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Presentation Notes
Do We Know What We Prefer? Implications of Behavioral Economics for Research on Preferences 
As first presenter it falls to me to set out a bit of what BE is, even though I am not a BE. 


Taken as given that CBA needs monetary
measures of preferences for health and
environmental improvements



 \What insights could a behavior-based sub-

discipline possibly have for stated
preferences?

e Or vice-versa?

 BE and Revealed Preferences — (see
Kerry Smith)
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The Basics

Behavioral economics: uses psychology and
economics to explain, predict or influence
judgment and choice (in real life) (Lowenstein)

Stated Preference research: explain and predict
judgment (preferences) and choice (in a survey)
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And vice-versa?

From Kerry:
We have argued that the most carefully reasoned analytical arguments within
the behavioral economics literature have nothing to offer for practical benefit-cost
analysis. The analyses developed separately by Bernheim and Rangel and Sugden offer
interesting logical structures for describing different normative frameworks for
accommodating choices that would not support coherent preference functions. Neither
provides a basis for using what we do (or could) observe to transform the tradeoff
inference required for practical benefit cost analysis.
Three aspects of the research in behavioral economics seem to characterize the
progress to date. First, the evidence supporting a search for alternatives to conventional
practice is based largely on examples of contradictory choices or decisions that appear to
be altered by manipulations of the circumstances of choice that should not matter.
Second, behavioral economists believe that there are a large number of complex and
demanding choices where we observe many individuals simply postponing decisions or
accepting the available default options. Finally, several alternative approaches for dealing
with preference incoherency have been proposed. They are not theories of choice. Instead
they accept the conclusion that analysts will “never” reconcile them with a single,
coherent, preference function. As a result, the analysts involved propose: (a) guidance on
when (if at all) individual choices should be considered in evaluating normative policies
or (b) alternative logical structures that would use most choices to evaluate public
policies and not require preference coherence.
The first of these strategies is associated with libertarian paternalism. The
problem with this recommendation if that no one “expert” has “natural standing” in the
debate over who is qualified to decide the “best” choices. Thus, this position is simply an
effort by one group to convince others they are really the “smart folks” and should make
decisions for others in a range of the truly important, complex situations. While the
advocates of this position seem to call for measured doses of libertarian paternalism, their
arguments ignore the elements of the problems motivating public intervention in the first
place. For example, Beshears et al. [2008] conclude their call for interventions that allow
experts to “improve” private choices by noting that
“…like doctors, governments (and other influential social institutions, like
employers) are in a good position to advise autonomous agents without dictating
to those agents, … Governments could play a constructive advisory role if (1)
their advice is only given in circumstances when the many different measures of
normative preferences discussed above tend to coincide, and (2) their advice is
offered without any obligation to obey (e.g. an opt-out default). By contrast, in
cases with ambiguous or contradictory measures of normative preference, we side
with Hayek and Friedman – government should withdraw” (p. 12)
Unfortunately this summary is a conclusion that says if the decision is obvious
regarding the normative standard then the government should be allowed to make it
without necessarily adhering to consumer sovereignty, provided people can opt out.
Most benefit-cost analyses are conducted for situations where large numbers of people
are subject to the government rules or to the outcomes of the government projects being
evaluated. It is the degree of non-exclusivity and non-rivalry of the object of choice that
often motivates public involvement. So opting out is not possible. Thus this
recommendation is irrelevant to the circumstances describing most public intervention.
The literature in behavioral economics admonishes economists to avoid efforts to
modify the theory of rational choice (largely by new preference specifications) to
accommodate decisions implying mistakes or irrational behaviors. Such practices are
impeding scientific progress. We proposed an alternative – reframing the choice process
(especially the constraints to choice) in order to seek testable hypotheses as opposed to
continuing a process that seems to thrive on convincing stories of irrationality from
engaging storytellers. Tradeoff inference requires an inferential logic that uses what can
be observed to serve the tasks Sugden ascribes to the policy analyst.
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Philosophical Differences

BES:
 People are Homo-Simpsons
e The true “invisible hand” is our irrationality

=>» Choices should be manipulated (Nudged: Sunstein
and Thaler) in some cases: paternalism

=>»Be wary of design choices and stated preference
results (SP researcher is choice architect)

SPs:
e HOmMoO economicus
e Choice is (mostly) rational

 Even if “irrational,” choices should NOT be
manipulated (e.g., use of line drawings); they should
be accommodated




Damage to Fish in the Southern Appalachian Mountain Region

The populations of six types of fish have declined or been eliminated in the streams of
concern. Other species of fish are not affected. The six fish species (see list below) that
are affected were once plentiful in the streams of concern. Although they are no longer
plentiful here, they remain plentiful in healthy streams in the SAM Region.

Fish Species Affected
Brook Trout Longnose Dace
Rainbow Trout Rosyside Dace
Mottled Sculpin Fantail Darters
Brook Trout Longnose Dace
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Basic Commonality

BOTH BEs and SPs aim for clear
communication and to account for
irrationalities, biases and cognitive issues



Biases both BEs & SPs know

Anchoring

WTA vs. WTP

Ordering effect

Preference reversals

Loss aversion
Non-compensatory preferences
Status Quo bias



Key Issues

Coherent arbitrariness
Experience utility
Repetition

Choice complexity
Constructed values
Household vs. individual



BE Insights for SP

BE: Coherent Arbitrariness
e SP: Account for/avoid starting point bias

BE: Experience utility vs. decision utility

Experienced subjects exhibit fewer anomalies
(List, 2003)

* Bring experience to SP.


Presenter
Presentation Notes
In SP, utility is seen as the degree to which one wants something (decision/choice-based); not the experience of pain and pleasure (experience- based). If the latter is more reliable when people don’t know what is best for them 
Sugden: utility at the point of consumption

Ex ante perspective is most appropriate and want to avoid doing your survey just after major events that might influence preferences unduly.

Two benefits of familiarity:  experience utility and representative severity



From the SP literature

Carlsson and Martinsson (2008): WTP
study for avoiding power outages done
both before and after storm. Lower WTP
after the storm =» avoid doing surveys
after big events

Sample people who claim experience
(Krupnick and Cropper (1992)). But what
about non-use values?

Build in experience: Virtual reality
(Harrison et al, Bateman et al)
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They import actual GIS data for an area, render the area as it looks today, and from many angles.  Fly through it


Example from Bateman et al

T




Insights, cont.

BE: Repetition
Plott (1996), List (QJE): Practice and repetition produce
stable and theoretically consistent preferences.

SP

« Provide practice questions
» Drop first response

e Favors CE over CV?



No Program

Improvement Program

Streams and fish

240,000 healthy streams; 60,000
streams of concern.

Up to 6 species of fish harmed in
streams of concern.

10% of all streams (30,000 streams of
concern) will improve and be stocked
with these fish.

Forests

13% (780,000 acres) of SAM Region
has damage to red spruce and sugar
maple trees.

1% (260,000 acres) of SAM Region
improves

Bird populations

Three songbird species are 65% of
what they once were.

Three songbird species improve to
85% of what they once were.

Your household’s
additional state tax

$0

$500 in total ($50 per year for 10
years)

Your Vote?

O




Choice/complexity overload

BE: Too many choices makes people less
happy and can lead to bad decisions.

SP:
e CEvs. CV

e Limit columns (alternatives)/rows
(attributes) in CE



Constructed Values

BE: Context matters

 SP: our problems with context dependence are
not unique, even to environmental goods.

BE: People will value something they spend a
lot of time doing.
« SP: Keep respondent effort constant across treatments



But does context matter
more In SP than in RP?

Alpizar et al (2008)
« Natural field experiment and SP survey
 Voluntary contributions to a national park

e Treatments on anonymity and information about
the behavior of others =

— Hypothetical bias
— But not social context bias



Individual vs. Household
Choice/Preferences

BE tends to focus on unrelated individuals
— Social norms and group decisionmaking

SP’s focusing on related individuals, I.e., the family
e Bateman and Munro (2005):

— Joint decisions are more risk averse than
spouses’ individual decisions

--Joint decisions depart from standard theory
« Hoffmann, Krupnick and Adamowicz



Shadow Prices on Child 1Q Level Resulting from
Change in Lead Exposure
(Utility function coefficient on 1Q/coefficient on costy

Husbands  Wives A Couples B Couples
$ Per 1Q Point
gain 4,068 2,417 5,110 3,718



Conclusions

BE focus on psychological foundations of behavior
applies to behavior in surveys

BE shows that biases/anomolies in SP literature are not
unique, but occur in the “real world” as well

In their concern for cognitive biases, SP and BE have
much in common and both literatures can contribute to
progress in the other

SP has an advantage over RP because an SP
researcher has more control over information provision
than an RP researcher (who faces the invisible hand of
irrationality).
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