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The endowment effect has traditionally been studied as a fairly static phenomenon at a transaction level of analysis. We propose that

the endowment effect is dynamic and can be transferred from one transaction to another. We report the results of both a controlled

laboratory experiment and a field study.
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EXTENDED ABSTRACT
Endowment effect has typically been conceptualized as a phe-

nomenon that occurs within a transaction at a specific point in time 
wherein the buyer and seller have differing perspectives that result in 
different reservation prices: the buyer’s willingness-to-pay (hereafter 
WTP) and the seller’s willingness-to-accept (hereafter WTA). There 
is little in prospect theory to predict any carry-over of the endowment 
effect to another transaction. However, recent research (e.g., Nay-
akankuppam and Mishra 2005) has affirmed that the endowment ef-
fect is not due to shifts in response language (e.g., buy low, sell high) 
but reflect actual differences in mental representations of the item by 
sellers and buyers. Since mental representations are associative net-
works in memory (Anderson 1983), such associations that have been 
primed in memory are more accessible. Greater accessibility is likely 
to bias subsequent information processing and influence subsequent 
judgments (Houston and Fazio 1989). Therefore, we propose that an 
endowment, once experienced, can exert an influence the valuations 
of similar objects in a subsequent transaction. 

STUDY 1
One hundred and nineteen undergraduate students 

(male=58.45%, Mage=20.61) were randomly assigned to a 3 (buyer-
first, seller-first vs. control) X 2 (reservation price in first task vs. 
second task) X 2 (order: blue mug first vs. red mug first) mixed fac-
torial design. In the buyer first condition, participants were given $5 
cash, randomly assigned to see a mug of a particular color, and asked 
to provide their WTP. After reporting their WTP, however, the par-
ticipant was told that the mug was unavailable. S/he was then shown 
the mug of the other color and asked to provide his/her WTP for this 
mug. In the seller-first condition, a participant was given a mug of 
a color and asked to provide their WTA price. Then, s/he was told 
that the assigned color mug was unavailable. S/he was given $5 cash 
instead of the mug and asked to provide his/her WTP for the mug of 
a different color. In the control condition, participants were given $5 
cash, randomly assigned one of the mugs (blue or red), and asked for 
their WTP. Next, without the cover story of unavailability, they were 
asked for their WTP for the other color mug.

Reservation prices in the first task
A one-way (buyer first vs. seller first vs. control) ANOVA 

yielded a main effect of role on reservation prices in the first task 
(F(2, 116)=5.768, p=.004. Planned comparisons showed that sell-
ers reported significantly larger reservation prices than buyers (F(1, 
116)=7.880, p=.006) and the control condition (F(1, 116)=5.114, 
p=.027). The classic endowment effect is replicated in these results. 

Reservation prices on the second task
A main effect emerged for the role in the first task on the res-

ervation prices quoted in the second task (F(2, 116)=3.169, p=.046). 
Planned analyses revealed that participants who had been sellers in 
the first task reported greater WTP in the second task than those who 
had been buyers in the first task (F(1, 116)=3.268, p=.075) and those 
in the control (F(1, 116)=4.287, p=.041).

Repeated measure comparisons
Of importance, a role versus task (i.e., first vs. second WTP) 

analysis yielded only a main effect for the role in the first task (F(2, 
232)=9.224, p<.001) but neither the task nor the interaction term. A 
planned comparison of the reservation prices quoted by participants 
who had been sellers in the first task (and buyers in the second task) 
yielded no significant effect (F(1, 232)=1.233, NS). These individu-
als changed roles between tasks. In contrast to the predictions of a 
significant change in reservation prices predicted by prospect theory, 
we observed no significant change in reservation prices. This result 
is not a function of the unavailability of the mug in the first task. If 
that were the case, there would be a difference between the WTP of 
the “buyers first” participants in their first task and the control condi-
tion. In other words, the fact that WTP amounts are higher when one 
happened to be a seller earlier for a similar object is consistent with 
the idea of a carry-over of the endowment effect. 

STUDY 2
We analyze data from eBay.com. We predict that the experience 

of being a high bidder on an item creates a change in the bidder’s 
internal representation of the object in much the same way that own-
ership or possession does. We further argue that if the bidder fails to 
win the item, his or her reservation price in subsequent auctions for 
similar, but different, items will be higher than those bidders who 
never enjoyed the status of being the highest bidder—in other words, 
the endowment effects are contagious and spread to other products. 
Our model to estimate the influence of experiences from prior auc-
tion (j-1) on the bidding price of individual bidder i in a current auc-
tion j is as follows:

Model 1
Indicator Variable for the Endowment Carry-over Effect
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Model 2
Continuous Measure of the Endowment Carry-over Effect
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The estimated coefficient of Pseudo-Endowment shows that a 
bidder increases her or his bid by 4.0% of buy-it-now price if s/he 
had been a high bidder in a prior auction. In addition, we found that 
the longer the time spent as the top bidder in the prior auction, the 
higher the subsequent WTP for the same item (Top Bidder Duration). 
These results show that the endowment effect caused by being a top 
bidder is transferred to a similar object.

GENERAL DISCUSSION
Recent research documents the differences in mental represen-

tations of the object in transaction (e.g., Carmon and Ariely 2000; 
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Johnson et al. 2007). In the current research, we questioned whether 
the biased mental representations and emotional attachment (which 
appears to be the source of the endowment effect) wither away once 
the specific item being transacted is gone for good or it can find its 
way to a new home to infect another transaction. Our study finds that 
individuals do appear to transfer their biased mental representations 
to similar other objects, and thus the endowment effect contaminates 
future transactions.

REFERENCES
Anderson, John R (1983), “A spreading activation theory of 

memory,” Journal of verbal learning and verbal behavior, 22 
(3), 261-95.

Carmon, Ziv and Dan Ariely (2000), “Focusing on the forgone: 
How value can appear so different to buyers and sellers,” 
Journal of Consumer Research, 27 (3), 360-70.

Houston, David A and Russell H Fazio (1989), “Biased processing 
as a function of attitude accessibility: Making objective 
judgments subjectively,” Social cognition, 7 (1), 51-66.

Johnson, Eric J, Gerald Häubl, and Anat Keinan (2007), “Aspects 
of endowment: a query theory of value construction,” Journal 
of Experimental Psychology,33 (3), 461.

Nayakankuppam, Dhananjay and Himanshu Mishra (2005), “The 
endowment effect: Rose-tinted and dark-tinted glasses,” 
Journal of Consumer Research, 32 (3), 390-95.


