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Non Technical Summary

Most theories of decision under risk require that the value of any risky prospect lie
between the value of the prospect’s best and worst outcomes. Gneezy, List and Wu (QJE,
2006, henceforth GLW) term this requirement the internality axiom (henceforth 1A) and
document its systematic violations. For various valuation goods (book gift certificates, one-
year deferred payments, work effort, and sports cards), elicitation modes (pricing and choice),
and implementation variants (hypothetical and real-stakes, laboratory and field experiments),
GLW demonstrate that people value binary lotteries with intermediate probability mixes less
than other people value the lotteries’ worse outcomes.

GLW propose that IA violation is caused by what they call the uncertainty effect,
attributable to two lottery design features that obstruct the IA. First, the lotteries involve non-
monetary outcomes, the valuation of which may induce higher cognitive demands or
perception of uncertainty. Second, the between-subjects design does not prompt subjects to
value the lotteries based on valuing their outcomes.

Our study of the uncertainty effect has two stages. In an initial study reported fully in
Ortmann et al. (CERGE Working Paper 334, 2007), we examine whether GLW’s
experimental instructions — using a verbal and possibly ambiguous lottery description — could
have contributed to IA violation that these authors report. For hypothetical pricing of book
gift certificates, we show that rewording GLW’s lottery instructions increases the lottery’s
valuation to an extent that essentially eliminates the possibility of IA violation. Nevertheless,
our initial study still uses a verbal lottery description, which could in principle lead to
misinterpretation.

Our main, more extensive study aims to further enhance the transparency of GLW’s
tasks, while retaining the design features that the authors regard as essential for observing the
uncertainty effect. We systematically replicate three of GLW’s tasks involving hypothetical
and real-stakes pricing of gift certificates and hypothetical pricing of deferred payments.
Unlike the authors of previous studies, we implement a “physical” lottery format. Using
equiprobable binary lotteries, we elicit subjects’ willingness to pay for the opportunity of
drawing a good (a gift certificate or a deferred payment form) from a closed bag containing
two goods which are identical except for their face value. This lottery structure is physically
demonstrated by the experimenter while reading aloud the instructions, which arguably rules
out any misinterpretation. Furthermore, we provide subjects with complete information about
the goods they are to value.



We find no evidence for the uncertainty effect. Contrary to GLW, and in line with the
IA, we observe for all three pricing tasks that subjects’ willingness to pay for the lotteries is
significantly higher than other subjects’ willingness to pay for the lotteries’ worse outcomes.
We conclude by discussing which implementation differences most likely lie behind the
systematic discrepancy between our and GLW’s findings.

Non Technical Summary

Vétsina teorii vybéru pfi riziku vyzaduje, aby hodnota jakékoliv rizikové Sance byla
mezi hodnotou nejlepsiho a nejhorsiho vysledku dané Sance. Gneezy, List a Wu (QJE, 2006,
dale jen GLW) nazyvaji toto pravidlo axiom internality (dale jen Al) a dokladaji jeho
systematické poruSovani. Ukazuji pro rizné ocenované “statky” (knizni darkové poukazy,
rok odloZzené platby, pracovni Usili a sportovni karty), rezimy vyvolani reakce (nastaveni
ceny a vybér) a implementacni alternativy (experimenty v laboratofi ¢i vterénu s
hypotetickymi nebo skutecnymi odménami), ze lid¢ pfifazuji bindrnim loteriim se stfedni
kombinaci pravdépodobnosti menSi hodnotu, nez jini lidé pfitazuji nejhorSimu vysledku
danych loterii.

GLW vyslovuji hypotézu, Ze poruSeni Al je zptsobeno vlivem ngjistoty, jenz piisuzuji
dvéma vlastnostem experimentalniho designu loterii ztézujicim uplatnéni Al. Zaprvé loterie
obsahuji nepenézni vysledky a nutnost tyto pfevést do penéznich vysledkli mlize vyvolat
vy$si kognitivni pozadavky ¢i vnimani nejistoty. Zadruhé schéma porovnani mezi ucastniky
experimentu (between-subject) explicitné nenuti Gcastniky, aby loterie oceniovali na zakladé
ocenéni jednotlivych vysledk loterii.

Nase studie vlivu nejistoty ma dvé faze. V Gvodni studii detailné diskutované v
Ortmann et al. (CERGE Working Paper 334, 2007) zkoumame, zda experimentalni pokyny,
ve kterych GLW pouzili slovni, potencidlné¢ nejasné vysvétleni loterie, mohli ptispét
k porusovani Al, které autoii dokumentuji. Pro ptipad hypotetického ocenovani kniznich
darkovych poukazi ukazujeme, ze upravenim experimentdlnich pokyni GLW se zvysi
ocenéni loterie do miry, kterd v podstaté eliminuje moznost poruseni Al. Nicméné v této
studii stale pouzivame slovni experimentdlni pokyny, které nevylu€uji Spatné pochopeni
struktury loterie.

V hlavni studii se zaméfujeme na zvySeni transparentnosti struktury loterii, zatimco
zachovavame prvky designu, které jsou podle GLW nutné k pozorovani vlivu nejistoty.
Systematicky replikujeme tfi experimenty GLW tykajici se hypotetického a skutecného
ocenovani kniznich darkovych poukazi a hypotetického ocetiovani odlozenych plateb.
Narozdil od piedchozich studii pouzivame ..fyzicky* format loterii. Ugastnici experimentu
ocefiuji bindrni loterii sestavajici z moznosti vytdhnout si jeden statek (knizni poukaz ¢i
poukaz na odloZenou platbu) z uzaviené¢ho vaku obsahujiciho dva statky, které jsou az na
jejich nomindlni hodnotu identické. Tato struktura loterii je ucastnikim fyzicky
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demonstrovana béhem ¢teni pokyntl, coz vylucuje moznost Spatného pochopeni loterie. Navic
ucastnikiim podavame kompletni informace o oceniovanych statcich.

Nase vysledky nepotvrzuji existenci Vlivu negjistoty. Narozdil od GLW a naopak v
souladu s Al shleddvame ve vSech tfech experimentech, Ze ucastnici ocenuji loterie
vyznamné vyse, neZ jini UcCastnici ocenuji nejhorsi vysledky danych loterii. V diskusi se
vénujeme rozdilim v naSem provedeni experimentu oproti provedeni GLW, které
pravdépodobné vedly k rozdilnym vysledkiim.



