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ExTENDED ABSTRACT
Perspective taking shapes our perception of the world around 

us and thus, our consumption decisions. However, an accurate un-
derstanding of others’ perspective cannot be easily achieved (e.g., 
Van Boven, Dunning, and Loewenstein 2000; Van Boven and Loew-
enstein 2005). In this paper, we examine the economic magnitude of 
failed perspective taking by consumers assuming the same role in 
the context of endowment. Specifically, we investigate whether own-
ers and buyers systematically mispredict the valuation of an object 
by other owners and buyers, respectively. This is an important ques-
tion to address since biased predictions may lead people to engage 
in transactions that are suboptimal (e.g., buyers may overbid for a 
house). In addition, post-transaction upward external comparisons 
in trading (e.g., Is the price I paid higher than the price others in a 
similar situation paid?) have been shown to negatively impact both 
buyers’ and sellers’ satisfaction with a transaction (Novemsky and 
Schweitzer 2004).

We maintain that even being in the shoes of others (e.g., being 
an owner and estimating valuation of other owners) does not enable 
people to accurately predict the impact of endowment and lack of 
ownership on others. We base our prediction on previous research 
suggesting that people underestimate the extent to which an affec-
tive experience influences preferences and choices of others in the 
same role (e.g., Loewenstein 1996; Faro and Rottenstreich 2006), 
resulting in a self-other difference in the value function of prospect 
theory. Specifically, we argue that owners fail to appreciate the extent 
to which endowment affects other owners, whereas buyers fail to 
realize the extent to which lack of ownership affects other buyers. 
Accordingly, we predict that owners underestimate the average sell-
ing price demanded by other owners, whereas buyers overestimate 
the average purchase price offered by other buyers. In conjunction, 
biased estimations by both groups will translate into failed prediction 
of the endowment effect. 

In Study 1, participants (“owners”) who were endowed with a 
coffee mug indicated the lowest price at which they are willing to sell 
their mugs. They then estimated the average lowest price at which 
other participants would be willing to sell their mugs ($2 reward was 
offered to those with close estimations to ensure incentive compat-
ibility). In a separate session, participants (“buyers”) who were not 
endowed with mugs indicated the highest price at which they would 
be willing to receive the mug instead of that amount of cash. Then, 
they estimated the average highest price at which other participants 
would choose to receive the mug instead of cash. As predicted, own-
ers underestimated the average selling price of other owners by 19%. 
Conversely, buyers overestimated the average buying price of other 
buyers by 26%. The results also show that there is no significant 
difference in the estimated average valuations between owners and 
buyers, suggesting that while estimating other people’s valuations, 
the participants do not anticipate the endowment effect.

Previous research has shown that higher level of perceived gen-
eral similarity to a target is associated with greater empathy and per-
spective taking (e.g., Krebs 1975; Batson and Shaw 1991). In Study 
2, we investigated whether priming similarities between participants 
and comparison targets (i.e., average undergraduate student at the 
same university) might reduce the magnitude of owners’ and buy-
ers’ prediction errors. Participants assigned to the similarity condi-

tion were asked to write down “three ways in which you are similar 
compared to the average undergraduate student at <school name>.” 
Those in the control condition were not given this task. The average 
prediction error of owners was reduced by 59% in the similarity con-
dition. Furthermore, similarity priming eliminated overestimation by 
buyers, whereas overestimation in the control condition is still posi-
tive. Accordingly, we find that when estimating others’ valuations, 
participants in the similarity condition anticipate the endowment ef-
fect, while participants in the control condition again fail to predict 
the endowment effect.

In Study 3, to provide further evidence on the proposed underly-
ing mechanism for our findings, we measure participants’ perspec-
tive taking and empathy (e.g., Davis 1983; Galinsky et al. 2008) and 
examine their impact on documented estimation errors. We find that 
greater perspective taking ability is associated with lower estimation 
errors when participants are high, but not low, in empathy. Overall, 
the results suggest that owners and buyers with high perspective tak-
ing ability and empathy predict others’ valuations with the highest 
accuracy.  

Enhanced understanding of the perspective of others in the 
same role can help consumers avoid suboptimal economic decisions. 
Our research demonstrates that consumers fail to take an accurate 
perspective of others even when they are in the shoes of others and 
that perspective taking can be enhanced by helping individuals con-
sider similarities between themselves and the targets. 
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