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Choice Behaviour
1. The two of you are halfway to the resort. The weekend to be spent there is something to which you have both looked forward for a number of weeks. You were also happy to buy an inexpensive package for the weekend by paying the nonrefundable fee in advance.

The only problem is that you don't want to go. The weather is terrible, you both feel slightly ill and "out of sorts" and there is no question that both of you would prefer to spend the weekend in town. Nevertheless, if you do not continue to the resort now, you will lose your nonrefundable fee. Do you go or do you stay at home?

2. Same scenario, but this time you won the trip as part of a raffle when you bought your latest I-Pod. Do you go or do you stay at home?

3a. You are buying a microwave. You can have either an Emerson for $110 or a Panasonic for $180. Both items are on sale, a third off the regular price. So the choices are:

	
	Sale Price
	Original Price

	Emerson
	$110
	$165

	Panasonic
	$180
	$270


Which would you choose?

3b. You are buying a microwave. Your choices are as follows: An Emerson for $110 or a Panasonic for $180, each a third off the regular price, or another  Panasonic for $200 with 10 percent discount (so your cost would be $180). Both Panasonics have similar features. 

	
	Sale Price
	Original Price

	Emerson
	$110
	$165

	Panasonic1
	$180
	$270

	Panasonic2
	$180
	$200


Which of the three would you choose?

4a. You are on the jury of an only-child custody case following a divorce. You've decided to focus on a few factors. To which parent would you award sole custody of the child?

	Parent A





Parent B

	Average income




Above-average income

	Average working hours



Lots of work-related travel

	Reasonable rapport with child


Very close relationship with child

	Relatively stable social life


Extremely active social life

	Average health




Minor health problems


4b. You are the on the jury of an only-child custody case following a divorce. You've decided to focus on a few factors. To which parent would you deny custody of the child?

	Parent A





Parent B

	Average income




Above-average income

	Average working hours



Lots of work-related travel

	Reasonable rapport with child


Very close relationship with child

	Relatively stable social life


Extremely active social life

	Average health




Minor health problems


5. You have two job offers. Each job is comparable in all respects except for salary. Job 1 pays $18,000 the first year, $17,000 the second, $16,000 the third and $15,000 the fourth. Job 2 pays $12,000 the first, $13,000 the second, $14,000 the third, and $15,000 the fourth. Do you choose Job 1 or Job 2?

6a. You are about to buy a new car (let's say, for about $20,000) when you find out that the same car is available at the other end of town for $25 less. Do you make the trip to save $25?

6b. You are about to buy a new vaccum cleaner for $75 when you find out that the same vacuum cleaner is available at the other end of town for $25 less. Do you make the trip to save $25?

Choice Behaviour Reviewed

Honouring Sunk Costs.

1. The two of you are halfway to the resort. The weekend to be spent there is something to which you have both looked forward for a number of weeks. You were also happy to buy an inexpensive package for the weekend by paying the nonrefundable fee in advance.

The only problem is that you don´t want to go. The weather is terrible, you both feel slightly ill and "out of sorts" and there is no question that both of you would prefer to spend the weekend in town. Nevertheless, if you do not continue to the resort now, you will lose your nonrefundable fee. Do you go or do you stay at home?

2. Same scenario, but this time you won the trip as part of a raffle when you bought your latest I-Pod. Do you go or do you stay at home?

Fact: The fee is gone no matter what, so in scenario 1 you should write it off and stay at home.

Finding: Most people opt to continue the trip in scenario 1 whereas almost everybody opts to stay at home in scenario 2.

Explanation: People are very reluctant to "write off" costs incurred in the past. They are quite willing to send "good money (or time) after bad". Economists refer to such losses as sunk costs. The willingness to honour sunk costs is a very common form of irrationality that can ruin people's lives, not just their weekends ("I can't leave him now - not after 20 years of marriage"). Laboratory examples abound. For example, imagine that after watching a movie for half an hour, you realize that the remaining hour will be torture. Most subjects opt to stay anyway. However, if they have the option of getting a refund, most people will leave.

Choice Behaviour Reviewed

Irrelevant Alternatives

3a. You are buying a microwave. You can have either an Emerson for $110 or a Panasonic for $180. Both items are on sale, a third off the regular price. Which would you choose?

3b. You are buying a microwave. Your choices are as follows: An Emerson for $110 or a Panasonic for $180, each a third off the regular price, or another (similar) Panasonic for $200 with 10 percent discount (so your cost would be $180). Which do you choose?

Fact: Having a third option available should make no difference to how you feel about a comparison between the other two.

Finding: Hardly anyone chooses the second Panasonic in scenario b). However, including that option leads a lot more people to choose the first Panasonic over the Emerson.

Explanation: In scenario b., the first Panasonic looks good in comparison with the second. This - irrationally - makes the first Panasonic look good in comparison with the Emerson. 

Choice Behaviour Reviewed

Accepting vs. Rejecting Options
4a. You are on the jury of an only-child custody case following a divorce. You've decided to focus on a few factors. To which parent would you award sole custody of the child?

	Parent A






Parent B

	Average income




Above-average income

	Average working hours



Lots of work-related travel

	Reasonable rapport with child


Very close relationship with child

	Relatively stable social life


Extremely active social life

	Average health




Minor health problems


4b. You are on the jury of an only-child custody case following a divorce. You've decided to focus on a few factors. To which parent would you deny custody of the child?

	Parent A






Parent B

	Average income




Above-average income

	Average working hours



Lots of work-related travel

	Reasonable rapport with child


Very close relationship with child

	Relatively stable social life


Extremely active social life

	Average health




Minor health problems


Fact: Awarding one parent sole custody is the same as denying another parent custody. So the answer to a) should be the same as to b). 

Finding: If the question is posed as a), most people award sole custody to Parent B. If the question is posed as b), most people deny custody to Parent B. 

Explanation: A common theory is that "positive questions" lead people to focus on reasons in favour of an option - ways in which one option is clearly better than another. Parent B is clearly better wrt "relationship with child" and "income".  On the other hand, "negative questions" lead people to focus on reasons for rejecting an option - ways in which one option is clearly worse than another. Parent B is clearly worse wrt "travel", "health" and perhaps "social life".

This is known as a framing effect because it shows that how the choice problem is framed influences the answer.
Paying Too Much Attention to Trends
5. You have two job offers. Each job is comparable in all respects except for salary. Job 1 pays $18,000 the first year, $17,000 the second, $16,000 the third and $15,000 the fourth. Job 2 pays $12,000 the first, $13,000 the second, $14,000 the third, and $15,000 the fourth. Do you choose Job 1 or Job 2?

Fact: Job 1 weakly Pareto-dominates Job 2; you get a higher salary in every year except for the last.

Finding: Most people say they prefer Job 2. 

Explanation: People are attracted by the fact that Job 2 "keeps getting better". In general, people are overly sensitive to trends compared to outcomes.

Budgeting and Scale Effects

6a. You are about to buy a new car (let's say, for about $20,000) when you find out that the same car is available at the other end of town for $25 less. Do you make the trip to save $25?

6b. You are about to buy a new vaccum cleaner for $75 when you find out that the same vacuum cleaner is available at the other end of town for $25 less. Do you make the trip to save $25?

Fact: In each case, you are spending 20 min to half an hour to save $25 dollars. Your answer ought to be the same.

Finding: Almost nobody makes the trip in scenario a) and quite a few people do in scenario b) [exactly how many?]

Explanation: People have "psychic budgets" and they evaluate gains and costs according to which part of their budget they think is relevant. For example, relative to the size of the "car budget" $25 appears small, whereas it appears significant relative to the size of  the "vacuum cleaner" budget.

