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ABSTRACT

Experimental auctions conducted in the field lose some controls of laboratory experiments as a
trade-off for market realities, which could distort their demand-revealing properties in both theory
and practice. Ethical reasons have been widely cited for not asking participants from poor
households to pay out of pocket in experimental auctions conducted in field settings in developing
countries; thus, the allocation of participatory fees is common. This fee endowment creates
distortions in an optimal bidding behavior, though evidence is mixed. In this paper, we investigate
whether consumers in developing countries will be willing to pay out of pocket when the unit sale
price of the auctioned good is an insignificant share of the household food budget. The Becker-
DeGroot-Marschak mechanism was used to collect auction data for biofortified crops in Nigeria,
Rwanda, India, and Guatemala. We show that an out-of-pocket payment experimental setting is an
alternative practical approach for identifying hypothetical bias in auction bids elicited in the field,
which could be masked by the windfall income effect created by the participatory fees. Variability is
observed in hypothetical bias across countries. This approach shows that hypothetical bias could
inflate auction bids by 7—24 percent as a result of participants’ ex ante nonpayment decisions.
Conducting experimental auctions in an out-of-pocket payment context can assist in mimicking
market realities as close as possible in the field setting in developing countries.
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1. INTRODUCTION

Since the 1990s, policy interest in analytically robust economic analyses that explain market
transactions has heightened because of the increasing need to justify the social costs of
development interventions ex ante. There has been a keen interest in understanding consumer
behavior regarding new technologies before being introduced into the market as an approach to
develop delivery and marketing strategies in the most efficient and effective manner. This in turn
has engineered a particular interest in the operationalization of economic experiments, such as
experimental auction and choice experiment methods, among both academics and development

workers for eliciting consumers’ willingness to pay (WTP).

These methods are mostly advocated because they are incentive compatible and demand
revealing. Thus, they are now perceived by many economists as the most adequate methods
available to analyze consumer acceptance (Kimeju, De Groote, and Morawetz 2006). Both auction
and choice experiment methods have been widely applied, mostly in developed countries, to study
acceptance of food innovations, such as genetically modified foods (for example, Lusk et al. 2004;
Corrigan et al. 2009). Application of these methods is now increasing in developing countries,
especially in Africa, where policy focus on food security has risen in the last two decades (Bennett
and Birol 2010). However, because of the differing nature of economic backgrounds, cultural
diversity, and market dimensions in the developing world, consumer acceptance studies applying
these methods still need to be continuously subjected to analytical robustness checks. The goal of
an economic analysis is to correctly plot the consumer demand curve. Therefore, judging whether
a consumer acceptance study’s results mean what the experimenter thinks they mean can be
based on the departure of an empirical or a theoretical analysis from the real market demand

situation.

Harrison and List (2004) named auction experiments as framed field experiments when the
methods are adapted to real markets, thus distinguishing them from laboratory experiments. In
the field, several aspects of market anomaly that have been widely tested in laboratory settings—
such as the effect of outside market options (Harrison, Harstad, and Rustrém 2004), issues of
anchoring or coherent arbitrariness (Ariely, Loewenstein, and Prelec 2003), risk aversion, and
effects of market experience and price feedback (List 2001)—may be challenging to implement in
the field. As a result, the departure of experimental results from incentive compatibility of
economic valuation methods may be inevitable in some of the experiments conducted in

developing countries under challenging field conditions.



Although several issues can limit the validity of results from the field, this paper focuses on just
one of them—the issue of participatory fees in experimental auction. In experimental auction,
participants are usually “endowed with” (or paid) participatory fees. Morawetz, De Groote, and
Kimenju (2011) argued that participatory fees are important for field experiments in poor countries
to avoid the ethical issues of pressuring participants from poor households to pay real money.
However, this may not necessarily be the case when the unit price of the product being offered for
auctioning constitutes an insignificant portion of the household food budget, especially for such
products as common staples, which participants from poor households purchase and consume
very frequently. Payment of participatory fees introduces bias resulting from a “windfall” income
effect (Loureiro, Umberger, and Hine 2003; Corrigan and Rousu 2006). This bias being introduced
is synonymous with the hypothetical bias that has been well reported in choice experiment and
contingent valuation methods. Hypothetical bias arises in valuation experiments when participants
have no real incentives to truthfully reveal their values or give real commitment to their stated
values. Windfall income effect refers to individuals behaving differently in an auction when they are
provided with cash that they did not earn. Although hypothetical bias and windfall income effect
appear to be two different concepts, their commonality is that they both distort the real incentive
for revealing true values in an experiment. Thus we assume they are synonymous in distorting a
subject’s optimal market behavior.

Over the years, several studies have shown that consumers’ real value for a good can be inflated by
as high as 100 percent or even more because of hypothetical bias (Murphy et al. 2005). When
subjects are given cash in experimental auction, such a windfall income can result in a
psychological urge to spend free money and thus affect an optimal bidding behavior. This would
bring about hypothetical values that subjects may be unable to (or have no commitment to) pay in
real market settings. The literature suggests that the endowment effect has been mixed in
developing countries. While Banerji et al. (2013) showed that participatory fees have no effect on
consumers’ WTP for orange maize in Ghana, Morawetz, De Groote, and Kimenju (2011) found a
positive effect for yellow maize in Kenya. Even when participatory fees are given, in reality many of

the participants may end up still being too poor to afford the product in the market.

In the case of stated preference elicitation methods, such as choice experiment, various
methodological attempts have been made to mitigate hypothetical bias in elicited values.
Nevertheless, evidence has maintained that none of these can totally eliminate the bias (for
example, Chowdhury et al. 2011). One of the widely adopted methods for mitigating hypothetical
bias in field experiments is the implementation of a “cheap talk” script (proposed by Cummings
and Taylor 1999), in which participants are reminded not to be hypothetical when participating in

the elicitation task (for example, List 2001; Ehmke, Lusk, and List 2008). Even though this



reminder minimizes the magnitude of the bias, it does not eliminate it. Further, the tone of such
“cheap talk” scripts can be problematic on its own, because it can be perceived by the experiment
participants as patronizing, bringing about what can be perhaps termed a form of “cheap talk
patronization effect.”

Several other authors have tested other approaches, such as follow-up certainty scales and
dissonance minimization (Morrison and Brown 2009). Following this trend, recent attempts have
been made to apply a social psychology theory of making auction bidders swear an oath to tell the
truth when stating their WTP (Jacquemet et al. 2013). While the authors found that an oath as a
commitment device increases bidders’ willingness to tell the truth in a second-price auction,
requesting uneducated participants in developing countries to undergo an oath-taking exercise
before stating their bids could bring about cultural challenges and thus may make the method

impractical in field settings.

It is important to mimic market realities as closely as possible. Corrigan and Rousu (2008) noted
that because experimental auctions conducted in the field lose some controls of laboratory
experiments as a trade-off for market realities, it is important that value elicitations conducted in
field settings be demand revealing in both theory and practice. Therefore, the primary objective of
this paper is to test an alternative practical approach for identifying hypothetical bias in

experimental auctions conducted in a field setting. This alternative approach eliminates

participato |





























































































