideration to the tnegdoutside-option” effect of low
prices, instead of the positive “price placebo”eeff commonly observed in more
controlled environments, such as tho§e fep_ort&hleirnnarketing literature.

The remaining paper is structured as. follows: ®ac? describes details of the
experiment; Section 3 reporfs'expe}irpfn_tél'_ resﬁu&ﬁn the “real” rounds; Section 4

reports results from the paid practice roq‘ifl_ds'. IFinGection 5 concludes.

2 Experimental Design

We conducted experiments both in the field and he tab to elicit subjects’
willingness-to-pay (WTP) for durable consumer pradu(water-resistant handbags,
laptop sleeves, cell phone covers, and so on)réefod after people see the price tag.
Products from the sporting goods brand name, Knaeke used due to availability (one
of the authors was able to contact the companyaWwat the brand and convinced them
to allow us to use their products to conduct theeexnent), and for its broad appeal to
both college students and ordinary people.

To avoid subject misconceptions and elicit trueuaibns, we implemented an



incentive compatible elicitation device, the BeckddeGroot, Marschak (BDM)
mechanism. In the instructions, we provided exatimms of the optimal strategy under
BDM, namely truthfully revealing one's valuation.eWalso employed paid practice
rounds with subjects switching roles between buyers sellers in order to familiarize
them with the BDM procedure. This procedure wagpleged by Plott and Zeiler (2005)
to minimize the WTP-WTA gap.
2.1 Field Setting

In the field, we invited actual consumers who hesl/pus purchasing experience of
the same product line to participate in our expentmlIn particular, we contacted people
on a list of VIP customers provided b_y the brantheawner; we also invited customers
who just made a purchase at the Knock s?ofturing the course of the experiment (from

Jan. 27 to Jan. 31, 2010), we éﬁcces_sfuﬂ_.y'__i_n@@dcfdal costumers between the ages of

19 and 63, including 11 males and 15 f-é!%:u_alés.

We ran our experiment in'.thg"Momo d‘épgrtment stdrdowntown Taipei. This
department store was chosen fo.r tﬁree réasonst; Ehes brand name owner has an
in-store counter here, and they convinced the deygart store to offer us a quiet and
suitable corner to run our experiment. Secondlg tlepartment store is relatively new

(opened on Jan. 1, 2010, while our experiment veemiucted at the last week of the

* Note that Plott and Zeiler (2005) also includeddbadition of anonymity in their design. We coulot n
incorporate the condition of anonymity in the fiekihce inviting actual costumers in the field regd
access to the VIP customer list of the brand nawmeg and subjects knew they were contacted through
this list. Also, subjects came in one-by-one, aredhad to check their identities before the expeminso it
was not possible for us to achieve the conditioarafnymity. However we avoided observing their
choices and notified them that we would not chéirtchoices during the experiment.

® The VIP customer list provided by the company @ia®f 100 people. 21 agreed to participate in our
experiment. The remaining 5 subjects were invitedh& spot. When inviting subjects on the spot, we
waited nearby the KNOCK check-out counter, and epgined those who just made a purchase and invited
them to participate in the experiment. We beliénig triterion makes them comparable to the peopie w
were on the VIP customer list.



opening month), so consumers had not form preceedddeas about the style or price
level for this department store. Third, this deent store is located in downtown Taipei,
so transportation would not be a problem for thgextts we invite.

Each experiment consisted of one paid practicaseasd one real-world consumer
goods session. Before these two sessions, wesfimied subjects all of the products
used in the experiments and encouraged subjedsttmlly pick them up and take a
close look. We included this demo session to ngke subjects had a chance to get
familiar with all of the items (since several protiiwere not on the market yet). Also,
Bushong, King, Camerer and Rangel (2010) found that the physical presence of a good
alters WTP. Hence, including a hg_ands-(__)'_n demo sessiosely replicates the field
setting where subjects do have a chancé to exathimgroducts before purchase in
person. We also taught subjécts (\-/i%g%périmesiﬂintions) that their best policies
would be to report their true v.aluations.-.r'_:%:..__--

2.2 Paid Practice Rounds (Repli'ca_t_i'on of PZ)- :; :

The paid practice session inéluded 14..|ottery reuadd 6 NTU souvenir rounds.
For the 14 lottery rounds, we replicated the Typtteries of Plott and Zeiler (2005),
but multiplied the payoffs of the lotteries by 50 donvert into New Taiwan DollaPs.
The lotteries were sequenced as follows: 3 smakest lotteries to elicit
willingness-to-accept (WTA), 3 small-stake lottarie elicit WTP, 4 large-stake lotteries
to elicit WTA, and 4 large-stake lotteries to dlMiTP.

Following the 14 Iottery rounds were 6 NTU souveniaunds, which were

sequenced as follows: mug, folder, travel mug, Imadé&, pencil case, and mouse pad set.

® The exchange rate between USD and NTD is aboOt W& multiplied the payoffs by 50 to guarantee
subjects earned enough money to avoid potentiddrbptcy problems if they later purchased an expensi
item.



We asked the odd numbered subjédtseir WTA for the mug and folder, and their WTP
for the rest. Furthermore, we ask the even numldgests their WTA for the travel mug
and notebook, and their WTP for the rest.

After eliciting WTP (or WTA), the computer randondglected a “computer price”
from a range that was pre-determined by the expmerier® In lottery rounds 1-3 and
7-10, if the subject’'s WTA was lower than the conepiprice, the subject would sell the
lottery (to the experimenter) in that particulaumd, and receive the computer price as
payoff. However, if the subject’'s WTA was highbamh the computer price, the subject
would keep the lottery and earn whatever the ougcohthe lottery.

In contrast, in lottery rounds 46 and 11-14, ¢ Bubject's WTP was higher than
the computer price, the subject would puréhasddhery and pay the computer price.
Therefore his/ her payoff onId be t_ﬁQT:l:o;Eefy (umma minus the computer price. On
the other hand, if the subje.ct’s WTP;Vas lowier thiam computer price, the subject
would not obtain the lottery, and'hi:_s'f her payoh‘g)d be zero.

In the NTU souvenir rounds,. sihilar té the lotteopnds, when subjects reported
their WTA to be lower than the computer price, tlveyuld sell the item and earn the
computer price. And if their WTA was higher tham ttomputer price, they would keep
the NTU souvenir in that round (i.e., s/he can altguoring the item home). And when
subjects reported their WTP to be higher than tmaputer price, they would receive the

NTU souvenir and pay the computer price. If thejsttts WTP was lower than the

" Odd and even number subjects were assigned rapdynsession.

8 The computer price is determined by the followimgcedure: A minimum price (typically zero) and
maximum price (varies by item) is first specifi@dhen, a coin toss determines whether the pricedvoell
above or below the expected value (EV) of the fgtter market price of the item). Finally, the cougr
chooses a price uniformly in that range (minimunktor EV to maximum). However, subjects were only
told the computer price was randomly drawn fromreddptermined distribution that was unrelated tarthe
stated WTP or WTA.



computer price, the subject could not purchaseNf®& souvenir, and his/ her payoff
would be zero.

Since these were paid practice rounds, every rouasl realized after subjects
reported their WTA or WTP to make sure subjects thadchance to learn. The payoffs
in the paid practice session were accumulated indNlfars and could be spent in the
next session. Therefore, subjects could use betledinnings in the paid practice section
as well as the show-up fee to buy consumer gootiseimext section. The show up fee
in the field was NT$500 (roughly US$16.67), respety.’

2.3 Real Rounds (Measuring Effect of Price Tag)

After the paid practice session, we 'cor_lducted ehbworld consumer goods session.
We used 17 items in the KNOCK: produc;t line, theiarket prices ranging between
NT$170 (roughly US$5.67) and NT$21,%§Q;(}pugh|y' U&367). Among these items, 6
of them (having prices are bétween NTé‘188O and4\P8b) were still not introduced to
the market when we conducted'th_é experiméqts; leerefore their market prices were
the expected market prices providéd by the.bramtenmner (which was communicated
to subjects). There were a total of 38 rounds i dkction. In the first 19 rounds, we did
not show the market price of the items; in the riétrounds, we showed the items with
their market price. We randomized the 17 itemgHerfirst 17 rounds, and then rounds 1
and 2 were repeated again as rounds 18 and 19a8ymanother randomization of the
17 items was used for round 20 through 36, and tbends 20 and 21 were repeated as

rounds 37 and 38.

° In the rare case where a subject purchases amsixpétem at a high price, s/he has to pay oytaxfket
to obtain that item. Subjects were all warned aloistpossibility and advised not to report a high
WTP/WTA unless they really meant it. None of thijsats regretted or backed out of their purchasing
decision.



In every round, subjects were shown the picturehef item in three different
colors’® The purpose of showing subjects three differemorsoof the same item is to
eliminate color preference bias. Subjects thenrteddheir WTP for that item. After 38
rounds, we randomly selected one of the 38 rouodghe subject and played it out. That
is, if the subject’'s WTP in that round was highleart the computer price, the subject
would have to purchase the item at the computeepif the subject's WTP was lower
than the computer price, his/ her payoff would ez
2.4 Lab Replication

Since our field experiment described above couldié&ed as “a conventional lab

"1 we also conducted the

experiment with nonstandard subject pool and fedtext”
same experiment in the Iaboratory using coIIegeiestts subjects. We recruited 28
National Taiwan University (NTU) studems betwelaa ages of 19 and 23, including 17
males and 11 females, and ran a total -of 6 Isés$ions Dec. 24 to Dec. 30, 2009 at
Taiwan Social Science Experiméntal Labogatory (TEBS at National Taiwan
University (NTU). . .

Nearly identical experiment procedures were usetiath the lab and the field,
though the show-up fee in the lab was NT$100 (rougt$3.33)!2 This replication

tests the robustness of our results and contribtdethe small number of studies

comparing field and lab results.

10 |f they purchased the item, they could choosecther they like best.

™ |n fact, Harrison and List (2004) would classifyr@xperiments as “framed field experiments.”

> However, the lab experiment instructions were xac#y the same as the field instructions, since we
used “neutral language” in the lab, but were formethodify some of the wording in the field to et the
context. For example, the term “lottef#{%E)” gave field subjects the idea of some form of fny or
even fraud. Hence, we had to replace it with the tigoodie bag(g£s).” (It is common for department
stores in Taipei to sell or give out goodie bagthwhspecified content during the holiday season.)

10



3 Results

Result 1. Data of real-world consumer goods (from the produne of KNOCK)
support the hypothesis that WTP increases aftewisigosubjects the market price for
both field and lab experiment$,even though we elicit WTP using the BDM mechanism,
teaching subjects the optimal strategy and empipgaid practice rounds.

Support. Table 1 reports th&- andp-values of the Wilcoxon Signed-Rank Test for
the null hypothesis, the gap, between WTP befork after seeing the market price,
equals to zero. As can be seen, Zhealue of all 17 items in the field experiment is
2.869 p-value = 0.0041), and for the lab experiment theesponding value is 9.058
(p-value = 0.0000). Therefore, we cah re_ject theé hybothesis that the WTP before
and after seeing the market pricé iS equal bothenfield and in the lab. Furthermore,
if we divide the 17 items i_ﬁtlo o Catgggfiés accﬁgdito price levels, “Low” (for
NT$1-NT$500), “Medium” (forNT$5.01:KLT$I,500) and “High” (for NT$1,501 and
above), we find that the gap |s §-i§nificantly:geéalhan zero for the “Medium” and
“High” group. In fact, thep-values décrease as price level goes up. This snidwn
WTP gap between before and after seeing the maria is more significant for more
expensive items.

Moreover, if we compare the means of the WTP gahperfield with those in the lab,
we find the means of the “Low” and “Medium” pricevel groups in the field
(-NT$16.95 and NT$21.45) are smaller than thosthénlab (NT$5.24 and NT$36.47).

Conversely, the mean of the “High” price level goan the field (NT$173.56) is larger

13 We use the repeated rounds (1 vs. 18, 2 vs. 195.287 and 21 vs. 38) to check if WTP will increase
decrease when seeing goods (and price) the seiooadlthe Z-values of Wilcoxon signed-rank testgR}t
of WTP before and after are -1.110 (p = 0.2669)-d4888 (p = 0.0591) in the field, -0.860 (p = R9B
and -0.862 (p = 0.3885) in the lab, and -1.326 (p1:848) and -1.959 (p = 0.0501) combined, all f&nal
than that of [y (Z=2.869). Therefore, our result is not due tdeoreffect.
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than that in the lab (NT$106.92).

Result 2. The data of real-world consumer goods support tpothesis that WTP
trends toward the observed market price.

Support. In Table 2, Group 1 observations are those who$® Wefore seeing the
price was lowethan the market price, and Group 2 observationgherge whose WTP
before seeing prices was higher than market price.

We have a total of 54 subjects (26 in the field @8dn the lab), and each subject
was asked their WTP for 17 different real-world s@mer goods before and after seeing
market prices. Therefore, we have a total of 918epkations of the WTP gap (D).
Among the 918 observations, there _aré 33 obsenaiiv Group 2. And among these
33 observations, only 1 observation” was éli'citedhia lab; the other 32 observations
were elicited in the field. Hence, wé-p%p_l'_;t;dgeﬂhm.field and lab data.

Table 2 reports thg- an(.jp-values-;‘f..__-tﬁé:Wilcoxon Signed-Rank Test for théd nu
hypothesis that the gap, betweé'n WTP before ged sdeing the market price, equals to
zero. As can be seen, tlZevaIueé fbr all i? items in Group 1 is 9.42%v@alue =
0.0000), and for Group 2 the corresponding value-4i$33 p-value = 0.0000).
Therefore, we can reject the null hypothesis that WTP before and after seeing the
market price is equal, both in Group 1 and Group Rurthermore, the mean of the WTP
gap in Group 1 is positive (NT$73.42), while in @po2 it is negative (-NT$361.82).
This suggests that the WTP moves toward the marke after seeing it (and overshoots
when Price - WTP < 0).

Result 3.In the data of real-world consumer goods, “Priced &Prior Information”

are the two main factors that explain the gap betw& TP before and after seeing the
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market price.

Support. Table 3 reports the OLS and random effect GLS s=jpes (clustered at
the subject level) predicting the difference betwe®TPayer and WTRetore With the
difference between posted prices and W{ER and whether subjects had prior
information regarding the item, as well as othemtoas, include subject pool dummies,

subject pool specific age, gender and income effatl so on:

2
(WTPafter— WTPbefore): a +Zﬂl X (PriCE— WT Bfore * GrOL”

i=1

+ B, % Inexperience Dummy (Controtsy

We set the “Inexperience Dummy_” equal to 1 for #tedent subjects and the 6
items (item 12-17) that were not'in the ma'fket wiien experiment was conducted (for
field subjects) and equal to O Qtlherwise. In _6merd§, we assume that student subjects
have little prior knowledge of the prdd'_ﬁxr_ﬁ}s."ﬁ..wmetual consumers in the field do have
some prior information regarding exisfiﬁg broductsAs can be seen in the table,
“Price — WTRy" for Group 2 haé c'();-:-f_ficients_.cljf‘l.G-l.B and aigniicant at the 0.1%
level in both OLS and random effect GLS regressionghe coefficients for “Price —
WTPy" for Group 1 are roughly 0.2-0.3, but are stithtigtically significant at the 0.1%
level in the random effect GLS regressions. Theffanents for “Inexperience” (which
captures the information effect of price) are laf@@-150) and statistically significant at
the 0.1% level in all but the simple OLS regressiothout additional controls (where it
is still marginally significant at the 10% level)Among the controls, two are of special
interest: earnings in the paid practice round €&t tf there is any wind-fall effect) and

dummies for one’s favorite item (for Group 1 ando@y 2 separately to test if strong

taste would make WTP persistent). Nonethelessificeats for these variables are
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neither statistically significant, nor economicatlignificant. In the random effect GLS
specification, “Paid Practice Payoffs” have a statally insignificant 2.83% effect on
the WTP gap, while “Favorite” dummies lower the W&o by only NT$13 (less than
40 cents in USD; also statistically insignificantherely one tenth of the effect of

“Inexperience”.

4 Discussion

We used an experimental design similar to that liseBlott and Zeiler (2005) in
the paid-practice rounds.

We designed the paid-practice ._roﬁnd:_é with.threeoimaypt purposes in mind: First,
practice rounds with real conseq'uences helpito rsake subjects fully understand the
BDM mechanism. Indeed, PZ used a;gj@'i.l.ar prdéedtmnemake sure subjects learned
BDM so well that they did not obser.ver'l‘.‘;ifl_e WTA-WTﬁ’pg(for mugs). Second, these
“expensive” paid practice rouﬁds:- Lprovide ébmé mofaysubjects to spend in the
real-world consumer goods rounds- in" the next phase, help us avoid potential
bankruptcy problems. In fact, none of our subjeeseged on their purchas&d.
Thirdly, adopting PZ’s design provides the (usuallyder-appreciated) opportunity to
replicate their findings. This is especially usefince Isoni, Loomes and Sugden (2010)
replicated and reassessed the (unreported) reguitt and Zeiler (2005) in the lottery
rounds, namely there was a gap between WTA and Wik lottery rounds, though no
gap was observed in the mug round.

Our results are consistent with those of Isoni,rhes and Sugden (2010), but less

' One might wonder if these earnings were viewediag-falls and treated differently. However, as
shown in the previous section, paid practice roeguhings had little effect on subsequent WTP gaps.
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strong. Table 4 shows the summary and test s$tatisf our paid-practice rounds
(lottery and NTU souvenir rounds) pooling data frdva field and lad®> As can be seen
in the table, all of the lottery rounds are sigrafit at least at 1% significance level.
That is, we can reject the null hypothesis that Wagials WTP in the lottery rounds.
Furthermore, in the mug, folder, travel mug andebobk rounds, the-values are too
large to reject the null hypothesis. That is, weoalbtain the “no gap” results in the NTU
souvenir round$®

Note that one caveat exists in the comparison griesl-rank and rank-sum test
results (which is also present in the analysisquaréd by Isoni, Loomes and Sugden,
2010): The signed-rank test uses pai__red data‘ofittude sample, giving it greater power
than the unpaired rank-sum test_(which ﬁtilizespht sample). Hence, one cannot
compare significance results from th-e Ji)ttfrry anfl).l'\lsouvenir rounds directly if one
test is conducted on the lottery _rounds}\_i_ﬁiléeaﬂoth performed on the NTU souvenir
rounds.

To address this potential issﬁe,-we sp.l.it the sarapt conduct the same rank-sum
test for both the lottery rounds and NTU souveaunds. Results are reported in Table
5. Compared with the results reported in Tablehé, rank-sum test results are less
significant for the lottery rounds, making themdsér” to the results of the mug rounds.

Given Isoni, Loomes and Sugden (2010) did not perfany formal test to see if the

difference in Z-values are significant, one miglged to be more cautious before

 This table replicates Table 2 of Isoni, Loomes Sugden (2010) using our data. The only difference
is that they report 1-tail signed-rank and rank-stest results with asterisks indicating levels of
significance, while we report exact p-values fdaRtests.

' We have no Wilcoxon rank-sum test results in thecpease and mouse pad set rounds, since we asked
all subjects their WTP in these two rounds. Thi®ifamiliarize subjects to the rule of the nexagé (only
asking WTP).
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accepting their conclusion, namely the PZ procededeces the WTA-WTP gap only for
mugs, but not lotteries.

Furthermore, our results are also consistent viitse of Plott and Zeiler (2010),
though more so in the field than in the lab. Imtipalar, Table 6 shows the amount of
“boundary valuations” we observe in the WTA and W6Phigh stake lotteries. Both
in the field and lab, we find a lot of WTA aboveeaxqual to the upper bound of the value
support, while none below or equal to the lowerrmbu We also find more WTP below
or equal to the lower bound of the value suppamygared to above or equal to the upper
bound. However, such behavior is more prominethénfield than in the lab. Table 7
shows this explains a large portion__ of the WTA-Wg&p, as most of the adjusted
WTA/WTP ratios are not significantly greéter thaneoafter excluding the boundary
valuations.  This replicatioh 'contr_iby“{_g%--.to thé..-gor'nng research regarding the
WTA-WTP gap of lotteries, t.hough fur{her investigat is required to understand the

underlying force driving such results.

5 Conclusion

We investigate whether and how the number showrthenprice tags affects
willingness-to-pay by using the BDM mechanism, t#ag subjects the optimal strategy
and employing paid practice rounds on real-worldscmmer goods (from the product line
of KNOCK) to elicit the true valuations. We implentesimilar procedures in both field
and lab.

We conclude that the price tag does have rafignt effect on WTP in both field

and lab. Furthermore, this effect is more significavith high-end products that have
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high price levels. In particular, for those whoA8 P before seeing the price tag is
lower than the market price, their WTP will increadT$73.42 (roughly US$2.22) on
average after seeing the price tag. And for thdsese WTP before seeing the price tag
is higher than the market price, their WTP will dese NT$361.82 (roughly US$10.96)
on average. Therefore, WTP trends toward the gbdanarket price.

Additionally, the data in our paid practicainds, adopted from a design similar to
that of Plott and Zeiler (2005), could be viewedagplication of Plott and Zeiler (2005)
and Isoni, Loomes and Sugden (2010) which provideber support to their results.
That is, the data from our lottery rounds do ngipsut the hypothesis that WTA equals
WTP, while the data from the NTU s__ouVen_ir (mugdtgl, travel mug, notebook, pencil

case, and mouse pad set) rounds do support thethegim that WTA equals WTP.

g

However, our weaker resultél cast_s-- dﬂ{)ubts on 'I.'sbobmes and Sugden (2010)'s
conclusion that the PZ procedure gen-ér!‘ﬁ-teé:corﬂuolémrent behavior for mugs and
lotteries.

In conclusion, after controlliﬁg for pos.s.ible prdoeal artifacts, we still observe a
significant effect of price tag on WTP, while thizedtion of this effect depends on the
difference between the consumer’s initial WTP ahd market price. Moreover, the
negative effect when peoples’ initial WTP is high#ttan market price is more
economically significant than the positive effeciThis result suggests that when firms

determine prices or discounts, they might have l&xep greater consideration on the

negative “outside-opportunity” effect instead of fhositive “price placebo” effect.
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