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Defining Scarcity

& Scarcity refers to limitation of resources or commodities
¢ In the market

& Of an individual

& Scarcity mind-set 1s a different mind-set that people use to make decisions when people are
experiencing scarcity, 1.e. feel that resources are low relative to needs

(Mani, Mullainathan, Shafir, & Zhao, 2013; Mullainathan & Shafir, 2013; Shah, Mullainathan, &
Shafir, 2012)



Pros and Cons of Scarcity Mind-set
in Previous Work

Positives Negatives
¢ The Focus Dividend & The Tunneling Effect
& on immediate prices and tradeoffs & goal inhibition
(Mullainathan & Shafir, 2013) ¢ The Bandwidth Tax

& a source of demand on cognitive capacity

& The Scarcity Trap

& a person’s behavior contributes to his/her
scarcity

(Mullainathan & Shafir, 2013; Mani,
Mullainathan, Shafir, & Zhao, 2013)



Current Work: Exploring Another
Positive Effect of Scarcity Mind-set

¢ Hypothesis: Scarcity reduces or eliminates several kinds of context effects, making people’s
perceptions of value more stable and bringing decision making closer to normative predictions

& Focus: Inconsistent valuation problems where people only have a vague sense of what items are
worth

¢ Predicted Mechanism: Scarcity generates different cues that are highly accessible for deciding
value as an internal frame of reference

¢ Approach: First examined the original findings in a non-scarcity condition on large enough
samples, and then tested if the effects diminished under scarcity




Definition of Context Effects

¢ Definition: A context effect is an aspect of cognitive psychology that describes the influence
of environmental factors on one’s perception of a stimulus

¢ Examples:

¢ Framing Effect: people’s decisions on the same question vary depending on how the question is
framed, e.g. the Asian Disease example (Tversky & Kahneman, 1981)

& Mental Accounting (Thaler, 1985)

& Mental Arithmetic: based on the Value Function of Prospect Theory (Kahneman & Tversky, 1979),
people prefer joint outcomes to be coded differently

& Transaction Utility Theory: the total utility from a purchase is the sum of acquisition utility and
transaction utility

¢ Temporal and Category Budget Constraint: people optimize locally based on temporal and category
budget constraint instead of globally



Study la: Trade-off Thinking under Scarcity

Question to Answer: Is trade-off thinking more prevalent under scarcity while evaluating an object?

Scenario: Beer-on-the-beach scenario (Thaler, 1985)

Context Effect Involved: Transaction Utility Theory

Resource under Scarcity: Money
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Design:
& Ask participants to report the option that most likely influence their decision on a price in the scenario

& Compare the response frequency for two of the options, “other things I won’t be able to buy” vs. “where
the beer is being purchased”, between higher-income and lower-income participants

& Model: Binary logistic regression to regress frequency of two responses against income respectively
& Results:

& Higher-income participants respond with context consideration more often

& Lower-income participants respond with trade-off consideration more often



Study 1b-1d: Consistent Valuations under Scarcity

& Question to Answer: Given that trade-off thinking is more prevalent under scarcity, does it
help people to be more consistent in their valuations of object?

¢ Scenario: Beer-on-the-beach scenario (Thaler, 1985)

& Context Effect Involved: Transaction Utility Theory

& Resource under Scarcity: Money

& Design:
& Ask participants to report their willingness to pay (WTP) in one of the two scenarios

& Compare the WTP in two scenarios between higher-income and lower-income participants
& Model:

& Two sample t-test on sample means in two cases for higher-income and lower-income participants

¢ Binary logistic regression to regress WTP against income and context with their interaction term






