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Values Matter

Environmental concerns (pollution, CO, emissions, plastic bags)

Fairness (child labor, sweatshops)

Vegetarianism /veganism

Kosher/Halal

National heritage, art, history
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Values Have Been Studied

o Auger, Burke, Devinney, Louviere (2003) and Prasad, Kimeldorf,
Meyer, Robinson (2004): WTP

@ Barnett, Cloke, Clarke, and Malpass (2005): “consuming ethics”

e Hainmueller, Hiscox, Sequeira (2015) purchase data on “Fair Trade"
label

@ Use and non-use values: large literature on reported WTP, though see
Throsby (2003) and Kahneman and Knetch (1992)

@ More on meaning, sense of identity etc.
@ Related notions:

e Conspicuous consumption (Veblen, 1899)
e The relative income hypothesis (Duesenberry, 1949)
o Equity (Fehr Schmidt, 1999 and others)

@ ... But in the above values aren't integrated into standard consumer
theory
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Do We Need to Integrate Values?

@ Can't we just assume they are incorporated in the utility function, u?

After all, u is derived from observed preferences

To the extent they matter, u will reflect them

@ So maybe economic theory need not delve into this u?
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Values Should Be Explicitly Modeled

@ Preferences depend on information

o How will flight consumption change with info about CO, emission?
e Treating this as information in a Bayesian model may allow for too
much freedom

@ Basic assumptions of consumer theory may not hold in the presence
of values
@ Policy questions

e How much should society pay for saving a given species?
e Should society respect values or look for less costly solutions?
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The bigger project: to suggest models of consumer choice that allow
for values explicitly

Hopefully in a way that is amenable to estimation

@ To provide axiomatic foundations

To tell apart different types of goals (as will be explained shortly)

The axiomatic foundations presented here are only for a very simple
special case
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The General Framework

@ Our focus is on values that are related to the quantities x € R’}

A vector d € R” tells the consumer how much each unit of x;
damages the value

Given d, preferences over bundles are given by

ug (x) = u(x)+v(d x)

u(x) is a “hedonic” utility function

v (d, x) measures the value utility
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Example 1: Vegetarianism

@ Two goods, with quantities x; xp, the hedonic utility is

u(xi,x) = alog (x1+x2) + x

Ignoring the principle of vegetarianism, under
pix1 + paxa < 1
(p1 < p2) we have

(i) For low income, | < a (p2 — p1), the solution is (é,O) :

(i) For high income, if | > a% (p2 —p1), itis (0, é) :

(iii) In between, if a (p2 — p1) < | < a2 (py — p1), it is given by

/
o= - +a2 (1)
P2 —p1 P1
/
Xy = — X
P2 — p1
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Caring about Animals

@ Suppose that d = (0, 1) (the first good is meat-free). Preferences are
given by

ug (x1,x2) = alog (x1 +x2) +x — ’)/1{X2>0} (2)

v > 0 — the cost of eating animals

@ The solution now is
o If I <a(py—p1)itis (é,o)
o lfa(pp—p1)<I< 0(% (p2 — p1) (1) is optimal if and only if

— /
alog(apzlm)—i- —a >y (3)

o If a2 (pp —py) <1, (0, ,3’—2) if and only if

/
w log <p1>+27 (4)
P2 P2
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Example 2: Carbon Dioxide Emission

The utility (given d) is

ug (x1,x2) = alog (x1) + (1 — ) log (x2) — ydxy

@ The optimal bundle satisfies

1]/ N 1 (/ N 1 )2 4l
x1==|—+——- — + — —
T2 g vd pr  yd Ydp1

p1, p2, | are observable as usual

If we observe x; (flight consumption) for two different values of d, we
can, in principle, find both « and 7
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Violations of Monotonicity

@ In both examples, monotonicity is violated

@ Having more of a product may end up feeling worse, because of the
negative emotions related to its production or consumption

o A vegetarian would feel bad about owning a bundle with meat

@ What happened to free disposal?

@ There is no free disposal of guilt
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Violations of Continuity

@ In the first example, continuity is violated

@ Having a tiny quantity of a good may be qualitatively different from
having zero

o A vegetarian feels bad about consuming meat irrespective of the
amount used

@ What happened to continuity of our psychophysical mechanisms?

e The assignment of meaning is discontinuous (at zero)

Gilboa, Minardi, Wang () Consumption of Values November 16, 2020 12 / 24



Types of Values

@ Intrinsic: we care about them because we do

e Don't use child labor
e Don't eat animals

o Instrumental: we care about them because they are proxies for
other, intrinsic ones

e Don't pollute the atmosphere/the oceans
o Donate to the poor

@ The distinction need not be perfectly dichotomous, and certainly not
objective
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A Proposed Distinction

We can tell the two apart by continuity at zero

An intrinsic value will behave discontinuously at zero

o If a dish in non-vegetarian, it's non-vegetarian
o If child labor/pornography was used, even for a tiny bit, that's a
qualitative difference from “none at all”

@ An instrumental value will tend to behave continuously

e One molecule of CO, isn't going to destroy the planet
e One plastic bag isn't going to kill the dolphins

Intrinsic values endow consumption with meaning directly

@ Instrumental ones do so through a mechanism, which tends to be
continuous
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Why Do Want to Tell Them Apart?

@ Policy questions might depend on the distinction

o If the value is intrinsic, we should respect it, no ifs or buts
o If the value is instrumental, we might want to find cheaper ways to get
to the truly important ones

@ We care about kittens, chimpanzees, and dolphins, because we do
@ We don't really care about bacteria per se

@ What about bats or lizards?

e Do we care about them because they are animals, too, with a right to
live?

e Or because they exterminate spiders, which can be done in other ways
as well?
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Axiomatization: a Single Principle

@ X — aclosed and convex subset of R'} .

@ Fori<n,d € {O, 1} denotes whether the good violates the
principle.

@ Given d, the consumer maximizes

ug (x) = u(x) = 11ligx>0} (5)

e ~4=7C X x X is observable
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Some Notation

The principle is satisfied in

X'={xeX |d-x=0}
and violated in

X'=X\X={xeX |d-x>0}

(Xn)n21 —n—oo X

(xa) = x

X, — X
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Axioms — |

Al. Weak Order: ~ is complete and transitive on X.

~

Definition

Two sequences x, — x and y, — y are comparable if

(A) there exist i,j € {0, 1} such that (x,) C X', x € X' and

(ya) C X,y eXI

or

(B) there exist i,j € {0,1} such that (x,), (y,) C X’ and x,y € X/.
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Two Continuity Axioms

A2. Weak Preference Continuity: For all comparable sequences x, — x
and y, — y, if x, 2Z y, then x 22 y.

A3. Strict Preference Continuity: For all pairs of comparable
sequences, (x, — x and y, — y), and (z, — z and w, — w), if (i)
zZ = w; (ii) X,,zz,, ; anyn thenx>y_
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Definition

For x,y € X°, we say that xPy if there exists z € X° and a sequence
z, — z with (z,) C X! such that x 7= z and z, == y.

A4 Archimedeanity: Let (x,) C X% be such that x,4+1Px, (xyPxp11) for
all n > 1. Then there does not exist X € X such that % = x, (x, 7 %) for
all n > 1.

Finally, we find it convenient to rule out the case in which all points in X°
are equivalent.

A5 Non-Triviality: There are x, y € X° such that x > y.
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Theorem

Let there be given d € D and 7. The relation 7 satisfies AI-A5 if and
only if there exist a continuous function u: X — IR, which isn’'t constant
on X°, and a constant oy > 0 such that - is represented by

ug (x) = u(x) = 1ligx>0} (6)

v
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Observability

@ Is A4 observable? Is the relation P observable?

Recall: For x,y € X°, we say that xPy if there exists z € X% and a
sequence z, — z with (z,) C X! such that x =~ z and z, o y

In practice we can't expect to observe an infinite sequence

But we can use proxies

e Is 0.001 grams closer to 0 or to 10 grams 7
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Uniqueness

@ The uniqueness of (u,y) depends on their values

@ For instance, if

7> sup (u(x)) = inf (u(x))

xeX1 xeX0
then we can’t say much about 7
o If “every principle has its price” we can say more

@ An interesting case:

Xseu)E1 (u(x)) < oo Xien)iz0 (u(x)) = —o0

— the consumer would give up vegetarianism in order not to starve,
but not for a Beluga
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Other Directions

@ The principle of equality may be x; = x

o A bequest of (0.48,0.48) may be strictly preferred to (0.51,0.49)
e Multiple principles (each 0/1)

@ Multiple values, some continuous at zero and some aren't, some
dichotomous and some strictly increasing...
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