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1 | INTRODUCTION

Jason Dana?

Abstract

Consumer psychology refers to how people think and act within an economic role in
market exchange. However, we know little about how consumers actually perceive
these roles, or how they understand markets and economic activity more broadly.
That is, we lack an understanding of the economic reasoning of non-expert con-
sumers, how it departs from formal economic reasoning, and why. The current paper
is intended to address this gap. We provide an integrative review of research on lay
economic reasoning that consistently reveals how differently lay consumers and
economists think about markets. We propose a unifying mental model to explain
these divergences. Suggest why it is reinforced by what lay consumers observe (and
do not observe) through firsthand marketplace experience, and note its potential
evolutionary basis. We then highlight how understanding lay economic reasoning can
not only help explain a wide array of marketplace phenomena, but also provide a
novel lens to help advance, generate, and better integrate theory across many active
literatures within consumer psychology. Without markets, there are no consumers
and there is no marketing. We therefore call for consumer psychologists to take own-
ership of the study of lay economic reasoning and make markets more central to

marketing scholarship.
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of complex global markets that organize the production and distribu-

tion of scarce resources of every sort. Accordingly, consumer psychol-

Consumer psychology, quite simply, is the psychology of consumers.
It examines consumers’ perceptions, beliefs, and feelings when making
purchase decisions. One aspect of this simple definition that may be
underappreciated is that it specifies this object of study as specifically
economic: a consumer is a role played by a person in a voluntary eco-

nomic exchange. Today, that role is typically played within the context

ogy can best be characterized as the systematic study of human
psychological processes and behaviors that are specific to these roles
in economic exchanges across various market contexts. Leading
scholars have written for decades about the need to develop theories
that actually speak to these marketplace roles. Consider these recent

scope-setting  editorial mission statements and definitional
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prescriptions from outlets like the Journal of Consumer Research and

the Journal of Consumer Psychology:

... | am contending that we need to show how the pro-
cess operates differentially in consumption and general
settings and therefore uniquely explains a consumption
phenomenon.

(Deighton, 2007, p. 280)

Our core is characterized by the study of people oper-
ating in a consumer role involving acquisition, con-
sumption, and disposition of marketplace products,
services, and experiences. (Maclnnis & Folkes, 2010,
p. 900)

...we see consumer research as essential to under-
standing how people deploy their resources of time
and money and how these decisions affect individual
consumers and the broader world, including social rela-
tions and stewardship of the world’s resources. If you
accept the above premise that consumer research is
inherently important, then it is only a small step to
believing that we must be integrative.

(Peracchio et al., 2014, p. vi)

We encourage research that focuses on phenomena of
unique interest to consumer researchers ... as well as
research that examines human behaviors ... as they are
uniquely shaped by market forces.

(Inman et al., 2018, p. 956)

Consumer perception that there is such a potential
exchange relationship is, as noted above, fundamental
to the definition of the interaction as a market relation-
ship. Marketplace morality is a subset of general, social
morality and only arises when at least one consumer
perceives the possibility of market exchange.
(Campbell & Winterich, 2018, p. 170)

This structure frames our goal to publish contributions
in conceptual thought and empirical findings that
advance the body of collective wisdom on consumer
psychology.

(Block et al., 2021, p. 4)

This paper provides an integrative review of disparate and largely
nascent research on lay economic reasoning, or the economic beliefs
and reasoning processes of economically untrained consumers. This
research shows that people think much differently from economic sci-
entists about the basic building blocks of purchase behavior. There
are no consumers without markets. And there is no marketing without
markets. We thereby argue that advancing theory about the con-

sumer entails understanding lay beliefs about markets. For example, it

is difficult to understand consumers’ perceptions of price fairness
without understanding where they think prices come from in the first
place. And consumers’ reactions to increasing automation can be bet-
ter understood by accounting for their implicit theories of labor, such
as beliefs about whether automation “takes away jobs” and how it
affects the economy.

Lay economics is not simply behavioral economics, nor its close
cousin, judgment and decision-making (JDM). Both study deviations
from idealized rational choice models, such as whether people’s
choices adhere to preference axioms, or whether they act like Bayes-
ian updaters when making probabilistic judgments. Because such devi-
ations speak to whether consumers spend their money and time
wisely, behavioral economics and JDM have long overlapped with and
influenced the study of consumer psychology. In contrast, lay eco-
nomics concerns how people reason about the marketplace itself, and
the processes that determine the terms of exchanges, a subject that
has received less attention and had less influence thus far. Whereas
the purview of behavioral economics and JDM is largely restricted to
the economics of the household or family, lay economics draws on
beliefs related to many areas of economic inquiry—including trade,
industrial organization, labor, and macroeconomics—to provide a vari-
ety of distinct insights and applications.

In what follows, we consider how consumers’ firsthand market-
place experiences paint a misleading picture of their inner workings,
and why evolved cognitive and cultural capacities do not help
(Section 2). We next propose that, as a consequence, lay mental
models of market exchange are intuitive, moralized, and zero-sum,
and vyield judgments that systematically diverge from economic sci-
ence (Section 3). We highlight the implications of this divergence
across a number of market contexts and describe how understanding
lay versus expert economic reasoning can shed new light on a variety
of marketplace phenomena and findings from consumer psychology
research (Section 4). We then discuss why the field of consumer psy-
chology could benefit from making additional contributions to the
study of lay economic reasoning (Section 5), and close by providing
some brief conclusions (Section 6).

2 | THE BASIS OF LAY ECONOMIC
REASONING

Lay beliefs and theories (often used interchangeably with intuitive,
naive, folk, or implicit) beliefs and theories) refer to informal,
common-sense explanations for observable phenomena that are
defined by their systematic divergence from formal, evidence-based
scientific explanations (Furnham, 1988). Lay theories help people
explain and predict the world, and have been studied across dozens of
domains of knowledge (e.g., physics, psychiatry, medicine, evolution-
ary biology, public policy, law).

For example, research on lay physics has documented a variety of
erroneous beliefs about the motion of objects (e.g., McCloskey, 1983;
McCloskey et al., 1980). Many adults believe that a ball dropped from
a moving airplane will fall straight down or even backward. They
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thereby fail to intuitively grasp the laws of Newtonian mechanics,
which dictate that even if the ball is slowed by air resistance, it still
has enough momentum to continue its forward path unless acted
upon with sufficient force (Kaiser et al, 1985; McCloskey
etal, 1983).

Why might that be the case? Anyone who has dropped an object
from a moving vehicle has observed that, relative to their own frame
of reference, it does go backward. Errors of this type suggest the pri-
macy of subjective firsthand experience, or the notion that “seeing is
believing” (McCloskey et al., 1983), in shaping our understanding of
the physical world. Rather than being corrected through experience,
these misconceptions are reinforced by what people can see with
their own eyes, especially if they concern unusual and rarely encoun-
tered problems, and do not interfere with their ability to navigate
more typical ones. Only by internalizing physical laws derived through
systematic observation and scientific reasoning can people correctly
predict the path of the ball. But such abstract reasoning about the
physical world confers little advantage in daily functioning. Despite
their imperfections, lay mental models of physics are quite sufficient
to meet the challenges we face on a day-to-day basis (e.g., most of us
manage not to continually bump into walls or stagger into oncoming
traffic each day).

Given that many people also experience marketplace interaction
on a daily or near-daily basis, their lay mental models of economics
are also “good enough” in some regards (e.g., purchasing goods and
services that generally meet our daily needs). Yet there is an important
difference between lay reasoning about physics versus economics.
Potentially misleading firsthand experiences, such as dropping a ball
from a fast-moving vehicle, represent the “exception,” as our observa-
tions of the physical world overwhelmingly result in useful intuitions.
In contrast, we suggest that such experiences instead represent the
rule when it comes to lay economic reasoning. That is, most market-
place observations are potentially misleading, resulting in economic

intuitions that often lead us astray.

21 | The seen and the unseen

Perhaps the first account of lay economic reasoning came from Bas-
tiat's (1845) descriptions of “economic sophisms.” Most famously, he
described what came to be known as “the broken window fallacy” to
illustrate  the importance of considering unseen factors
(i.e., opportunity costs). It starts with a shopkeeper’s son who acciden-
tally breaks the shop window, making the shopkeeper pay a glazier six
francs to fix it. The glazier then spends those six francs buying other
goods and services in the local economy. The providers of those
goods and services do the same, in turn, and so the cycle continues.
Bastiat suggests that many members of the public might thus con-
clude that the broken window benefited local industry. That does
seem to be the case if we consider only what is seen.

But what is unseen is that if the window had never broken, the
shopkeeper could have spent those six francs in other ways, such as
on a new pair of shoes, and thus benefited the local industry in the
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same way. Moreover, while the shopkeeper will enjoy having an intact
shop window once it is repaired, he could have enjoyed an intact win-
dow and a new pair of shoes if it had never broken. Considering the
unseen as well as the seen makes the economic costs of the broken
window clear: the shopkeeper’s welfare is harmed, and there is other-
wise no net benefit to the local economy. Six francs worth of value
was destroyed, not created. Lay intuitions to the contrary are by no
means peculiar to Bastiat's time: as detailed in Section 4, economic
arguments for buying local invoke similar logic to this day.

Though consumer research has demonstrated that people often
neglect unseen opportunity costs (Frederick et al, 2009;
Spiller, 2011), the primacy of the seen over the unseen may have
implications more fundamental and far-reaching than previously real-
ized. In fact, the inability to observe the role of hidden market forces
may be a defining feature of firsthand consumer experience, and an
important reason why lay mental models of markets appear

incomplete.

22 |
misleads

Why firsthand marketplace experience

Let us consider how most people experience the marketplace. Almost
all their experiences come from the consumer side in discrete, individ-
ual transactions with sellers. When considered in isolation, any one of
these individual transactions is zero-sum. That is, each can be repre-
sented as a fixed amount of surplus that must be distributed between
the producer and the consumer. Even if these exchanges are volun-
tary and mutually beneficial, they are nonetheless zero-sum in the
sense that more surplus for one party leaves less for the other. In an
isolated exchange, prices are therefore purely allocative, and directly
determine who gets what. Moreover, for many exchanges in devel-
oped economies, pricing and product quality decisions are made by
sellers alone, while consumers get to decide only whether to take or
leave the terms they set. Consider a simple, concrete example in a
product domain where value is well defined and easy to understand:
a producer who sells basic tools like handsaws. They could gain more
profit at the consumer’s expense by charging a higher price. They
could also profit at the consumer’s expense by using cheaper, lower-
quality materials to reduce costs, or by misrepresenting the quality of
the saw.

Contrary to the way these exchanges are experienced by lay con-
sumers, economic experts do not regard them as taking place in isola-
tion and do not assume that their terms are determined solely by the
intentions of both parties or observable aspects of the exchange itself
(Bhattacharjee et al., 2017; Leiser & Shemesh, 2018). They instead
regard them as embedded in a complex economic system in which the
behaviors of all market actors are interdependent. From this perspec-
tive, fully understanding an exchange requires considering the outside
factors that led up to it and shaped its terms, as well as how it affects
those factors going forward.

The voluntary nature of market exchange has important disciplin-

ing effects on how sellers behave. The producer of the saw must
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consider how much individual consumers are willing to pay. If they
charge too much, consumers will revert to their next best option, such
as buying from a competing seller or deciding that they do not need a
saw after all. If the producer cuts corners or misrepresents quality,
they could quickly develop a bad reputation and amass negative
reviews, losing repeat and future business to competitors. Even if indi-
vidual consumers experience each purchase in isolation, this is clearly
a repeated game from the producer’s perspective. Even at the individ-
ual transaction level, prices are not determined arbitrarily or on a dis-
cretionary basis alone: the producer’s decisions are tightly constrained
by the needs of their clientele as a whole and the opportunity costs
they face (i.e., each consumer’s alternatives to buying a saw).

The producer's own opportunity costs also depend on what
consumers value about their offerings compared to competing
alternatives. For example, which tools should they make? Could they
make more money by serving professionals or weekend warriors?
Should they offer their products regionally or expand to broader retail
markets? These decisions also depend on the economic conditions
and opportunity costs facing actors in intersecting markets, which
dictate the wages their workers will demand and the costs of the
material inputs to their products. These costs, in turn, dictate the
minimum price the producer must charge to avoid losing money on
each sale.

Market exchanges are properly understood as part of a complex
system, in which product prices (as well as attributes and availability)
are shaped by an intricate web of interdependencies with countless
marketplace actors beyond the parties involved in any single
exchange. Within that system, market prices act as informative sig-
nals, whereby higher prices reveal more valuable uses of scarce
resources, goods, services, or labor. As such, prices are not merely
allocative. They also provide incentives that guide the behavior of
consumers and producers. On the consumer side, prices aggregate
information about the trade-offs involved in various purchases. Higher
prices indicate which supplies are scarce relative to the demand for
them, encourage conservation, and induce consumers to seek out
lower-priced substitutes. On the producer side, higher prices indicate
what consumers deem most valuable, and thus where they should
invest more resources. The allure of profits leads producers to create
new products that people want, to bring them where they are most
needed, and to more efficiently produce them so that they can offer
better prices than their competitors and win more business. In this
way, market prices incentivize behaviors that increase the societal pie
and help to manage or alleviate scarcity.

Crucially, all these forces, which serve to bring a particular prod-
uct to a particular time and place at a particular price, are literally
invisible! They are far removed in time and place from any single
transaction. Consumers have no way of observing how the dynamics
of market competition create the terms of the individual exchanges
they experience. And of course, since opportunity costs represent
unrealized counterfactual outcomes, they cannot be observed by any-
one. Conversely, the zero-sum aspects of market exchange are readily
apparent in any isolated transaction: the immediate impact of prices

on the static distribution of surplus between sellers and buyers is

obvious. Based on what lay consumers can observe, sellers often
appear to have sole discretion over the prices they can charge and
product quality decisions they make and to gain more profit if they

shortchange consumers.

2.3 | Why our minds are unprepared to intuit
economics

Even if firsthand experience of markets is misleading, it does not
necessarily follow that lay theories must be inaccurate. In many
contexts, lay theories reflect “core knowledge” that is innately
possessed or acquired through innate learning mechanisms (Carey &
Spelke, 1994, 1996). For example, by 6 months of age, infants who
see one object roll behind a screen toward a partially visible station-
ary object, and then see the second object begin to move in the
same direction, can infer that the first object hit the second. The
capacity of infants to reason about a hidden interaction of this sort,
even with so few prior observations of objects in motion, provides
evidence that the human mind is well prepared to infer certain prop-
erties of the physical world. Similarly, though they cannot see others’
beliefs and intentions, infants readily represent human actions as
goal-directed and guided by subjective perceptions, and these
abilities blossom into a reasonably sophisticated lay theory of mind
by age 4. And finally, our lay biological intuitions help us decide what
is safe to eat and what to run from before we get eaten ourselves.
While lay theories of physics, psychology, and biology are imprecise
and distinct from scientific theories, they are nonetheless useful for
navigating the world. Our core knowledge equips us to readily intuit
the invisible properties and causal schemas needed for these
purposes.

Accordingly, errors in lay reasoning about physics primarily
involve principles not strictly necessary for navigating the world, or
phenomena that were absent from it until modern times (e.g., fast-
moving airplanes). Even if our reasoning about the physical world is
sometimes faulty, that does not imply that these lay theories are mal-
adaptive in general. We avoid constantly bumping into walls or
oncoming traffic for good reason: if all our ancestors had been so
hopelessly incapable of judging the physical world, guessing others’
intentions, or sensing danger in the environment, they would not have
survived, and we would not be here today.

Are humans prepared to intuit economics in a similar way? And
should they be? To help us answer these questions, let us consider a
thought experiment: how our modern market economy might appear
to visitors from another planet. Imagine that on their home planet, the
population lives in small, nomadic groups with shared kinship. Their
daily lives consist mainly of foraging and hunting for food, with little
occupational specialization. Virtually everything they find is consumed
immediately. They have few possessions beyond rudimentary tools
that are portable and easily replaced. They distrust outsiders, so there
is little trade between groups. The pace of technological innovation
on this planet is much slower than on ours, and even small improve-

ments can take thousands of years. Economic growth is so slow that
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changes are imperceptible within a single lifetime. The amount of
resources available for consumption thus appears fixed and unchang-
ing, aside from periods of scarcity induced by natural shocks.

Would visitors from this world be prepared to intuit how modern
global markets function in ours, or to grasp their benefits? Almost cer-
tainly not. But this is precisely the world our ancestors inhabited until
very recently. Whereas the laws governing our physical world have
remained mostly unchanged throughout human existence, our modern
economic world looks drastically different from the one our ancestors
faced. As we describe in the subsequent section, our ancestral past
was devoid of any features or adaptive challenges that could have
equipped us to understand modern markets. Unlike the innate physi-
cal, biological, and psychological intuitions that helped us develop and
thrive throughout our ancient past, and still do today, we have no core

economic knowledge.

2.3.1 | Ancestral societies vs. modern market

societies

Humans evolved in small-scale Paleolithic hunter-gatherer societies.
The adaptive challenges and selection pressures we faced in these
ancestral environments shaped our psychology over millions of years.
Our species lived under these conditions for roughly a thousand times
longer than conditions of any other sort. Agriculture and other familiar
markers of modernity began emerging only around 12,000 years ago,
far too recently on an evolutionary time scale to have meaningfully
shaped our cognitive architecture (Boyer & Petersen, 2018; Cos-
mides & Tooby 1997; Norenzayan et al., 2016; Rubin, 2003). Ances-
tral conditions were thus vastly different from those we face in
modern market societies.

First, ancestral societies were small, and consisted mostly of tribal
groups of up to 150 individuals bound by shared kinship (Norenzayan
et al., 2016; Rubin, 2003). Interactions and economic exchanges were
face-to-face and personal and mostly took place between familiar
people with established relationships (Henrich et al., 2010). Second,
for most of our ancestral past, these groups were nomadic and mobile:
they immediately consumed nearly all the food they hunted and for-
aged each day, had few options for storing any surplus they generated
(Kelly, 1995), and had few possessions beyond small, rudimentary
items that required minimal labor to produce or replace
(Woodburn, 1980).

The small population sizes of hunter-gatherer societies also
allowed for little occupational specialization beyond dividing some
tasks by gender or age (Brown, 1991; Kelly, 1995). The economic ben-
efits of more extensive divisions of labor at larger scales remained
largely unrealized until “sedentary” societies of greater size and com-
plexity became more common, setting the stage for modern civiliza-
tion (Kelly, 1995; Rubin, 2003). Until then, ancestral modes of
production lacked any semblance of the extreme specialization
of labor that defines today’s global markets (Carneiro, 2000; Maynard
Smith & Szathmary, 1999; Stiner et al., 1999).
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Hunter-gatherer existence prevented any meaningful capital
accumulation or forward-looking investment in productive technolo-
gies (Kelly, 1995; Woodburn, 1980). Small populations and limited
specialization afforded societies little opportunity to assemble the
diversity of talents and ways of thinking needed to generate innova-
tive ideas (Jones, 2001; Kremer, 1993; Simon, 1996). Accordingly,
even small technological advances (e.g., better techniques for manipu-
lating stone) often took thousands of years (Gowlett, 1992;
Rubin, 2003), and there was no perceptible economic growth or
wealth creation within a human lifetime. Everyone lived and died in a
world that appeared unchanging, with differences in resource avail-
ability or scarcity dictated by environmental shocks alone
(Kremer, 1993).

These conditions differ vastly from the global scale and complex-
ity of trade and specialization, impartial market exchange, widespread
investment in productive capital and technology, and massive scale of
production that characterize the modern marketplace. The unchang-
ing zero-sum world we adapted to navigate bears little resemblance
to the incredible pace of technological innovation, wealth creation,
and economic growth we experience today. Table 1 summarizes these
striking differences:

Of course, our evolutionary inheritance is not solely genetic, nor
are our psychological intuitions solely innate: humans are cultural
animals. A large body of evidence supports “dual inheritance
theory,” a framework describing the deep mutual influence and
co-evolution of our cultural and cognitive capacities (Boyd &
Richerson, 1985; Cavalli-Sforza & Feldman, 1981). Cultural norms
and transmission mechanisms allowed human societies to adapt to
environmental selection pressures dramatically faster than they could
have through genetic adaptations alone and resulted in bodies of
accumulated cultural knowledge that allowed societies to solve adap-
tive problems that no single member could on their own (Boyd
et al., 2011; Henrich & McElreath, 2012; Sloman & Fernbach, 2017).

TABLE 1 Economically relevant dimensions of potential
evolutionary mismatch.

Ancestral hunter-gatherer
society Modern market society

Large-scale societies (millions of
individuals)

Global trade and highly
specialized labor

Small-scale tribal societies
(~25-150 individuals)

Local exchange and limited
division of labor

Capital investment and
large-scale production

No productive capital or
investment

Rapid economic growth and
innovation cycles

Zero growth or technological

innovation
Wealth distribution Wealth creation

Sedentary lifestyle and
accumulation

Mobile lifestyle and portable
possessions

Personal, partial reciprocity Impersonal market transactions

norms
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Accordingly, addressing the contribution of cultural norms to lay

economic reasoning is no less essential.

2.3.2 | Cultural exchange norms vs. economic
understanding

Given the rapid rate of adaptation to environmental changes they
enable, why have not our cultural norms updated as we transitioned
from ancestral societies to modern market-oriented societies? The
short answer is that they have and in striking fashion. In fact, the evo-
lution of social and cultural norms is exactly what enabled and estab-
lished the conditions necessary for modern markets to emerge. Even
today, there is tremendous variation across societies in the cultural
norms surrounding economic exchange (Henrich et al., 2001; Norris &
Inglehart, 2011). Yet that variation is by no means arbitrary, and
exchange norms across cultures seem to share some key unifying
features.

First, because human culture emerged in the same zero-sum
ancestral settings, its origins reflect the adaptive problems present in
these contexts, which often involved competing with other groups
over scarce resources and allocating the amounts secured among
one's own (Chinoy et al, 2023; Henrich, 2016; Norenzayan
et al., 2016; Rubin, 2003). These problems prompted the development
of norms to encourage individually costly cooperative behaviors for
the benefit of the group, and to split rewards proportionally or equita-
bly (Fiske, 1991; Henrich & Muthukrishna, 2021). Behaviors like free-
riding or claiming more than one’s share came directly at the expense
of other group members in zero-sum settings, and hunter-gatherer
societies likely experimented with a variety of norms, punishments,
and social structures to discourage them (Graeber & Wengrow, 2021).
But all were fundamentally routes to the same end: curbing selfish
behavior to promote prosocial cooperation and group survival
(Boyer & Petersen, 2018; Cosmides & Tooby, 1992; Delton
etal, 2012).

Second, the development of new cultural norms played an essen-
tial role in the emergence and persistence of much larger and more
complex human societies around 12,000 years ago (Norenzayan
et al., 2016; Turchin et al., 2018). Up to that point, cooperative
exchanges mostly took place within tribes or local coalitions where
faces were familiar and reputations known (Boyer & Petersen, 2018).
Exchanges with strangers beyond those spheres engendered mistrust
and fear of exploitation (Bowles, 1998; Fehr & Henrich, 2003). More-
over, cultural adaptations that draw on existing social relationships
(e.g., kinship, reciprocity, reputation, status) lose effectiveness quickly
as group sizes expand and social ties and signals grow diffuse (Boyd &
Richerson, 1988; Forge, 1972; Panchanathan & Boyd, 2003). Novel
cultural adaptations were thus needed to sustain cooperative behav-
ior of such unprecedented scale, intensity, and anonymity, and enable
this rapid rise in societal complexity (Boyd et al., 2011; Henrich
et al., 2010).

Historical, anthropological, and model-based evidence suggests

that these adaptations included early forms of institutional

punishments, organized religions, and marketplace norms we see
today. In other words, such norms and institutions may reflect moder-
nity precisely because they enabled cooperation, prosociality, and vol-
untary exchange to flourish at ever-greater levels of societal size and
complexity (Boyd et al., 2011; Henrich et al, 2010; Norenzayan
et al., 2016), setting the stage for today's vast societies and global
markets. Specifically, these adaptations served to strengthen mecha-
nisms related to punishment, monitoring, signaling, and reputation
management. In doing so, they made it possible to sustain trust, fair-
ness, and cooperation even in the anonymous, one-shot economic
exchanges (i.e., between parties with no past or expected future inter-
actions) that became more prevalent as communities grew larger.

Support for this possibility is just as evident today. For example,
third parties are willing to incur costs to punish selfish and inequitable
behavior in anonymous, one-shot economic games across a wide array
of societies, and they exhibit greater fairness and altruism where
stronger costly punishment norms are present (Henrich et al., 2006).
Similarly, a variety of evidence suggests that religious beliefs in all-
knowing, all-powerful, interventionist “Big Gods” in particular may
have enabled human societies to “outsource” the monitoring and pun-
ishment of norm violations to supernatural agents, helping sustain
cooperation, trust, and prosocial behavior at much larger scales than
before (Norenzayan et al., 2016). These examples illustrate why our
second point about the role of human culture is simply an extension
of the first. The sorts of cultural adaptations that promote the success
of large-scale or modern-day societies necessarily differ from those
that were present in small-scale ancestral societies. Yet they serve to
address the same adaptive problem: curbing selfish individual behav-
jor and encouraging group-beneficial cooperation and prosociality
(Henrich & Muthukrishna, 2021).

Third, cultural selection for “market norms” may be less about
markets themselves, and more about what enables human prosociality
and prosperity in the large-scale, complex, anonymous societies that
were necessary precursors to the modern marketplace (Boyd
et al., 2011; Henrich, 2009). In that sense, they may still reflect some
of the conditions necessary for market-integrated societies to emerge
even today. For example, in anonymous, one-shot economic games
played by individuals from a wide range of pre- and post-industrial
societies, those from larger-scale communities engage in more costly
third-party punishment of inequitable behavior (Henrich et al., 2010).
Similarly, market integration (i.e., the average percentage of household
calories purchased in markets) is strongly associated with both greater
third-party punishment and fairer allocative behavior (Henrich
et al., 2001; Henrich et al., 2010). However, internalizing market
norms is quite distinct from understanding markets or economic sci-
ence! Humans frequently benefit from internalized norms without any
clue about whether or why they are helpful (Henrich, 2016;
Rand, 2016), as well as from technologies they fail to understand or
unwittingly misunderstand (Harris et al., 2021; Henrich, 2021,
Sloman & Fernbach, 2017).

Hence, there is little reason to expect that our evolved cultural
norms will be any more helpful than our evolved cognitive capabilities

in improving lay economic reasoning: they are meant to facilitate
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cooperative exchange behavior rather than to promote economic
understanding. It is entirely possible for lay economic reasoning to
persist among those who have internalized market norms, live in
highly market-oriented societies, and enjoy the benefits they provide
on a daily basis. Moreover, these cultural adaptations may have been
necessary conditions for the development of modern market societies,
but they were far from sufficient. Even after large-scale civilizations
and global trade routes began to appear, it took many millennia
for the remaining pieces to fall into place. The emergence of
modern global markets is thus astoundingly recent: their defining
features, and the dramatic explosion in human wealth and prosperity
they enabled (Clark & Feenstra, 2003; Maddison, 2007), are at most
200 years old!

Figure 1 below, reprinted from Clark (2007), illustrates the
recency of this explosion in global income per person, and how dra-
matically it altered life even relative to the modern pre-industrial past.

Clark (2007) notes that while technological progress and eco-
nomic growth did creep upwards during this modern pre-industrial
era, they still failed to consistently outpace population growth. As late
as 1800, the average English citizen was no better off than the aver-
age hunter-gatherer from 100,000 BC on observable welfare indica-
tors like poverty, annual income, economic mobility, material
consumption, dietary quality, and life expectancy. The modern mar-
ketplace has transformed every aspect of our lives, yet it is brand new
not only on an evolutionary time scale but even on a modern historical

one. Even if culturally transmitted norms could help promote
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widespread economic understanding, they have come nowhere close
to keeping pace with the rapidity of this transformation.

3 | ASIMPLE MENTAL MODEL OF LAY
ECONOMIC REASONING

Thus far, we have provided a clear basis for why lay economic reason-
ing should systematically deviate from economic science. First, our
marketplace experiences are often misleading. And second, our eco-
nomic world has changed so radically and so recently that our evolved
cognitive capacities and cultural norms are not adapted to it, and pro-
vide us with little useful guidance.

Indeed, a variety of evidence consistently reveals systematic dif-
ferences between the views of the lay public versus economic scien-
tists. For instance, Bryan Caplan (2001, 2002, 2007) has written
extensively about the 1996 Survey of Americans and Economists on
the Economy (SAEE), which took a unique approach by surveying both
a representative panel of the American public and professional econo-
mists on the same issues. The systematic gaps in their responses are
robust to extensive controls, and cannot be explained by differences
between the lay public and economists on demographic or socioeco-
nomic characteristics, nor in educational attainment other than eco-
nomic training.

They also appear orthogonal to political or ideological differences.

Economists’ responses followed no clear pattern (Caplan, 2002): they
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FIGURE 1 The Recency of modern markets and modern prosperity.
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were more extreme than the most leftist non-economists in support-
ing many left-wing policies (e.g., less concerned about too many immi-
grants or too many welfare recipients), yet also more extreme than
the most right-wing non-economists on many right-wing policy posi-
tions (e.g., less concerned about excessive business profits or tax
breaks for businesses). The general public may greatly overestimate
the extent of disagreement or ideological division among professional
economists, yet overlook the many policy issues on which they show
overwhelming agreement (Caplan, 2007). For instance, as we discuss
in Section 4, there is a virtual consensus among economists of various
political stripes that international trade is mutually beneficial, and that
price control measures do not improve consumer welfare.

We argue that these discrepancies are not simply arbitrary or
issue-specific, nor merely reflective of differing degrees of factual
knowledge. Rather, lay theories of economics are based on different
mental models of markets altogether, and proceed from different nor-
mative foundations and assumptions than those on which economic
science is founded. Based on the common basis for lay economics
discussed in the previous section, we propose that its many
manifestations across various economic issues and policy domains can
be characterized by a few defining features. In particular, we propose
that lay economic reasoning tends to be intuitive, moralized, and

zZero-sum.

3.1 | Layeconomics is intuitive

Describing lay economics as intuitive may seem circular: lay theories,
by definition, do not rely on scientific observation. Here, we mean
specifically that consumers rely on their firsthand experience of mar-
ket transactions from their own egocentric perspectives, and apply
simplifying heuristics to help make sense of its complexities.

The notion that lay reasoning privileges firsthand observation has
been well-documented across a variety of contexts (Furnham, 1988).
People are adept at weaving easily observable information into coher-
ent narratives that help them understand the world (Cimpian &
Salomon, 2014; Kahneman, 2011), and naturally evaluate market
exchanges from their own egocentric reference points (cf. Berman
et al., 2020). However, as noted in Section 2.2, firsthand observation
from a consumer perspective may be fundamentally misleading, since
it omits the unseen forces that are essential to fully understanding
markets. There is no way to see the causal role of supply and demand
in shaping prices. We lack the core economic knowledge needed to
understand it, and we tend not to assume there is any relevant infor-
mation beyond what we can observe or call to mind. For any topics
on which we lack deep expertise, we act as if “what [we] see is all
there is” (Kahneman, 2011, p. 86).

Intuitive reasoning is also characterized by the use of heuristics
and simplistic mental models to cope with complex systems like mar-
kets (Kahneman, 2011; Legrenzi et al., 1993; Rozenblit & Keil, 2002).
This often amounts to unwittingly substituting easier questions in
place of more difficult ones (Kahneman & Frederick, 2002). For

instance, while we cannot intuit the role of supply and demand, our

psychology does readily equip us to spontaneously assume that out-
comes are caused by intentions and desires. Accordingly, market
actors may often be anthropomorphized (Aaker et al., 2010), and their
intentions used as a heuristic to judge market outcomes
(cf. Rosset, 2008; Spunt et al., 2015).

Finally, because people tend to selectively seek and encode infor-
mation that confirms their intuitions or simplified mental models, they
exhibit little awareness of anything they neglect (Einhorn &
Hogarth, 1978; Keil, 2010; Klayman, 1995). Accordingly, repeated
marketplace experiences may simply reinforce intuitive lay mental

models rather than correcting them.

3.2 | Layeconomic reasoning is moralized

The moralized nature of lay economic reasoning is best defined by the
use of an intention heuristic to understand market outcomes
(cf. Kling, 2023), whereby acting with good intentions is thought to be
necessary to bring about market outcomes that are good for others.
Hence, the intuitive nature of lay economics tends to manifest in the
use of heuristics that are intrinsically moral in nature.

Moral assessments in many interpersonal contexts use the per-
ceived intentions of others as a heuristic to judge the expected out-
comes of their behaviors and facilitate social interaction (Fehr &
Schmidt, 1999; Hertwig et al., 2013). In market contexts, good and
bad intentions are defined in terms of selfishness versus prosociality:
selfish intentions are assumed to correspond to market outcomes that
harm others, and beneficial market outcomes are assumed to result
only from generous intentions (Fiske et al, 2007; Goodwin
et al., 2014; Koch et al., 2016). These findings also accord with our
discussion in Section 2.3.1: the evolution of human morality is synon-
ymous with the development of cultural norms that facilitated cooper-
ation toward collective goals by deterring selfish individual behavior,
thereby enabling better collective outcomes (Curry et al, 2019;
Haidt, 2008; Henrich et al., 2010).

Notably, this has important implications for the way lay people
understand the marketplace. The core idea of economic science is
deeply counterintuitive: markets harness selfish individual intentions
to produce good collective outcomes. No one clearly recognized this
possibility until less than three centuries ago, when Adam Smith
(1759) reminded us that we do not get our dinner solely due to the
benevolence of the butcher, the brewer, and the baker. Though this
idea is credited with essentially founding economic science, it has
done little to allay doubts among the broader public about the very
possibility that individuals’ pursuit of self-interest can benefit society
(Bhattacharjee et al., 2017).

The moralized nature of lay economics may also help explain why,
relative to other sciences, people are more likely to believe that eco-
nomic science is wrong when it contradicts their intuitions (Leiser &
Shemesh, 2018). For many, how markets work is a question of values
rather than factual understanding. And indeed, many economic issues
are inherently moral in nature: the very reason markets exist is to
guide allocations of limited resources that are efficient and fair and to
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enable cooperative, mutually beneficial exchanges that can enhance
collective wealth and welfare.

But while economic science regards the possibility that good soci-
etal outcomes can arise from self-interested behavior as an empirical
guestion, the tendency to assume they cannot is a defining feature of
lay economics. Notably, this appears to have been true throughout
history: themes about the virtue of charity and the evils of selfishness
and greed have been echoed in art, literature, and scripture for millen-
nia across Eastern and Western cultures alike (Buss, 2015;
Kuran, 2004; Ribstein, 2012).

3.3 | Lay economic reasoning is zero-sum

The zero-sum nature of lay economic reasoning is also closely tied to
its basis in firsthand marketplace experience and moral intention heu-
ristics. Economic science, for example, considers the incentive effects
of prices on both buyers and sellers. In competitive markets, prices
send a signal that directs consumers to which goods are scarce or
abundant. For example, if oranges are scarce, their price will rise rela-
tive to other goods, encouraging conservation and substitution to rel-
atively cheaper alternatives. Similarly, prices signal to sellers what
consumers want most. Market competition compels firms to invest
resources efficiently to offer either better prices or better quality to
consumers. But as explained in Section 2, the forces that bring a prod-
uct to a place and time at a specific price are invisible, while the zero-
sum aspects of any exchange are readily apparent: the higher the
price, the more surplus for the seller, and the lower the price,
the more surplus for the buyer.

Moreover, humans evolved in a zero-sum world: nobody
observed wealth increases or technological progress within their life-
times. Exchange behaviors mostly consisted of allocating fixed
amounts of resources (e.g., the fruits of collective hunting and gather-
ing efforts) among group members, or making intertemporal
exchanges to insure against misfortune and smooth consumption
(Chinoy et al., 2023; Rubin, 2003). Different societies did try out dif-
ferent ways of allocating rewards proportionally or equitably
(Graeber & Wengrow, 2021; Henrich & Muthukrishna, 2021). None-
theless, given the limited specialization of labor and trade in these
contexts, someone consistently ending up with more than others
could often be better explained by theft or refusal to share than by
having a unique and highly valued skillset, and was punished accord-
ingly (Cosmides & Tooby, 1992; Rubin, 2003).

We thus expect that consumers’ marketplace judgments will
reflect assumptions that the world is still zero-sum. They may regard
market exchanges as means of distributing fixed sums of surplus or
resources, with the division of surplus dictating who wins and who
loses (Baron et al, 2006; Davidai & Tepper, 2023; Johnson
et al., 2022; Rubin, 2003). And they may view greater market rewards
accrued by some as being taken directly from others who have less,
rather than as being voluntarily given by others in exchange for the

value they create.
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3.4 | Where lay mental models diverge from
expert economic perspectives

Since these proposed features of lay mental models are defined by
their opposition to economic science, it may help to better specify the
distinct assumptions underlying expert perspectives. First, economists
do not simply consider individual exchanges in isolation. Their goal is
to understand the interdependent outcomes experienced by all mar-
ketplace actors, including those not involved in a given exchange,
under different sorts of market conditions (Leiser & Shemesh, 2018;
Shiller, 2017).

Second, rather than assuming that market actors exhibit variation
in selfish versus generous intentions, economic models tend to rely on
the as-if assumption that individuals are motivated by self-interest
and generally try to maximize their own economic outcomes. In this
view, apparently generous intentions may simply reflect more far-
sighted selfish intentions: for instance, producers who offer con-
sumers more generous divisions of surplus in the short run can earn
more repeat business and enhance their reputations, ultimately help-
ing them maximize their own outcomes in the long run. Accordingly,
economic experts tend to focus on incentives rather than good versus
bad intentions as explanations for marketplace behavior
(Caplan, 2007; Leiser & Shemesh, 2018).

Third, economic analyses tend to treat exchanges as occurring
voluntarily, and thus, as being mutually welfare-enhancing (Johnson
et al., 2022; Mas-Colell et al., 1995). A party who does not expect to
benefit from an exchange is free to opt out of it. Even behavioral
economists and scholars who study suboptimal consumer choices
assume that the existence of an exchange usually provides sufficient
evidence that both parties expect to gain from it (Becker, 1962;
Kahneman, 2003; Simon, 1955; Thaler, 1980). Notably, this assump-
tion even applies to exchanges in which the sum of surplus appears
fixed, as they can still be mutually beneficial in utility terms: even if a
consumer could gain more surplus at the producers’ expense if the
price was lower, they still would not opt into the exchange at any
price unless they expected to gain more utility from the purchased
good than they expected to lose from the payment.

And fourth, economists do not simply evaluate prices based on
their immediate distributive consequences within a single exchange.
Instead, they regard them both as informative signals that reflect mar-
ket conditions (e.g., supply and demand, the opportunity costs of both
parties) and as incentives that guide the way marketplace actors
choose to behave and allocate their resources (Caplan, 2007; Leiser &
Shemesh, 2018; Sowell, 2004). These proposed divergences between
lay and formal economic reasoning are summarized in Table 2.

The three proposed dimensions of lay economic reasoning out-
lined in Table 2 offer an initial basis for a variety of positive, testable
predictions. For example, they suggest that consumers will tend to
see firms’ pricing decisions as discretionary and their profitability as
indicative of the extent of their greed (see Section 4.2), naturally eval-
uate prices and wages in terms of their fairness but not their informa-

tional value (Sections 4.2 and 4.3), and attribute even price increases
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TABLE 2 Features of lay economic reasoning vs. scientific economic
perspectives.

Lay economic reasoning Economic science

Intuitive: Based on firsthand
observation from an
egocentric perspective

Theory-driven: Based on logical
derivations from first
principles and systematic
observation

Market Incentive-focused:
Assumption that selfish
intentions can lead to
good market outcomes when
proper incentives are present

Moralized & Intention-focused:
Assumption that good
market outcomes require
good intentions and that
selfish intentions harm
others

Positive-sum: Prices, wages, and
taxes viewed as means of
directing resources efficiently
to enlarge the pie

Zero-sum: Prices, wages, and
taxes viewed as different
means of allocating a fixed
pie of resources

driven by general trends (e.g., inflation, supply chain disruptions) to
the greedy motives of individual firms (Section 4.4).

Moreover, these dimensions are more than mere descriptors. As
explained in the preceding sections, they also represent differences
along multiple dimensions of cognitive ease (e.g., accessibility
vs. inaccessibility, visibility vs. invisibility, immediate vs. downstream
consequences, intuitive simplicity vs. complexity) that collectively help
explain why economic science is so counterintuitive and difficult to
grasp. They also point to an additional set of testable predictions
regarding the cognitive mechanisms that contribute to the appeal and
persistence of lay economic reasoning.

Next, we outline the implications of this lay mental model across
a wide array of market contexts and suggest how it can help explain a
variety of well-established marketplace phenomena. Simply consider-
ing normative benchmarks from economic science may help consumer
psychologists rethink existing literature that studies these phenomena

and unlock novel insights about them.

4 | LAY BELIEFS ACROSS ECONOMIC
FIELDS AND THEIR IMPLICATIONS FOR
CONSUMER PSYCHOLOGY RESEARCH
The implicit normative assumptions underlying empirical
research often shape the way it is conducted and how results are
interpreted. So what might an understanding of lay normative eco-
nomic assumptions, and their divergence from scholarly normative
perspectives, mean for our interpretation of various marketplace phe-
nomena and the consumer psychology literature examining them?
Table 3 below lays out a road map that categorizes areas of
inquiry into lay reasoning across several economic subfields and mar-
ket contexts. For each of these areas, we suggest some real-world
marketplace phenomena that may be rooted in lay perspectives,
briefly describe how lay thinking about these phenomena departs
from scientific approaches, and outline some example implications of

these departures for active literature within consumer psychology.

4.1 | Lay perspectives on trade

Voluntary trades are the building blocks of economic analysis. A foun-
dational (if sometimes implicit) axiom of economic theory is that vol-
untary exchanges are mutually beneficial (Mas-Colell et al., 1995). As
expressed by a leading consumer psychology textbook: “the idea that
trade is always good is actually fairly obvious: if both parties were not
better off, one or other would not be prepared to make the trade”
(Blythe, 2013, p. 15). In other words, any agent’s choice to take part in
an exchange signals that they find it more valuable than their best
available alternative. The very existence of a voluntary exchange
thereby signals that it enhances welfare for both parties, even if one
party benefits more.

41.1 | Doubting the mutual benefits of trade

Despite the disarmingly simple logic behind trades being win-win, lay
consumers appear to perceive a substantial proportion of everyday
economic transactions as win-lose (Johnson et al., 2022). In particular,
they tend to believe that sellers are much more likely to benefit from
these exchanges at the expense of buyers than the other way around.
These beliefs appear partly rooted in “mercantilist” exchange intui-
tions, whereby consumers think that receiving money in an exchange
enhances welfare more than receiving goods and services, contrary to
the notion that “money is valuable only because it can be used to pur-
chase valuable things” (Johnson et al., 2022, p. 3).

If lay consumers fail to fully recognize the utility they gain from
their purchases, they might also see evidence of exploitation or out-
right deception by sellers in many exchanges that experts would con-
sider mutually beneficial (Vohs et al., 2007). When is feeling duped
sufficient to establish that a seller acted inappropriately, and what
defines lay criteria for deception? There may be opportunities for con-
sumer psychologists to better ascertain how such perceptions diverge
from normative or legal definitions, which remains a challenge for reg-
ulatory agencies (cf. Akerlof & Shiller, 2015; Armstrong et al., 1979;
Darke & Ritchie, 2007; Gao, 2008; Jacoby & Small, 1975; Russo Met-
calf & Stephens, 1981).

On a similar note, do consumers regard such purchases as mis-
takes they regret, and would avoid if given the opportunity? Just as
self-control failures can be better defined in terms of subjective regret
rather than conflated with hedonic or indulgent choices (Vosgerau
et al., 2020), there may be fundamental definitional questions here
that affect the interpretation of established findings. For instance, do
food marketing companies exploit consumers’ self-control problems
(Brownell & Horgen, 2004; Nestle, 2019; Schlosser, 2012), or do con-
sumers hold others responsible for their own voluntary choices and
subjective failures? Similarly, are consumers or producers to blame for
the gulf between stated attitudes for ethically made products and
their low market shares (Irwin & Naylor, 2009; Luchs et al., 2010;
Trudel & Cotte, 2009; White et al., 2019)?

Normative assumptions that all trades are voluntary by definition

might diverge sharply from lay perceptions of what makes a choice
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TABLE 3 A categorization of lay beliefs by subfields of Economics & Consumer Psychology.

Economic
subfield

Trade

Industrial
organization

Labor

Macroeconomics

Phenomena
Win-win denial
Protectionism

Economic arguments for local
consumption

Politicized consumption

Anti-profit beliefs
Demand for price controls

Overperception of monopoly

Aversion to low-wage labor

Make-work bias/sysiphism

Economic pessimism

Divergence from economic principles

Neglect of comparative advantage;
opportunity cost neglect; neglecting
gains from voluntary trade;
overvaluing money vs. goods; use of
bargain heuristics to judge welfare
gains and losses; neglecting
economies of scale

Neglecting incentive effects of prices;
neglecting supply-side incentives and
effects of competition; ignoring
market constraints on producer
choices; neglecting that supply &
demand determine prices

Neglecting local market standards vs.
egocentric market standards;
opportunity cost neglect; neglecting
gains from voluntary trade; neglecting
that supply & demand
determine wages

Efficiency neglect; ignoring productive
outputs vs. labor inputs; belief in labor
theory of value vs. subjective value
and marginal utility; opportunity cost
neglect; neglect of creative
destruction

Neglect of productivity gains; efficiency
neglect; neglecting welfare gains from
economic growth; neglecting gains
from voluntary trade; neglecting local
market standards vs. egocentric
standards; neglect of supply-side
incentives

PSYCHOLOGY

Relevant topics in consumer psychology

Persuasion knowledge; preference and
valuation; Locavorism; sustainable
consumption; consumer
ethnocentrism; politicized
consumption; identity and ingroup
effects; symbolic consumption and
personal connections to producers;
sacred values and authenticity;
consumer activism

Price fairness; market fairness; inequality;
corporate personhood and anti-
corporate sentiment; firm motives;
inferences from firm size; CSR and
authenticity; public policy judgments

Wage fairness; market fairness;
inequality; fair trade consumption;
ethical consumption and CSR; price
transparency; consumer activism

Aversion to automation; aversion to new
technology and technological
disruption; market fairness; public
policy judgments

Money illusion; financial decision-making;
price expectations; inequality;
immigration and public policy
judgments; politicized consumption;
sustainable consumption and CSR;
culture and sacred values

SC P SOCIETY FOR 11
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feel voluntary, subjective feelings of responsibility, or demand for
market regulations (Cusimano et al., 2021; Ehrich & Irwin, 2005;
Paharia, 2020). Similarly, rather than assuming consumers’ choices
reveal their “true” preferences and ignoring their stated preferences
as “cheap talk” (Samuelson, 1938), conceptualizing such divergences
in terms of consumers’ willingness-to-pay (WTP) for their stated pref-
erences might offer a more fruitful way for consumer psychologists to
understand when they translate to purchase behavior and when they
do not (cf. Gromet et al., 2013; Kristofferson et al., 2014; Trudel &
Cotte, 2009).

Though WTP is assumed to capture consumers’ subjective prod-
uct valuations as a function of their unique preferences, resource con-
straints, and opportunity costs (Buchanan, 1978; Stringham, 2010),
similar gaps might apply here as well. Recent work indicates a wide-
spread aversion to the use of market allocation methods for goods
and services that are viewed as basic needs (e.g., water, electricity,
gasoline, internet, health treatments) for which there is little variation
in preference across consumers (Isaac, 2023; Shaddy & Shah, 2022),
as well as perceptions that WTP is unfair because it conflates signals

of preference strength with available financial resources (Shaddy &
Shah, 2018). Consumer psychology might benefit from further
descriptive research on how lay perceptions of fundamental compo-
nents and indicators of preferences, choices, and subjective valuations
diverge from normative assumptions. Notably, recent findings also
suggest that eliciting preferences via choices induces greater reliance
on affect heuristics, whereas doing so via consumer WTP promotes
more deliberative assessments of subjective value (O’Donnell &
Evers, 2019), or ones that reflect expected market prices rather than
individual preferences alone (Achtypi et al., 2021; Evangelidis
et al., 2022). Further consumer psychology work along these lines
may have important methodological and theoretical implications alike.

Notably, the sizable consumer psychology literature on price fair-
ness has largely assessed fairness perceptions without explicitly speci-
fying WTP or measuring inferences about it. Much of this work
demonstrates that consumers are averse to prices that appear too
high compared to the perceived costs of delivering products (Bearden
et al, 2003; Bolton et al., 2003; Campbell, 1999; Kahneman
et al., 1986), market prices (Thaler, 1985), or the prices paid by others
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(Haws & Bearden, 2006), yet without addressing how it compares to
their own WTP (or assumptions about others’ WTP). Does “unfair”
mean the same thing when referring to prices at which consumers
would still consent to the exchange and derive a positive surplus from
it, versus those they would actually refuse to pay? What do they
assume about the WTPs of others who paid different prices, or about
the division of surplus in these exchanges? Testing how fairness per-
ceptions differ when WTP is elicited or provided as an additional ref-
erence point might offer useful clarifying insights.

Together with research demonstrating that lay people often over-
estimate others’ WTP (Frederick, 2012; Jung et al., 2020), these find-
ings also suggest the possibility that relative to consumers’ own
egocentric valuations, price discrepancies in either direction might
drive perceptions of others’ welfare gains or losses, fair or unfair
treatment at the hand of sellers, or alternately, the judiciousness or
moral acceptability of their spending (cf. Berman et al, 2020;
Hagerty et al., 2022; Hagerty & Barasz, 2020; Olson et al., 2016).
Further work may better clarify how zero-sum thinking, others’
valuations, and attributions of responsibility relate. Such differences
are also integral to the study of economic inequality and perceptions
of how businesses account for it, which might also benefit
from considering normative economic perspectives. Aversion to
inequitable treatment or market outcomes is a powerful driver
of marketplace judgments (Goya-Tocchetto & Payne, 2022;
Ordabayeva & Lisjak, 2022), and lay consumers often regard practices
like discriminatory pricing or differential service quality based on WTP
differences as fundamentally unfair and immoral (DeCelles &
Norton, 2016; Haws & Bearden, 2006).

However, economic experts regard price discrimination based on
WTP as welfare-enhancing for all consumers: earning higher margins
from upgraded services for wealthy consumers allows firms to accept
thinner margins and serve poorer consumers than they otherwise
could (Chintagunta et al., 2003; Choudhary et al., 2005; DellaVigna &
Gentzkow, 2019). For instance, though lay people often find airlines’
disparate treatment of first-class and economy-class passengers dis-
tasteful, forcing airlines to adopt uniform pricing would dramatically
increase ticket prices beyond current economy-class rates, dispropor-
tionately harming poorer consumers who could no longer afford to
fly. Similarly, though the desire to protect vulnerable consumers may
result in greater scrutiny or perceived obligations to forgo profit for
firms who serve them (Rotman et al., 2018; Xia et al., 2004), this may
diminish firms’ incentive to serve them (Bhattacharjee et al., 2017),
potentially reducing the supply of goods and services to populations
that are already underserved (Hill & Sharma, 2020; Martin & Paul
Hill, 2012). Understanding how consumers’ intuitive judgments are
affected by making these potential trade-offs more salient may have
important welfare implications.

And of course, zero-sum thinking also has important implications
for public perceptions of trade between regions or countries, the core
focus of trade economics. Among economic experts, the consensus
that free trade (international or otherwise) is mutually beneficial and
positive-sum is overwhelming and nearly universal (IGM
Forum, 2012). The benefits of economic specialization and division of

labor increase greatly with population size, and extending these prac-
tices to a global scale allows everyone to benefit from the wealth and
efficiency gains that arise when production reflects the comparative
advantages of countries, regions, organizations, and individuals around
the world (Bastiat, 1845; Maynard Smith & Szathmary, 1999;
Ricardo, 1817; Rubin, 2003). However, public perceptions of interna-
tional trade are strikingly different: lay people tend to believe that
importing cheaper foreign goods solely benefits the nations
that export them while weakening domestic industry, overlooking the
possibility that domestic consumers can also benefit from paying
lower prices (Baron & Kemp, 2004; Caplan, 2002, 2007; Johnson
et al,, 2019; Roberts & Davidai, 2022).

Similarly, public views on immigration often reflect fears that
immigrants will steal jobs from domestic workers, which overlooks
that immigrants are also new consumers for domestic industry
to serve (Esses et al., 2001; Louis et al., 2013). Zero-sum thinking may
be especially rampant in these settings because international trade
and immigration naturally activate intuitions that evolved to facilitate
competition over scarce resources with foreign tribes or coalitions, as
well as to deter free-riding within one’s own (Boyer & Petersen, 2018;
Davidai & Tepper, 2023; Hiscox, 2006). There is substantial public
demand for protectionist policies from both the political left and the
right, and American politicians on both sides of the spectrum have
benefited from supporting populist anti-trade policies (Davidai &
Ongis, 2019; Johnson et al., 2022). Given the increasing interest in
sociopolitical activism and politicized consumption among consumer
psychologists, the field may benefit from further research examining
the psychological, intergenerational, and situational roots of such
beliefs, as well as how they vary with issue framing (Chinoy
et al., 2023; Davidai & Tepper, 2023).

4.1.2 | Tribal preferences

As with trade protectionism, consumption demand is often sensitive
to tribal commitments or other forms of parochialism (cf. Baron
et al., 2006), which is frequently justified by lay arguments for its eco-
nomic benefits. Perhaps the most common manifestation is the strong
consumer preference for goods and services that are produced and
sold locally. For example, former and current U.S. Secretary of Agricul-
ture Tom Vilsack (Washington Post, 2010) pronounced “In a perfect
world, everything that was sold, everything that was purchased and
consumed would be local, so the economy would receive the benefit
of that.” Many constituents agree, particularly with respect to agricul-
ture: a 2012 poll found that 66% of those surveyed thought local food
“helps local economies” (A.T. Kearney, 2013). Fine-dining restaurants
increasingly source locally, and farm-to-school cafeteria programs are
funded in 45 states (Lusk & Norwood, 2011). Similarly, lay economic
reasoning tends not to favor the economic prospects of international
trade. The SAEE mentioned in Section 3 found that the general public
was decisively more negative about trade than professional econo-
mists: 54% thought that trade agreements with other countries cost

the US jobs, while only 5% of economists agreed.
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Reviewing the literature on local food movements, Scharber and
Dancs (2015) conclude that economic arguments in favor of local food
(and we argue, buying local generally) typically cite the local multiplier
effect: the notion that an additional dollar spent on local food will be
spent by the farmer who receives it on other local goods and services,
setting off a virtuous cycle of local economic wealth and job creation.
Or, as Lusk and Norwood (2011) frame it: if we import goods from
somewhere else, we are letting dollars out of our local economy and
into theirs, making us poorer. This line of thought is generally rejected
by economists, who instead stress comparative advantage, as
described below.

The argument against exhorting people to buy locally recalls Bas-
tiat's parable of the broken window. Local food, for example, is more
expensive for most people most of the time. Anything more efficient
to produce locally instead of elsewhere would already be cheaper
than imports. And if so, exhorting people to buy locally would be
unnecessary. Trade-offs between buying locally and buying cheaply
arise only for products that can indeed be produced more efficiently
elsewhere. For example, if a box of non-local strawberries costs $2
and local strawberries of the same quality cost $8, economists would
argue that buying local destroys $6 in the same way that the broken
window destroyed 6 francs. That is, a non-local buyer could enjoy the
strawberries and also keep the $6 to spend on other things (perhaps
locally).

But what if, following this logic, there was an area where nobody
spent locally? That is, if everyone bought only non-local goods and
spent any money they saved on more non-local goods, would their
own area suffer economically? Economic science suggests,
somewhat unintuitively, that such a situation could never actually
arise in equilibrium. As Lusk and Norwood (2011) summarize:

What if people in our city of Stillwater, Oklahoma kept
spending dollars on “imports” from places other than
Stillwater, and none of these dollars ended up being
spent on Stillwater “exports?” Then, Stillwater would
run low on money to buy even local goods and ser-
vices. With less money chasing goods and services,
prices in Stillwater would fall. This fall in prices would
entice outsiders to buy Stillwater goods—and those
sales to outsiders would be exports. Simultaneously,
the extra dollars available outside Stillwater would
cause outsiders to bid more for outside goods and ser-
vices. Outside prices would rise, further discouraging

people in Stillwater from “importing.”

Rather than endorsing exclusively local production and consump-
tion, economists stress the benefits of trade, and in particular, the
principle of comparative advantage. Originally introduced by
Ricardo, 1817), comparative advantage is the ability to produce a
good at a lower opportunity cost than another producer (and potential
trading partner). Opportunity costs refer to other ways the resources
used to produce or obtain something could have been used, which

remains unseen by observers. Comparative advantage holds that
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welfare increases if regions specialize in producing only those goods
with the lowest opportunity costs, and trade with other regions to
obtain those that would be higher-opportunity-cost to produce them-
selves. For example, it would not make much sense to cultivate
bananas in the authors’ home states of Colorado and Connecticut,
because these states face clear natural disadvantages for growing
them. It would be far more efficient for these states to produce some-
thing that better reflects their natural strengths to trade in exchange
for bananas.

This example is extreme, but the rationale applies almost univer-
sally: for most things, there is at least somewhere else in the world
where they could be produced at a lower opportunity cost. Moving
from local self-sufficiency toward global specialization allows every-
one to diversify their consumption and afford much more of it
(Ridley, 2020). This notion runs afoul of local preferences and the logic
that buying local has a multiplier effect that helps the local economy.
Indeed, comparative advantage has proven so difficult to grasp that
economist Paul Krugman, who won the Nobel Prize for contributions
to the study of international trade, has called it “Ricardo’s Difficult
Idea” (Krugman, 2011).

Of course, economic considerations are not the only reason that
people are encouraged to consume locally. Locavores also argue
that local consumption has environmental benefits. Economists also
tend to disagree with this argument for three reasons. The first is
what we call the “miles per food illusion.” Larrick and Soll (2008) point
out how miles per gallon (MPG), typically used in the US, is a poor sig-
nal of environmental impact because people incorrectly believe that
increases in MPG scale linearly into fuel savings. Such confusion could
be eliminated by using the metric of gallons per mile. Relying solely on
miles per food to assess environmental impactpresents a similar
illusion.

Advocates of local consumption often highlight its environmental
benefits by noting that it minimizes the number of miles that food
must travel to reach them. But consider a farmer’s market where all
the sellers run local farms within a few miles of the market. Each
drives to the market in a 2,500-pound vehicle carrying 500 pounds of
produce, resulting in 2000 pounds of what economists refer to as
deadweight loss in every trip. However, if we consider the total
round-trip miles of all the sellers and divide it by the total amount of
food, the food carried per mile might look considerably less impres-
sive. Food from a larger, more distant farm might have to travel more
miles, but the efficiencies gained from using a massive shipping con-
tainer or a bigger truck to transport larger quantities might result in a
much more favorable ratio of food per mile and actually reduce overall
environmental impact. Counting miles per food without considering
food per mile neglects the environmental benefits of such economies
of scale.

Moreover, using miles per food as a proxy for environmental
impact also overlooks that it is not only food that travels to the mar-
ket: consumers do too. The greater the variety of food available in
one place, which can be achieved far more efficiently by importing
some of it, the less consumers have to travel to buy everything they

need. Finally, and perhaps most importantly, economists also stress
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the importance of comparative advantage in reducing overall environ-
mental impact. The amount of resources needed to produce food, for
example, often dwarfs the amount needed to transport it. Weber and
Matthews (2008) find that transport accounts for only 4% of overall
carbon emissions related to food in the U.S. In contrast, the additional
resources required to cultivate crops where they do not naturally
grow are likely to more than offset any transport cost savings, increas-
ing their overall environmental footprint. The environmental exten-
sion of comparative advantage is that minimizing natural resource
consumption almost always entails producing food in the lowest-cost
location anyway, another reason we do not grow bananas in Colorado
or Connecticut.

The applications of naive trade to consumer psychology are
numerous. First, it can lend insight into so-called “locavorism,” or
the preference for buying local products, particularly food
(Reich et al., 2018). If people do not understand comparative
advantage, they may think that buying non-local products is
wasteful in general. This thinking may also reflect our tribal
ancestral past, and some researchers do indeed suggest that
objections to trade reflect our innate xenophobic tendencies
(Caplan, 2007; Rubin, 2003).

Second, lay beliefs about trade reveal heuristics about buying
locally that may be interesting targets of study in themselves. For
example, what makes a product local? This question seems simple, but
given the many inputs into a product, the best way to define it may
be quite unclear. For example, “local” milk in Hawaii is extracted from
local cows but requires several inputs that are imported from long dis-
tances, so consumers may not be purchasing as locally as they think
(Gupta & Makov, 2017). Similarly, Shinola received both consumer
and regulatory pushback for its claims that its watches were made in
Detroit. While the watches were assembled there, the components
were manufactured internationally and imported. What “local” means
to consumers is thus important and understudied. Similarly, if con-
sumers fall prey to the “miles per food illusion” and miscalculate envi-
ronmental impact just like they do with miles per gallon, a simple and
interesting empirical question is whether metrics such as food per
mile might lead to better decisions.

Finally, lay beliefs about trade are an interesting application of
opportunity cost neglect. While opportunity cost neglect has been
studied in other contexts (Frederick et al., 2009), little attention has
been paid to how it might impact preferences for buying locally.
Opportunity cost neglect has been shown to have small or no effects
on personal consumption, but large effects on public policy prefer-
ences (Persson & Tinghdg, 2020). We are not aware of any research,
however, that directly examines the impact of opportunity cost
neglect on a preference for local versus non-local consumption. As
the intuitively compelling but economically unsound notion of local
multiplier effects shows, a hallmark of lay thinking about trade is the
lack of consideration of unseen opportunity costs and counterfactuals.
Opportunity cost consideration may also be a necessary condition for
understanding the highly unintuitive yet normatively crucial concept
of comparative advantage, which explicitly invokes opportunity costs
to illustrate mutual gains from trade, and which has been

demonstrated to directly shape the extent to which lay people believe
in those gains (Baron & Kemp, 2004).

Another increasingly common instantiation of tribalism in prefer-
ence is politicized consumption. As political divides have widened in
the developed world, firms have faced increasing consumer demands
to engage in corporate sociopolitical activism (CSA), or public demon-
strations of where they stand on partisan sociopolitical issues
(Bhagwat et al., 2020; Hydock et al., 2020; Moorman, 2020). The
impact of CSA on firm outcomes appears decidedly mixed. Whether it
benefits firms depends on their market share and the proportion of
existing and potential customers whose values align versus conflict
with their partisan stance (Bhagwat et al., 2020; Hydock et al., 2020;
Liaukonyté et al., 2023), in line with economic assumptions that any
behaviors undertaken by market actors are likely to be at least partly
(if not entirely) motivated by self-interest. The presence of salient
market incentives or social rewards does indeed lead consumers to
discount public displays of prosociality or moral value expressions by
both individuals and firms (Berman et al., 2015; Lin-Healy &
Small, 2012; McGraw et al., 2012; Newman & Cain, 2014). In line with
the costly signaling framework in economics and other disciplines,
such actions are regarded as reflective of authentic value-based moti-
vations only when they entail demonstrable costs or material sacri-
fices (Bénabou & Tirole, 2006; Gneezy et al., 2012; Kirgios
et al,, 2020).

Many open questions remain about how to reconcile the demand
for CSA with these findings, given how readily purportedly value-
expressive firm behaviors of all sorts are discounted as strategically
motivated and thus inauthentic. Consumer psychologists do indeed
suggest that the perceived authenticity of CSA shapes its effects on
firm profitability (Hydock et al, 2020; Mirzaei et al., 2022). But
authentic compared to what? Opposition to CSA appears far stronger
than opposition to charitable CSR initiatives that result in good socie-
tal outcomes (Hydock et al., 2020). Yet CSR campaigns themselves
often backfire and provoke greater criticism than doing nothing at all
(Newman & Cain, 2014), as they tend to be compared to the possibil-
ity of pursuing the same good outcomes selflessly. So what makes
consumers actually suspend their disbelief and believe that CSA is sin-
cere? Are CSA miscalculations that lead to monetary losses inter-
preted as costly signals of authentic firm motivation, or are firms
regarded as both inauthentic and inept in these cases? Alternatively,
might consumers realize that CSA is “cheap talk,” yet still demand it
due to instrumental motives of their own? For instance, if politicized
consumption draws on cognitive architecture that evolved to facilitate
coalitional identification and rivalry (Boyer & Petersen, 2018; Finkel
et al., 2020), are demands for firms to engage in CSA about those
firms at all, or just a convenient means of imposing “economic sanc-
tions” to harm political opponents?

This possibility raises interesting questions about the normative
implications of politicized consumption and tribal preference: what
are its potential consequences, and what are the alternatives? Volun-
tary market exchange is fundamentally a cooperative act that is widely
assumed to be positive-sum and mutually welfare-enhancing
(Rubin, 2014), regardless of the actors involved. However, regular
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cooperative exchange between geographically distant actors with
opposing value systems is a very recent phenomenon enabled by
modern markets and technologies (Boyer & Petersen, 2018;
Rubin, 2003). Throughout early human history, it was more typical to
cooperate only within small-scale human societies or coalitions orga-
nized around similar values and interests, and to engage in violent
negative-sum conflict against those with competing values or inter-
ests (Bowles, 2009; Cosmides & Tooby, 2010). Just as our powerful
moral and tribal motivations fueled such conflict between rival coali-
tions of early humans (Fiske & Rai, 2014; Slovic et al., 2020), the intui-
tive appeal of tribali consumer preferences today makes perfect
sense.

But to the extent that regular trade and economic interdepen-
dence reduce the incidence of violent conflict and promote peace
between opposing societies (Hegre et al., 2010; Lee & Pyun, 2016),
the possibility of “amoral” market exchange may be important and
underappreciated. Whereas humans evolved to feel stronger moral
obligations to their own kin, communities, tribal groups, and coalitions
than to strangers halfway across the globe (Baron, 2001; Boyer &
Petersen, 2018; Cosmides & Tooby, 2010; Fiske, 1992), the normative
foundation of economics is impartial and universalist. Accordingly,
forms of corruption that privilege kinship or tribal loyalties above
impartial formal laws also appear to be morally motivated and to serve
relational needs and commitments that markets cannot (Muthukrishna
et al., 2017; Rotondi & Stanca, 2015; Weisel & Shalvi, 2015). There
may be common tribal roots to many marketplace phenomena that
are currently seen as unrelated, and integrating these ideas from out-
side disciplines may present opportunities for consumer psychologists
to enhance the richness and explanatory scope of the field.

4.2 | Lay perspectives on industrial organization

Industrial organization is the study of the strategic firm behavior and
the dynamics of market competition. Lay reasoning about this area of
economics is particularly relevant to consumer psychology because it
shapes perceptions of one of the most observable and impactful stra-

tegic practices used by firms: pricing.

421 | Anti-profit beliefs
One defining feature of lay industrial organization is an anti-profit bias
(Bhattacharjee et al., 2017; Caplan, 2007; Rubin, 2003), whereby con-
sumers see prices as allocating wealth between sellers and buyers in a
zero-sum fashion, while neglecting the incentive effects of prices that
encourage both parties to behave in ways that grow the societal pie.
Surveys show that people greatly overestimate both the presence
of monopolies and firms’ profit margins. For example, the SAEEfound
that the general public believed the average profit margin made by
American corporations to be 46.7%, while the actual average that year
was just 3%. Contrary to the economic characterization of prices

being determined by structural market forces, people seem to think
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that most goods have “fair” prices that are substantially lower than
observed prices (Bolton et al., 2003). Indeed, 75% of the general pub-
lic thought the price of gasoline was “too high” on the SAEE, while
only 7% of economists thought so. When asked whether the increase
in gasoline prices was due to supply and demand versus oil companies
trying to increase their profits (or both or neither), 85% of economists
chose supply and demand, while 73% of the general public chose the
profit motives of oil companies. And 46% of the public selected “busi-
ness profits are too high” as a major reason why the economy was
not doing better, compared to only 4% of economists. Consistent with
these beliefs that markets are insufficiently competitive, people see
more profitable firms as providing less value to society and expect
firms that harm society to be more profitable (Bhattacharjee
et al., 2017).

Why do lay people and economists see prices and profits differ-
ently? Again, much of the answer lies in what can be seen and what is
unseen. To see why, it is helpful to consider the distinction between
good and bad avenues to profit. Firms can indeed behave in ways that
increase their profits without benefiting consumers. For example, a
firm could try to erect barriers to entry for other would-be market
participants by lobbying regulators, reducing the competition it faces.
This firm could command higher prices for its products than it other-
wise would, thus grabbing a larger share of the pie for itself. We call
these “bad profits.”

In competitive markets, making bad profits is not easy. Firms that
overcharge or underdeliver on quality will quickly lose out to competi-
tors with lower prices or better products. Sustaining or increasing
profits thus requires offering something of value that competitors
cannot. For example, firms that can produce something more effi-
ciently and at a lower cost than others can offer lower prices. Firms
might also develop new products, improve existing ones, or bring
them to places where they were not available. All of these behaviors
benefit consumers and society by either conserving resources or pro-
viding greater utility. They represent “good profits,” and enlarge the
societal pie while allowing firms to grab a share. Under competition,
profit incentivizes firms to create value for consumers and society,
thus benefiting everyone.

But as noted in Section 2, it is far easier to observe the allocative
aspects of pricing—that is, how prices serve to divide the pie—than
the incentives they create for sellers. Most of us experience market
exchanges from the perspective of the buyer. Even when we sell
something, we are usually reselling something we already have, like a
used car or an item on eBay that we no longer need. In these situa-
tions, nothing new is created and the pie is not necessarily enlarged.
We are simply dividing it with the buyer, and we are all too aware that
we can profit more if we get away with charging more, even through
deceptive means. In any such one-off transaction, the situation is
zero-sum: a higher price means more surplus to the seller and less to
the buyer.

However, what is true of one-off transactions does not hold for
competitive markets on the whole. If a seller manages to command a
large profit at a given price, other sellers can quickly jump in and

undercut that price, or offer a better value proposition to prospective

ASULOI] SUOWILIO)) dANEaI) d[qeorjdde ) £q PAUILA0S a1k SO () (28N JO Sani 10§ AIeIqI] aul[uQ) AJ[IA\ UO (SUOHIPUOD-PUB-SULIA) 0D Ko[im  Kreaqr[aul[uoy/:sdny) suonipuo)) pue suid ], oyl 228 ‘[+707/10/7z] uo Areiqry auruQ Lo[ip ‘A LISYHAINN NVINOTTAIOVT £q 9601 dore/z001°01/10p/wos Kajim’ Areiqijaurjuo-dosAuy/:sdny woiy papeojumod ‘0 ‘182 19LFT



BHATTACHARJEE and DANA

16| SC P consumER

PSYCHOLOGY

buyers, to garner that profit for themselves. Prices that signal oppor-
tunities to profit thus attract competition, and the incentives they cre-
ate for sellers have downstream effects that ultimately benefit buyers.

Because these incentive effects of prices cannot be observed in
any particular exchange, however, and because the totality of forces
that brings a particular product to a particular place at a particular
time are invisible to buyers, they are neglected in lay beliefs about
profit (Bhattacharjee et al., 2017). Experiencing exchanges and moti-
vations from the consumer side means lay conceptions of markets dif-
fer from those of economists. Rather than asking “How do this seller’s
profits reflect the value they have created for me,” consumers are
more likely to ask “Would | be better off if this seller charged me less
and made less profit?”

The invisibility of market forces extends beyond buyers alone,
and even some sellers may not be fully aware of them. Consider a
small retailer selling a novelty coffee mug. They might subjectively
believe that they are making up its price for arbitrary reasons rather
than taking the market-determined price. Upon reflection, however,
this can only be true within certain limits. For example, the retailer will
probably not ask $100 for the mug, since theirexperience tells them,
at least implicitly, that it will not sell at that price. If the initial price
they set is indeed too high, they will likely reduce it until it is sold.
Similarly, they will probably not charge less than the wholesale price
of the mug, which would simply lose them money. That wholesale
price, in turn, reflects the value of producing the mug, given the com-
plex opportunity costs of both the manufacturer and the retailer.
These are hard constraints on pricing created by market forces, even
if the retailer does not see perceive them as such or explicitly consider
them. Hence, both buyers and sellers might behave in accordance
with economic models without actually realizing it.

Lay theories of industrial organization have several implications
for consumer psychology. First, they can help us understand con-
sumer perceptions of price fairness. If people implicitly believe that
prices are dictated by firms rather than determined by market forces,
they may be suspicious that firms are capturing too much surplus by
charging overly high prices (Bolton et al., 2003; Campbell, 1999; Kah-
neman et al., 1986; Vohs et al., 2007). Reactions to price discrimina-
tion may be particularly negative (Haws & Bearden, 2006; Xia et al.,
2004), despite the welfare benefits it can offer by creating economies
of scale and making it possible to offer lower prices to poorer con-
sumers (Chintagunta et al., 2003; DellaVigna & Gentzkow, 2019). Lay
perceptions that firms are unconstrained price-makers may extend to
these situations, as if firms are free to arbitrarily charge different
prices to different consumers for the exact same product under the
same terms of exchange. Exploring what makes consumers consider
market constraints on firm behavior might offer novel theoretical and
practical insights.

Lay theories of industrial organization can also help us better
understand the phenomena of firm stereotypes and brand personali-
ties. If consumers think the path to profitability entails overcharging

or cutting costs by reducing quality, it makes sense that successful

firms are seen as lacking in warmth but high in competence for dem-
onstrating the willingness and ability to do so (Aaker et al., 2010).
These inferences about marketplace success extend to research on
consumer perceptions of large firms. If consumers believe that
becoming a large firm simply involves being more willing than others
to extract value from consumers, they will see larger firms as having
stronger profit motives and as being less ethical than smaller firms
(Caplan, 2007; Freund et al., 2023). Similarly, this perceived lack of
intrinsic motivation and exclusive focus on pursuing profit may also
lead consumers to judge products from large firms as being lower in
quality, unless those products are technical enough to require
the greater financial resources available to these firms (Woolley
et al.,, 2023). Additional research on factors that make consumers
aware that firms in competitive markets must succeed by creating
more value than others could enhance our understanding of effective

firm communication and brand management.

4.2.2 | Distrust of markets and demand for

regulation

Lay neglect of the economic functions and incentive effects of prices
may also play a central role in shaping public policy choices and
demands for market regulation. From an economic perspective, prices
are essential to solving the core economic problem facing human soci-
eties (Coyne et al., 2015): how can scarce, limited resources be allo-
cated to best serve the unlimited needs and wants of as many people
as possible? At a global level, how can societies simultaneously incor-
porate the idiosyncratic needs and wants of billions of individuals
around the world, as well as consider the scarcity and abundance of
any and all available resources, and do so continuously as these inputs
change over time? This is a problem of staggering complexity that
requires the utilization of the dispersed, decentralized knowledge in
the heads of every individual involved, each of whom knows their
own needs, opportunity costs, and local conditions better than anyone
else. And this is precisely the problem that markets are designed to
solve, by virtue of the information summarized in market signals like
prices, wages, and profits (Lavoie, 1994; Sowell, 1980;
Thomsen, 1992; von Mises, 1920). As most famously articulated by
the Nobel Laureate Friedrich Hayek (1945):

If we can agree that the economic problem of society
is mainly one of rapid adaptation to changes in the par-
ticular circumstances of time and place, it would seem
to follow that the ultimate decisions must be left to
the people who are familiar with these circumstances,
who know directly of the relevant changes and of the
resources immediately available to meet them. ... We
must look at the price system as such a mechanism for
communicating information if we want to understand

its real function.
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... The marvel is that in a case like that of a scarcity of
one raw material, without an order being issued, with-
out more than perhaps a handful of people knowing
the cause, tens of thousands of people whose identity
could not be ascertained by months of investigation,
are made to use the material or its products more

sparingly; i.e., they move in the right direction.

Accordingly, the role of price signals is especially crucial because
markets are dynamic: supply and demand for various goods and ser-
vices change constantly (and sometimes rapidly) as a function of tech-
nological advances, competitive dynamics within industries, resource
availability and environmental influences, and cultural and political
shifts.

For instance, when Hurricane Fran struck Raleigh, North Carolina
in 1996, damaging hundreds of homes, felling trees and blocking
dozens of roads, and leaving millions without power to refrigerate
food, infant formula, insulin, and other daily necessities, demand for
goods like ice, chain saws, generators, and lumber immediately sky-
rocketed (Munger, 2007; Zwolinski, 2008). The limited supplies in the
area sold out in minutes, and blocked roads made it nearly impossible
to leave and seek more elsewhere, resulting in a desperate shortage.
At the same time, several surrounding areas suddenly found them-
selves with a massive surplus of these supplies after stocking up
before the storm but being left unscathed when it unexpectedly chan-
ged course. Four enterprising young men from these surrounding
areas decided to rent two freezer trucks, stock each one with 500 bags
of ice bought at $1.70 apiece, use chainsaws to clear roads leading to
the disaster area in Raleigh where supplies were most urgently
needed and resell the ice there for $12 per bag to cover their
expenses and turn a profit. Long lines quickly formed, and while a few
buyers expressed anger over the inflated prices, not a single one of
them refused to pay or chose to forgo purchasing ice. However, this
enterprise was short-lived. The sellers’ behavior is a classic example of
“price gouging,” a practice widely regarded as immoral by the lay pub-
lic, and one legally prohibited in North Carolina and most other
U.S. states (Zwolinski, 2008). The four men were soon arrested and
charged a hefty fine, while their remaining ice was seized and never
distributed to the throng of buyers in need (Munger, 2007).

From a normative economic perspective, the enforcement of this
anti-gouging law prevented hundreds of potential voluntary
exchanges with win-win outcomes from taking place and effectively
forced lose-lose outcomes on these buyers and sellers instead. That
is, buyers’ willingness to pay these higher prices indicates that they
still expected buying the ice to enhance their welfare. The drastic
increase in the market price of ice signals how urgently it was needed
during this supply shortage, and thus how much value could be
created by supplying it. Crucially, the potential to charge those higher
prices and earn higher profits is also what incentivized new suppliers
to invest in entering the market to help alleviate the ice shortage
and satisfy the enormous excess demand for it. Economic experts

emphasize the importance of price signals in incentivizing producers
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to supply scarce goods and resources where they are most valued,
and thereby tend not to support price control policies that prevent
prices from varying freely, distort supply-side incentives, and thereby
risk exacerbating the problems they intend to solve (Caplan, 2007,
Coyne et al, 2015; Hayek, 1945; Rubin, 2003). A poll of leading
economists found that 77% of their confidence-weighted judgments
disagreed that banning price gouging in the wake of natural disasters
would actually improve consumer welfare, while only 7% agreed (IGM
Poll, 2022).

Such expert concerns are by no means restricted to emergencies
and apply to price control measures across countless contexts. For
instance, when the Argentinian government set a maximum price on
milk in 1959 to ensure that poor families could afford it, many pro-
ducers could no longer operate profitably and shifted resources away
from milk production toward other goods, inducing a national short-
age (von Mises, 1995). Price ceilings on staple foods, commodities,
and petroleum products have led to similar shortages and necessitated
rationing in dozens of countries around the world (Aksoy & Ng, 2010;
Clements et al., 2007; Guenette, 2020; Morton, 2001). Capping the
prices of crucially-needed pharmaceutical drugs leads firms to divert
resources away from producing more of them or investing in research
to improve them, deters potential new entrants who might have
applied competitive pressure and offered consumers more choices,
and thereby limits the availability and quality of those drugs in the
long run (Chakraborti & Roberts, 2023; Coyne et al., 2015; Truijillo
et al,, 2020). In cities where affordable housing is scarce, rent control
laws make it much less profitable for real estate developers to invest
in building new housing, thus preventing expansions to the housing
supply that could improve rental availability and drive down prices
(Diamond et al., 2019; Friedman & Stigler, 1946). Most economic
experts regard these policies as counterproductive and emphasize the
risks of crippling market pricing mechanisms.

However, the widespread popularity of price controls suggests
that the lay public views them very differently. First, it supports the
notion that instead of seeing prices as informative and mostly market-
determined, consumers view them as arbitrary, set at the discretion of
sellers, and constrained by little beyond the extent of their selfishness
versus generosity. Economists tend not to assume that prices are
inherently problematic unless there is reason to believe they did not
arise from genuine value creation (e.g., a market failure or monopoly;
Caplan, 2002), and might regard a price increase from $1.75 to $12 as
an indication of just how dramatically the “true” value of ice has gone
up due to hurricane damage. In contrast, lay consumers are more
likely to regard the $1.75 reference price as the fair or “correct” one
(Bolton et al., 2003; Kahneman et al., 1986), and explain the increase
as caused by the sellers’ greed alone (Bhattacharjee et al., 2017).

Second, it also supports our proposition that lay people largely
neglect market dynamics, such as the incentive effects that market
prices and profits exert on current and potential producers’ decisions
about whether to supply more or less of a given product, which mar-
ket opportunities or product development projects to invest in or
avoid, and which markets to enter or exit. All of these effects are com-

plex, indirect, and entirely invisible (Baron et al., 2006; Bhattacharjee
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et al., 2017; Diehl & Sterman, 1995; McCaffery & Baron, 2006), and
understanding how market restrictions might disrupt them requires
considering unrealized counterfactual outcomes (e.g., how much more
rental housing would have been built in the absence of rent control
laws?). Moreover, supply-side market dynamics of this nature may be
particularly inaccessible to lay judgments made from a consumer per-
spective (cf. Leiser & Halachmi, 2006; Levitt, 2007; Thompson &
Siegler, 2000). Hence, to the extent that lay mental models focus pri-
marily on the fairness of immediate distributive outcomes, price con-
trol policies may seem both morally imperative and relatively costless.

Notably, the sizable literature on perceptions of price fairness
appears to neglect market dynamics and price signaling mechanisms
as well. Much of this literature has been directly shaped by Kahneman
et al’s (1986) seminal work on dual entitlement theory, which docu-
ments lay reactions to discretionary decisions to change prices or
wages from their prior reference levels in isolated market exchanges.
But it does not address lay beliefs about those reference prices or
wages were initially determined, whether decisions to change them
are constrained by market competition or the opportunity costs of
both parties, or whether they affect the incentives and behaviors
of market actors outside the focal exchange. Consequently, consumer
psychology research says a great deal about the factors that drive lay
consumers’ judgments of price fairness, but virtually nothing about
any relevant economic factors they neglect. Our field may thus be
blind to whether, when, or why neglecting these inputs might matter.
Simply considering normative economic perspectives alongside
descriptive lay fairness judgments may present a wealth of opportuni-

ties to enrich our understanding of these phenomena.

4.3 | Lay perceptions of labor

As rising prosperity in the developed world has increased consumer
activism and ethical consumption, public demand for transparency
regarding firms’ labor practices and wages has increased as well
(Fernandes, 2020; Peloza et al., 2013; Powell & Zwolinski, 2012;
Trudel & Cotte, 2009; Tully & Winer, 2014). But how do lay con-

sumers actually react to information about firm labor practices?

431 | Zero-sum thinking and wage inequality
Perhaps the most notable target of consumer advocacy for ethical
labor practices is multinational firms’ reliance on labor from impover-
ished regions in the developing world (Ehrich & Irwin, 2005; Paharia
et al., 2013; Reczek et al., 2018). Workers in these regions freely con-
sent to work conditions that are entirely unacceptable by developed-
world standards, such as comparatively meager wages, long hours,
and poor safety standards. Accordingly, firms in highly competitive
industries like apparel manufacturing can dramatically reduce their
labor costs and increase their profits by employing them.
Governments in developing countries typically lack the resources

to guarantee living wages or pleasant work conditions, and workers

with insufficient education, skills, and infrastructure rarely achieve the
levels of productivity needed to command them (Arnold &
Bowie, 2003; Hall & Leeson, 2007). In light of these existing inequal-
ities, even the best jobs in these regions (e.g., those paying “Fair
Trade” wages) inevitably fall short of developed-world standards. Lay
condemnation of these labor practices is nearly universal: since the
1990s, prominent brands like Nike, H&M, Forever 21, Gap, Adidas,
Victoria’s Secret, and Disney have been subjected to scathing criti-
cisms from consumers, global media, advocacy groups, and political
leaders over their use of low-wage “sweatshop” labor (Phau
etal., 2015).

From a normative economic perspective, any jobs that these
workers voluntarily accept are assumed to be mutually welfare-
enhancing and more attractive than their best available alternatives,
even if the distribution of surplus is unequal, and even if there are
more attractive opportunities in wealthier parts of the world that
they cannot access. Workers' choices and trade-offs are assumed to
be informed by their own understanding of their local labor market
conditions, opportunity costs (i.e., the other job options actually
available to them), abilities, and idiosyncratic tastes (Powell, 2014;
Stringham, 2010). Empirical evidence from developing economies
supports these assumptions: factories operated by multinational
firms typically offer better wages and conditions than domestic
factories in these regions, let alone the grueling alternatives to these
factory jobs, such as agricultural day labor or scavenging in landfills
(Aitken et al, 1996; Brown et al, 2003; Kristof, 2009). Perhaps
most revealingly, an analysis of wages highlighted as shamefully low
by anti-sweatshop campaigns found that they still exceeded the
average income in nine of the 11 developing countries examined,
even excluding non-monetary benefits like health care and meals
(Powell & Skarbek, 2006). Accordingly, such factory jobs are
coveted by workers, and there is substantial excess demand
for them.

Consistent with these findings, Indian respondents feel quite
favorably toward multinational firms' labor practices in impoverished
parts of India: they judge them to be fair, morally acceptable, and
decidedly beneficial to worker welfare, and thus support policies that
would increase the availability of such factory jobs. In contrast, Ameri-
can consumers, who report far less familiarity with local market condi-
tions and worker opportunity costs in India, regard these same labor
practices as unfair, immoral, and detrimental to worker welfare, and
instead favor policies that would force these factories to close
(Bhattacharjee & Paolacci, 2023). They tend to see these voluntary
exchanges as zero-sum, neglect workers’ local opportunity costs, and
evaluate their wages and work conditions by egocentric standards
from developed-world labor markets (cf. Berman et al., 2020; Epley
et al., 2004; Van Boven et al., 2000). Accordingly, they deem these
exchanges to be morally unacceptable even when their terms far
exceed local market standards in the developing world. Western
European shoppers in a field retail setting thus prefer the store to
manufacture apparel in wealthy developed regions where workers
earn higher market rates over poor developing regions where market

rates are lower, but these preferences attenuate when they are
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explicitly prompted to consider the alternative job options available to
both sets of workers.

Lay neglect of employer opportunity costs also affects conse-
guential choices: viewing labor information leads American consumers
to avoid buying from firms who manufacture in impoverished regions
versus those who manufacture in wealthy regions, even if both simply
pay at local market rates. And they prefer to make consequential
donations in support of radical activist campaigns that would quintu-
ple the wages of developing-world workers over campaigns promot-
ing incremental wage improvements to preserve jobs. This tendency
attenuates when they are explicitly prompted to consider which of
these campaigns would be more likely to induce employers to lay off
workers and move production elsewhere (Bhattacharjee & Paolacci,
2023).

Lay perspectives on labor thus diverge sharply from the views of
economists and development scholars who caution against extreme
forms of activism that might threaten the availability of factory
employment in the developing world. For instance, the FAQ
section of Oxfam’s “What She Makes” campaign website specifically
warns supporters that “Oxfam does not advocate boycotts, as this
may result in workers losing their jobs.” Other advocates also note
that efforts to improve wages and conditions that risk reducing
employment in the developing world may deprive disadvantaged
workers of their best route out of poverty (Kristof, 2009;
Powell, 2014; Sachs, 2005; Zwolinski, 2007), and warn that “bad jobs
are better than no jobs at all” (Krugman, 1997). In line with these con-
cerns, American-led anti-sweatshop activism that used the threat of
economic sanctions to pressure the Indonesian government to double
the real minimum wage between 1989 and 1996 led many multina-
tional firms to close their factories there. Even among those who kept
their factories running, wages increased by 67.5% for 65% of workers,
but at the cost of job losses and sustained unemployment for the rest
(Harrison & Scorse, 2010; Powell, 2014).

The desire to improve wages and conditions in developing regions
is nearly universal. Yet it seems important to understand whether lay
perceptions of ethical labor practices conflict with the preferences of
low-wage workers themselves, neglect their local opportunity costs,
or fuel consumer activism likely to produce welfare trade-offs for
those workers (Bhattacharjee & Paolacci, 2023). For instance, is it
really more virtuous to hire workers from wealthy developed markets
and bar impoverished developing-world workers from access to global
markets? The egocentric standards applied by lay consumers reflect
what they can expect and demand in developed markets with strong
labor protections in place. However, standards of acceptability may
be vastly different in places without the same resources or govern-
ment capabilities.

Indeed, empirical work in labor economics finds that the presence
of labor protections like living wage guarantees or workplace safety
regulations are a virtual proxy for wealth, and entail trade-offs to indi-
vidual income and national growth (Hall & Leeson, 2007). Looking
back at the history of highly developed nations makes clear that they
initially prioritized rapid growth and wealth creation without these

regulations in place, and only implemented them once they were

PSYCHOLOGY

wealthy enough to afford the trade-offs. Currently developing econo-
mies still lack the resources and ability to enforce them, and simply
implementing labor standards from developed markets may involve
welfare trade-offs that developing populations are unwilling to incur
(Hall & Leeson, 2007).

For instance, a study of Guatemalan factory workers found that
over 90% were unwilling to accept even minimal pay reductions for
more pleasant or safer working conditions (Clark & Powell, 2013).
Although feelings of objectivity and universal applicability are a defin-
ing feature of such standards of moral acceptability (Skitka, 2010),
they resemble luxury goods that not all individuals or nations can
afford: we in the developed world are willing to pay far more for
pleasant workplace conditions than impoverished workers with unmet
basic needs. Research in consumer psychology has largely examined
lay perceptions of immoral versus ethical labor practices in isolation
(Ehrich & Irwin, 2005; Luchs et al., 2010; Paharia et al., 2013; Reczek
et al., 2018; Sen & Bhattacharya, 2001). But comparing them to nor-
mative benchmarks, or making consumers aware of potential welfare
trade-offs, might unlock new insights, reveal additional practical impli-
cations, and facilitate interdisciplinary impact.

Similarly, consumer psychologists have documented how lay
consumers perceive measures like CEO-to-average-worker pay ratios
as indicators of firms’ commitment to fair compensation and egalitar-
ian values (Kiatpongsan & Norton, 2014; Mohan et al., 2018), often
without considering normative economic benchmarks. But do such
pay ratios really capture firms' egalitarian values and intentions
alone? This view reflects zero-sum lay perceptions that total firm
compensation is a fixed amount that is allocated among different
employees based solely on the selfishness or generosity of firm
leadership.

However, from an expert economic perspective, firms are made
up of employees with different skill sets playing different sorts of
roles: each type of position represents a separate labor market that
includes all potential employees and employers, with labor supply and
demand in each of them determining compensation. For instance,
consider a small tech company run by an inexperienced CEO that
employs a few dozen highly skilled software developers and computer
scientists, compared to a large multinational firm run by a celebrity
CEO that employs thousands of unskilled retail workers: the pay ratio
of the first firm will invariably be far lower than the second. But is that
really because its leaders are more virtuous or less selfish than those
of the second, or just because the abilities of their respective
employees and CEOs were determined to be differentially valuable,
given labor supply and demand?

The same applies to lay perceptions of other unequal market out-
comes, such as gender wage gaps at the firm or societal level
(Schlager et al., 2021). From a normative perspective, such aggregate
disparities cannot be assumed to reflect sexist versus egalitarian
intentions alone without ruling out other potential explanations, such
as adjusting to account for differences in the types of positions occu-
pied by men and women, their full-time versus part-time status, the
demand for the skillsets they require and the supply of candidates

who possess them, and so on (Goldin, 2014).
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Even if these occupational choices themselves reflect differences
in opportunity or historical sexism, making adjusted comparisons of
this sort can be informative. For instance, they can reveal why gender
gaps emerge even for firms whose pay is determined by explicitly
gender-blind algorithms (e.g., Uber) due to gender differences in driver
behavior (Cook et al., 2021), or which particular institutional mecha-
nisms and policies appear unbiased, biased against women, or biased
in their favor (Ceci et al., 2023; Goldin, 2014). While documenting lay
perceptions that unequal aggregate market outcomes offer sufficient
evidence of intentional discrimination is valuable in itself, using theo-
retical and empirical normative benchmarks to make different sorts of
apples-to-apples comparisons could enable consumer psychologists to
better identify how lay people perceive various contributors and

potential solutions to wage inequality (cf. Jachimowicz et al., 2022).

4.3.2 | Aversion to labor-saving technologies
Another defining feature of lay beliefs about labor is what Caplan
(2007) calls a “make-work” bias or what Bastiat (2011) referred to as
“Sisyphism” (after the mythological figure whose punishment in
Hades was to eternally push a rock up a hill only to have it roll back
down). Simply put, lay perspectives on labor seem to assume that
firms benefit society primarily by creating as many jobs as possible,
rather than producing valuable outputs as efficiently as possible.

In the 19th century, Bastiat penned a satirical essay in which can-
dlemakers petitioned the government to block out the sun to increase
employment. His intention was to ridicule widespread public
beliefs that technologies that save labor and increase productivity are
economically harmful in general because they put people out of work.
Such beliefs are not just a relic of centuries past. Consider a 2014
article for CNBC entitled “Oil Below $80: Why that’s bad news”
(Pisani, 2014). In the few years preceding, oil prices had consistently
been far north of $100 per barrel. Given that a fall in fuel prices
means cheaper gasoline prices, cheaper transportation and production
costs, and thus cheaper prices for many everyday goods, one might
have thought this trend would be well-received. So why was it bad
news? The simple answer: jobs. If falling prices make expensive means
of oil extraction unprofitable, they might be abandoned, reducing
demand for labor in the industry. Even if these prices provided a clear
signal that oil was not scarce enough to warrant using the most
expensive and environmentally harmful methods of extraction, the
business media felt that paying people to keep using them would be
better for everyone than directing their labor elsewhere towards more
valuable uses.

By the logic of preserving jobs, the invention of the internal com-
bustion engine was an economic disaster. The emergence of the auto-
mobile in the 20th century led to the replacement of carriage and
harness makers (numbering 109,000 in 1900) and blacksmiths
(238,000 in 1910) in the US. Today, these professions are nearly
obsolete. Modern shipping containers have made the loading and
unloading of cargo (once a very dangerous endeavor) much easier,
leading to more efficient shipping. But they also mean many fewer

dock workers are needed. Even the polio vaccine eliminated most jobs
for manufacturers and attendants of iron lungs (for more examples,
see Cox & Alm, 1992).

An analysis of the SAEE shows that the lay public is far more con-
cerned with preserving jobs than economists. As noted in
Section 4.1.2, the general public is much more likely to think that
international trade agreements reduce domestic employment. They
are also much more concerned about labor replacement: 46% of the
general public rated “technology is displacing workers” as a major rea-
son why the economy was not doing better, while only 2% of econo-
mists thought so. Lay people also seem to care more about preserving
jobs than preparing for and creating new ones: when presented with a
list of 11 reasons and asked which was the most important reason the
economy was not doing better, 42% of economists chose “education
and job training are inadequate,” while only 14% of the general public
did. Concerns that job losses due to new technology will hurt the
overall economy may neglect the benefits of “creative destruction,” a
hugely influential concept popularized by the economist Joseph
Schumpeter (1942, p. 83):

The opening up of new markets, foreign or domestic,
and the organizational development from the craft
shop to such concerns as U.S. Steel illustrate the same
process of industrial mutation—if | may use that biolog-
ical term—that incessantly revolutionizes the economic
structure from within, incessantly destroying the old
one, incessantly creating a new one. This process of
Creative Destruction is the essential fact about
capitalism.

Indeed, technological progress in a market economy means that
some jobs will become obsolete, and some firms and entire industries
will disappear. But the consequences are not all bad. Over time, crea-
tive destruction makes societies more productive and richer, improves
the quality and availability of goods and services, and ultimately raises
living standards for everyone (Cox & Alm, 1992). At the turn of the
20th century, 40% of the US population worked in food production.
Today, that figure is less than 2%. That does not mean that 38% of
the US population has remained persistently unemployed throughout
the last century, nor that we produce too little food. Technological
advances have simply made us far more efficient at producing food
with less labor and fewer resources (in fact, even as the number of
American mouths to feed has grown considerably, food has only
become more abundant). That, in turn, has made surplus labor and
resources available to reallocate to other tasks that add value to soci-
ety in new ways.

Indeed, the economist Paul Romer (1990) won the Nobel Prize
for defining technological advance as new knowledge that increases
the efficiency of human labor (i.e., reducing the human effort and
labor required to produce a given output) and demonstrating that
incentivizing investments in such advances may be the most central
means by which markets improve societal welfare. In other words,

from an expert economic perspective, the very definition of
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technological progress—from simple tools all the way to Al—is the
development of knowledge and innovations that save human labor.

However, lay people neglect the importance of supply-side incen-
tives to make forward-looking investments in such advances
(Bhattacharjee et al., 2017), and also regard human effort and labor as
key inputs to their judgments of market fairness and deservingness of
market rewards (Inzlicht et al., 2018; Olivola & Shafir, 2013). They
tend to overlook the past fixed-cost investments needed to develop
novel labor-saving technologies, which are invisible when observing
present market conditions in isolation (Shaddy et al., 2022). Instead,
they evaluate the fairness of market outcomes based largely on visible
differences in variable labor or raw material costs (Bolton et al., 2003).
Accordingly, they often regard new technologies as providing unfair
competitive advantages in the present, and express support for poli-
cies that seek to restrict technological progress to protect incumbent
producers in the present (Shaddy et al., 2022).

Notably, lay judgments thus overlook the potential for disrup-
tive present technologies to provide enduring societal benefits after
they are widely adopted by incumbents and free up human labor to
reallocate elsewhere (Aghion & Howitt, 1992; Autor, 2015;
Romer, 1990), perhaps because these benefits remain uncertain and
unseen until actually realized. The societal costs of slowing innova-
tion to prop up incumbents cannot be observed either and can be
appreciated only by considering unseen counterfactuals. Accordingly,
the long-term societal benefits of technological innovation might be
most apparent when looking back at past disruptions throughout
history: Johannes Gutenberg's invention of the printing press in
the 15th century prompted petitions to the Senate to ban this
technology that might otherwise “[drive] honest Italian scribes out
of work” (Eisenstein, 2005, p. 322), but it seems doubtful that the
lay public thinks the world would be better off today if those
petitions had succeeded.

Fast forwarding to the present, the recent rise of emerging tech-
nologies like Al, large language models, and driverless cars is once
again prompting debates about the existential threat they pose to
future employment and our way of life. Notably, consumer psychol-
ogy research has tended to examine aversion to such disruptions
based on the idiosyncratic features of specific technologies like algo-
rithms or Al (Dietvorst et al, 2015; Logg et al, 2019; Longoni
et al., 2019). But while lay perceptions of these features may be
important to understand, exclusively examining individual technolo-
gies in isolation might obscure why cycles of technological panic and
acceptance recur so often throughout history, why they seem inde-
pendent of any specific individuating features, and thus what is com-
mon to these debates about new technologies (Orben, 2020).
Economic science offers a unifying definition that highlights the
changes to producer cost structures that characterize new technolo-
gies of every sort: forward-looking fixed-cost investments in new
knowledge that enhance efficiency and enable variable labor cost sav-
ings going forward (Romer, 1990; Shaddy et al., 2022). Embracing this
definition might help to better theoretically integrate consumer psy-
chology research on the distinct features of new technologies and

potentially enhance its interdisciplinary impact.
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Similarly, consumer psychologists have documented aversive lay
reactions to the prospect of their own jobs being displaced by new
technologies (Granulo et al., 2019). However, it may be fruitful to
examine not only these highly visible present consequences but also
the aspects of technological disruptions that often go overlooked
because they are less apparent in the present, such as the past invest-
ments required to develop new advances and the potential future
benefits they can bring (Shaddy et al., 2022). Understanding how to
close the gap between lay and expert views of labor-saving technolo-
gies may thus require insights from the psychology of intertemporal
choice (cf. Baron et al, 2006; Hershfield et al., 2011; Klotz
et al., 2018), and offer practical insights for firms and policymakers
seeking to increase public support for forward-looking investments

and policies.

44 | Lay perspectives on macroeconomics

Macroeconomics is the study of the overall economy, and examines
country-level phenomena such as inflation, rate of economic growth,
and GDP. Though these outcomes are not central to consumer psy-
chology, lay perceptions of them may have important implications for
outcomes that are, such as consumer confidence, price expectations
and spending, public policy choices, and views about the impact of

global markets.

441 | Economic pessimism

While research on how lay people reason about the macroeconomy is
limited, several papers demonstrate that they are miscalibrated about
various macroeconomic measures. For example, inflation is strongly
overestimated (e.g., Bruine de Bruin et al, 2012; Georgana
et al., 2014), as is the amount of upward mobility in the United States
(Davidai & Gilovich, 2015), while the skewness of income and wealth
distributions tends to be underestimated (e.g., Kraus et al., 2019;
Norton & Ariely, 2011). But the most notable divergence from expert
economic perspectives may be lay pessimism about the rate of growth
and the direction of the overall economy.

Returning to the SAEE, the largest differences between econo-
mists and the general public were found on items concerning the
growth and direction of the economy, leading Caplan (2002) to write
“economists are systematically more optimistic about the past, pre-
sent, and future of the economy than other people are.” For example,
economists were twice as likely as the general public to rate that the
average American’s standard of living would rise in the 5 years follow-
ing the SAEE (50% vs. 24%). The general public was also more than
twice as likely to indicate that most new jobs being created were low-
paying (79% vs. 32% of economists), and thus less than half as likely
to rate that most new jobs paid well (16% vs. 39% of economists).

Large-scale polling confirms that economic pessimism has
remained constant in the decades following the SAEE. Nearly every

year since Gallup started asking Americans what they thought about
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the direction of “economic conditions in the country as a whole,”
most responded that they are “getting worse” (Gallup, 2023). Pew
surveys found that most Americans expect the economy to weaken
over the coming decades (Pew Research Center, 2019) and that only
a third expect their children to be “better off than people are today”
(Pew Research Center, 2006). Similar patterns of pessimism are evi-
dent in most developed nations (Pew Research Center, 2017), and a
recent survey of Millennials across 42 countries and territories found
economic optimism to be at record lows (The Deloitte Global Millen-
nial Survey, 2019).

Economic pessimism may, in part, reflect a general negativity bias
(Soroka et al., 2019). Negativity bias has twofold effects on economic
pessimism. First, humans tend to be more attentive to negative infor-
mation, and may thus focus more on any signs of deteriorating eco-
nomic conditions than any signs to the contrary. Second, negativity
bias favors the provision of negative news content, so people may be
exposed to negatively-biased stories about the economy. But eco-
nomic pessimism does not seem to result from a lack of factual macro-
economic knowledge alone. It also seems rooted in lay beliefs about
the economy that differ from the conclusions of formal economic
models. Specifically, people appear to be pessimistic about the course
of the economy because they underappreciate the potential for tech-
nological change to increase productivity.

In recent research (Andre et al., 2022), professional economists
and lay people were asked to consider the effects of hypothetical
macroeconomic shocks, such as how a sudden increase in oil prices
would impact inflation and unemployment. Their expectations dif-
fered considerably. Lay responses focused far more on demand-side
effects than supply-side behavior. Work on “efficiency neglect” (Dana
et al., 2023) similarly shows that lay people focus on demand effects
and neglect supply-side changes. As populations and economies grow,
so does overall consumption, putting increased demand on limited
resources and potentially pushing up real prices as competition for
them intensifies. At the same time, more people means more ideas
and more innovation, and increased demand creates incentives to pro-
duce things more efficiently and invent new substitutes, all of which
pushes real prices down. Given the intuitive, static nature of lay eco-
nomic thought, people consistently underweight the latter possibility,
which is a product of dynamic effects. As such, they are pessimistic
about how the cost of living has changed over time and how it will
change in the future.

Consider what it might take to gauge how prices for various con-
sumer products have changed over time. This task is not so simple.
Nominal prices for most things have risen over time. But that could
merely reflect inflation, a normal consequence of an increasing money
supply. Monetary policies typically aim to produce a small amount of
inflation, such that most of us have experienced rising prices over our
lifetimes. But wages rise for the same reason. To really know whether
something has gotten more expensive (i.e., whether its real price has
changed), a simple method would be to divide its nominal price across
time by some measure of wages, thus expressing the real prices of
products in terms of the amount of work time needed to buy them
(Cox & Alm, 1999). Conveniently, the United States Board of Labor

Statistics has tracked average prices for various consumer goods
monthly since at least 1980, and the average hourly wages of nonsu-
pervisory and production workers (e.g., workers in retail, hospitality,
construction, mining) for even longer.

Figure 2 below shows how the real prices of various goods—that
is, the hours of labor needed to buy them—have changed from 1980
to the present. Nearly all of them have gotten cheaper in real terms,
and often substantially so: most are at least 25% cheaper, while some
(sugar, coffee, rice, bananas) are less than half as expensive! That may
seem surprising. After all, food production relies on finite inputs like
potassium, agricultural space, and livestock, while gasoline and energy
production require limited resources like oil. Meanwhile, the world
population has doubled since 1980, and people in developed econo-
mies are consuming more and more. Indeed, these trends are surpris-
ing to many: nationally representative panels believe, on average, that
all of these items have gotten more expensive in real terms (Dana
et al., 2023). Such findings are also consistent with the SAEE, which
showed that 70% of the general public thought family incomes for
average Americans were declining relative to the cost of living, com-
pared with only 22% of economists.

Why has economic pessimism remained so prevalent even as the
real prices of so many goods continue to fall? The changes depicted in
Figure 2 are the result of supply and demand dynamics. Because they
were in competition with each other, suppliers of these goods faced
pressures to produce them more efficiently and waste less. Demand
pressures also represent profit opportunities: those who find ways to
produce more can find ways to sell more. But lay neglect of market
dynamics may make that difficult to appreciate. Consider the predic-
tions of the population alarmist Paul Ehrlich (1968). In 1968’s The Pop-
ulation Bomb, he predicted that catastrophic global starvation was
inevitable because the population was growing faster than the food
supply could possibly keep up with. Later, he famously predicted
impending shortages of copper, in part because of the amount of cop-
per plumbing that would be required by the growing number of
homes in the developed world.

The copper crisis never happened—and Ehrlich lost a very public
wager with economist Julian Simon about the cost of copper—in part
because of the invention of substitutes. PVC piping proved to be par-
ticuarly effective and substantially cheaper, given the demands on lim-
ited supplies of copper. Today, alternatives like PEX have overtaken
copper as the standard in residential plumbing. Ehrlich’s analysis failed
to anticipate these advances because it was fundamentally static, sim-
ply extrapolating what would happen if more people did the exact
same thing. But market dynamics virtually guarantee that such extrap-
olations will miss the mark. If any resource becomes too scarce, its
increased price makes existing alternatives more attractive and incen-
tivizes the creation of new ones. Similarly, consumers’ extrapolations
about the future availability of goods are excessively pessimistic
because they account for increasing demand but rely on a static,
unchanging view of supply.

Lay beliefs about the macroeconomy have several implications
for consumer behavior. Economists and policymakers are concerned

with public perceptions of the macroeconomy because they can
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become somewhat self-fulfilling. For example, if enough people
expect inflation, inflation can actually increase. Thus, understanding
the sources of economic pessimism is worthy of study in itself. But
the lay mental models that give rise to economic pessimism can also
help us understand how people think about inflation and the cost of
living. For example, research on the “money illusion” shows that peo-
ple think about the nominal value of money rather than its real value,
and fail to “adjust” for inflation (Mees & Franses, 2014; Shafir
et al., 1997). Similarly, consumers tend to conflate inflation with the
cost of living (Bryan, 2002). Such illusions are understandable when
one considers that the source of inflation itself is dumbfounding to
most consumers.

The actual “culprit” behind inflation—that money has become less
scarce over time due to increased supply—is something that con-
sumers cannot see or experience. Even less comprehensible is how
modern monetary policies target inflation through interest rate poli-
cies. Consumers thus tend toward more proximal explanations of
what they observe, and assume that prices have really increased
rather than just nominally. And if the real prices of goods are increas-
ing, the most proximal explanation is that firms are deciding to charge
more, perhaps taking license to do so from input cost increases.
Increasing prices are thus most easily grasped by consumers through
so-called “greedflation,” which emphasizes the selfish motivations of
firms. In this way, consumers’ perceptions of phenomena like inflation
and growth are closely tied to their perceptions of industrial

organization.

442 | The global impact of modern markets

More broadly, the lay public may misperceive a variety of macroeco-

nomic trends regarding the societal impact of global markets,

1990 2000 2010 202
Year

1980

essentially exhibiting another form of zero-sum thinking, writ large.
People from the developed world routinely express concerns that the
very purpose of global markets is to enable the wealthy to exploit
impoverished populations around the world with impunity, keep them
mired in poverty, and fuel the ever-increasing levels of inequality that
inevitably result from global commerce (Leiser et al., 2017). Indeed,
compared to 1800, when the vast majority of the global population
lived in extreme poverty, global income inequality did increase until
around 1975, as the now-developed world experienced rapid growth
and a tenfold increase in wealth while the developing world mostly
remained poor (Roser, 2017).

But over the ensuing decades, as access to global markets has
increased sharply among the global poor, global inequality has fallen
dramatically. Populations from developing and emerging economies
have experienced disproportionate income gains relative to the
wealthy developed world, driving a convergence in global incomes
that is projected to continue (Hellebrandt & Mauro, 2015;
Lakner & Milanovic, 2015; Roser, 2017). And extreme poverty has
declined precipitously over the last two centuries, leading the
World Bank to increase its international poverty line threshold in
2017, and sparking discussions about the possibility of eradicating
poverty altogether (Roser, 2022). While most of the world remains
much poorer than citizens of developed economies, and enormous
disparities in income, wealth, and opportunity still exist, these
trends appear far more optimistic than the views of the lay public
might suggest (Dana et al., 2023). To the extent that consumers
rely solely on observations from where they sit in the developed
world to understand such societal problems, they may frame
these problems too narrowly to realize that their global impact, or
their consequences for developing-world populations, may be
quite different (Bhattacharjee & Paolacci, 2023; Jachimowicz
et al,, 2022).
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Beyond economic indicators, concerns that continued global mar-
ket expansion and exposure to market incentives will degrade the pro-
motion of human rights, welfare, and social freedoms also seem
common among social scientists and the public (Kasser et al., 2007;
Marx, 1904; Polanyi, 1944; Sandel, 2012; Simmel, 1990; Vohs
et al., 2006). However, empirical studies of morally-relevant outcomes
often find limited evidence of moral decline, and instead show that
people living in market-oriented societies exhibit higher levels of trust
and greater aversion to immoral behaviors like cheating and theft
(Brennan & Jaworski, 2016; Callais et al., 2022; Henrich et al., 2001;
Storr & Choi, 2019). Seven waves of the World Values Survey over
the last four decades suggest that this seem true at a global level. Lon-
gitudinal trends from 111 countries reveal that the power of tradi-
tional cultural and religious values, rigid social controls, and
authoritarianism is strongest among poor populations struggling for
survival, but wanes over time in countries that experience sustained
socioeconomic development. Gains in wealth tend to coincide with
predictable shifts toward cultural values supporting gender equality,
religious freedom, ethnic and lifestyle diversity, individual self-
expression, quality of life, and environmental protection
(Inglehart, 2018; Inglehart & Welzel, 2005). Notably, though these
findings suggest that global market integration promotes movement
toward Western liberal values in particular (which underlie modern
conceptions of human rights), these are the same ideals that scholarly
critics of markets worry might be eroded in societies that become too
market-oriented.

Similarly, the notion that economic growth is necessarily at odds
with environmental protection is grounded in accurate observations
that growing economies rely on finite natural resources. But as noted
above, this view seems incomplete in light of the very purpose of mar-
ket pricing mechanisms from a normative economic standpoint: to
incentivize the development of innovations that conserve scarce
resources or rely on alternatives to them, resulting in staggering effi-
ciency gains and the birth of the renewable energy industry over the
last several decades (Dana et al., 2023). It also overlooks mainstream
economic perspectives on the drivers of economic growth: rather than
being fundamentally dependent on using up limited natural resources,
as observation alone might suggest, it is instead driven by increases in
human capital formation and advances in human ingenuity, neither of
which are intrinsically finite (Autor, 2015; Romer, 1990, 1994).

However, lay perceptions that good economic outcomes and
environmental protection are inherently opposed may promote advo-
cacy for zero-sum policy solutions and reduce consideration of other
alternatives. For instance, the public tends to distrust win-win corpo-
rate sustainability initiatives that simultaneously benefit firms and
help the environment (Makov & Newman, 2016). Moreover, there is
increasing support for the Degrowth movement, which suggests that
slowing or reversing economic growth is essential to safeguarding the
future of humanity and the planet (Hickel et al., 2022). This movement
also suggests that reversing growth would free up more resources for
the poor and reduce global inequality, in line with zero-sum percep-
tions of growth and resource consumption, but contrary to normative

economic views on their welfare implications. In the words of one

critic, “degrowth supporters are living in a fantasy where they assume
that if you bake a smaller cake, then for some reason, the poorest will
get a bigger share of it” (Horowitz, 2022).

It might indeed be possible for wealthy, developed nations to
consider economically costly environmental regulations without dra-
matic welfare reductions for many of their citizens. But for the devel-
oping nations currently responsible for the majority of global carbon
emissions and other environmental harms, these welfare trade-offs
are likely to be far steeper (cf. Hall & Leeson, 2007). Policies that
require forgoing growth, economic development, and wealth creation
may entail preventing large swaths of their populations from satisfying
basic needs or escaping extreme poverty (Cowen, 2018; Deaton,
20153).

Moreover, given the complex interdependencies that characterize
global markets, it may not be feasible for wealthy nations to imple-
ment degrowth policies in isolation without severely impacting wel-
fare outcomes in the developing nations reliant on trading with them.
As illustrated by the disproportionate harms that COVID-19-induced
disruptions to global commerce inflicted on developing nations, limit-
ing international trade would likely be most detrimental to the poorest
participants in it, thereby exacerbating global inequality
(Naudé, 2023). And because wealthier participants would also be neg-
atively impacted, these policies are likely to face fierce political resis-
tance on all fronts (Piper, 2021), relative to positive-sum alternatives
like Green Growth or Longtermism (MacAskill, 2022; Van der
Leeuw, 2020). Consistent with these latter possibilities, normative
economic perspectives suggest that the pursuit of sustainability need
not come directly at the expense of corporate, government, or individ-
ual self-interest maximization. It simply calls for these stakeholders to
maximize their interests over a longer time horizon and weigh future
outcomes alongside immediate outcomes. There may be opportunities
here for consumer psychologists to find ways to better communicate
the potential for win-win solutions between stakeholders with oppos-
ing perspectives, and thereby depolarize the public discourse around
these issues (cf. Baron et al., 2006; Bolderdijk et al., 2013; Davidai &
Tepper, 2023; Makov & Newman, 2016).

This disconnect between the lay economic perspectives of
developed- versus developing-world populations may be quite funda-
mental. For instance, a recent poll found that respondents from devel-
oping nations like India, Thailand, and Indonesia strongly agreed that
“What is good for business is usually good for the rest of society” and
believed that “The next generation will probably be richer, safer,
and healthier than the last,” those from developed nations like the
USA, UK, and Germany disagreed with both, on balance (YouGov,
2015). These findings hint at the possibility that the welfare impact of
market-driven growth and wealth creation may be readily visible from
the daily experiences of people living in developing economies
(Cowen, 2018; Deaton, 2015; Sen, 1999), reducing the prevalence of
zero-sum economic thinking.

Conversely, for people living in developed economies that have
been wealthy for generations, who have never personally experienced
extreme poverty or been lifted out of it by market-driven growth,

these welfare implications may be far less visible, leading to greater
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support for collectively abandoning wealth creation to focus on
wealth distribution alone. Consistent with these possibilities, recent
economic research using a representative U.S. sample finds that
zero-sum thinking is markedly less prevalent among Americans whose
families immigrated from worse economic circumstances and experi-
enced upward mobility within the last four generations, as well as
among birth cohorts who grew up during periods of rapid economic
growth versus more recent periods of slower growth interspersed
with times of recession (Chinoy et al., 2023). The authors note that
these findings may help explain the appeal of zero-sum populist poli-
cies among younger generations.

This area of study is consequential, central to public discourse,
and replete with unanswered questions. We believe that consumer
psychology can play a larger role in this discourse by further exploring
the antecedents and consequences of these patterns of thought.
Moreover, many of the societal concerns our field examines are stud-
ied from a developed-world perspective. For instance, there are siz-
able literatures examining the negative consequences of money,
highly caloric foods, overconsumption, materialism, and choice over-
load. These problems may indeed cause real harm, but they are prob-
lems of abundance nonetheless. And they coexist with problems of
scarcity still faced by many people around the world: poverty, malnu-
trition, and a lack of access to the goods required to meet their basic
needs. There may thus be opportunities for consumer psychologists
to explore how many of the topics we study are viewed differently
from developing-world perspectives or developing market contexts,

and to achieve a more general understanding of them.

5 | IMPLICATIONS FOR CONSUMER
PSYCHOLOGY: THE MISMARKETING OF
MARKETS

We suggest that the study of lay economic reasoning may be an
important key to better understanding countless marketplace behav-
iors, improving scientific communication and policy discourse, and
promoting choices that enhance societal welfare. Consumer psychol-
ogy is well situated to create this knowledge, and doing so need not

require endorsing the economic view of the world.

51 |
Markets

The neglected normative Foundation of

We teach our students that marketing can serve as a force for good.
Yet many of us are acutely aware that they often regard marketing as
inherently harmful, and tend to express sentiments in line with popu-
lar perceptions that profit-seeking enterprises and global markets are
fundamentally harmful to society (Shugan, 2006). Economic experts
have also long discussed the difficulty of getting students in introduc-
tory classes to grasp important but unintuitive economic concepts like
opportunity cost, comparative advantage, gains from trade, and the
function of market pricing mechanisms (Caplan, 2007; Carter &

PSYCHOLOGY

Irons, 1991; Dittmar, 1996; Frey & Meier, 2005; Leiser &
Shemesh, 2018; Newcomb, 1893; Pang & Marton, 2003; Rubin, 2003;
Sapienza & Zingales, 2013; Stein, 1979).

Why is that? Most members of the general public may have sim-
ply never heard a clear articulation of the normative foundation of
market exchange. Their evolved moral intuitions and lay mental
models may not only be reinforced by their experiences in the market-
place, as we suggest, but also by anti-business narratives in popular
entertainment (Ribstein, 2012; Shugan, 2006; Stein, 1979), and by
populist messaging from politicians who pose as knowledgeable eco-
nomic authorities but lack actual economic training (cf. O'Roark &
Wood, 2011). For instance, though the term “trickle-down econom-
ics” is a fixture in popular political discourse, it is not a meaningful
economic concept that is recognized or endorsed within the economic
literature (Sowell, 2012). The “dismal science” may continue living up
to its moniker if it keeps presenting a worldview that is distasteful to
many but truly understood by very few, and doing little to offer
evidence-based narratives that can outcompete popular misconcep-
tions and more intuitively communicate the normative basis of mar-
kets (Acerbi & Sacco, 2018; McCloskey, 1990). As expressed by the

economist Alan Blinder in an interview with Erickson (1994):

Too many American kids are brought up without any
basic literacy in economics. | do not mean knowledge
of fancy economic theory, | mean fairly elementary

things like ‘demand curves usually slope down.’

| think the economists, with some exceptions, do not
help a lot in that they spend precious little time talking
... to ordinary people in ways that ordinary people can

understand.

It is true that “positive” economic science aims to be purely
descriptive. It is not founded on particular virtues, deontological prin-
ciples, or sacred values, and none of these idiosyncratic ideals are pri-
vileged over others in economic analysis (e.g., by making value
judgments about the nobility of market actors’ motivations, or the rel-
ative virtue of different preference orderings). Yet even descriptive
economic work does have an implicit normative foundation. It defines
welfare in terms of individual utility maximization. Utility is assumed
to reflect the subjective desires and conceptions of well-being that
are unique to each individual yet present in each of them and to
thereby accrue to individuals when their desires are satisfied
(Arrow, 1973; Sen, 1979). The fundamental economic act is voluntary
exchange: when people face no coercive pressures and are free to act
as they please, cooperative transactions with others are assumed to
take place only when they satisfy the desires of both parties more
than opting out of them, leaving both of them better off than before
by their own subjective standards (Mas-Colell et al, 1995;
Rubin, 2014).

However, although individual desires are unlimited, the resources
needed to satisfy them are scarce and limited. Accordingly, economic

efficiency is desirable because it reflects the resource allocations that
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enable most people to satisfy their desires and minimize waste, and
economic growth and wealth creation are desirable because they alle-
viate scarcity and generate additional resources to allocate to more
people. This is one way to describe the normative underpinnings of
economics, and it allows governments and policymakers to use the
tools of descriptive economic scholarship to make welfare calculations
and use them to determine which courses of action could benefit the
most people.

Simply put, the moral argument for the modern marketplace is
that it maximizes human welfare. It enables millions of strangers to
cooperate to satisfy as many people’s desires as possible, and to do so
at the lowest possible cost by consuming as few resources as possible
(Rubin, 2014). The moral argument for profit-seeking enterprise is
similar. Businesses improve societal welfare and generate prosocial
outcomes simply by engaging in these cooperative exchanges on a
consistent basis: they employ people who voluntarily trade their labor
for a given amount of wages to enhance their own welfare, who then
collaborate to produce valuable goods and services that people volun-
tarily purchase to satisfy their own desires (Brennan et al., 2021). Any-
thing they earn in return depends entirely on the willing cooperation
of these exchange partners, and they can profit only to the extent that
they are better at cooperating with them than other businesses
(Rubin, 2014). Because their profits reflect their success in giving peo-
ple what they want, they can thus be seen as an indication of the “net
contribution [the business] makes to the social good” (Arrow, 1973).

Although marketplace activity consists entirely of voluntary coop-
erative acts that might be regarded as definitionally prosocial in other
contexts, it is far more readily associated with cutthroat competition
than cooperation in the popular imagination (Rubin, 2014). Competi-
tion is simply a byproduct of resource scarcity, and its role in markets
can also be seen as a way to facilitate better cooperative outcomes:
market actors can better satisfy their desires when they can choose
who to cooperate with from a set of many potential partners. Yet
competition is mentioned about eight times as often as cooperation in
economics textbooks, making it easy for even students in economics
courses to lose sight of the fundamentally cooperative nature of the
marketplace. And because “competition” naturally triggers thoughts
of winners and losers rather than the positive-sum outcomes associ-
ated with “cooperation,” these rhetorical choices may also reinforce
zero-sum economic thinking (Rubin, 2014).

Similarly, the economic historian Deirdre McCloskey (2019)
laments that the politically loaded term “capitalism” may fuel misper-
ceptions of the societal benefits of markets in itself, as it erroneously
implies that these benefits are driven by capital accumulation rather
than by ideas and innovation (cf. Romer, 1990, 1994). She instead
favors the term “market-tested betterment” as a more appropriate
representation of the process of value creation through market-driven
innovation. Other scholars also take issue with narrow public concep-
tions of marketplace ethics. For instance, ethical business practice is
often thought to be synonymous with activities that go beyond the
core practices of businesses, such as additional initiatives that benefit
a broader set of stakeholders, corporate support for charitable causes,

CSR or sustainability campaigns, or sociopolitical activism supporting

particular partisan values. Even business ethics courses often neglect
to communicate the ethical foundation of everyday business practice,
and how businesses intrinsically enhance societal welfare through
their cooperative exchange behaviors alone (Brennan et al., 2021).

All of these perspectives highlight the limitations of the narratives
typically offered by economic science, which often contain arcane ter-
minology and unintuitive arguments that do not resonate with the
non-expert public. In the absence of compelling narratives that explain
the benefits of market-driven welfare maximization in intuitive moral
terms versus economic terms, widespread public perceptions of the
societal harms of modern markets are likely to persist (Acerbi &
Sacco, 2018; McCloskey, 1990).

5.2 | How consumer psychologists can help

We suggest that this ongoing divergence between lay versus scientific
economic perspectives presents opportunities for consumer psycholo-
gists to contribute their expertise and benefit in return. We are com-
mitted to highlighting unrealized win-win opportunities, after all.

First, this simply entails taking normative benchmarks from eco-
nomic theory and empirical work seriously, and considering how they
compare to the descriptive accounts of lay consumer reasoning that
most consumer psychology papers already provide. In the absence of
some relevant scientific benchmark, it can be difficult just to interpret
many findings, and to know what constitutes lay theory versus accu-
rate perceptions of the real world. As we outline in Table 3 and high-
light in depth throughout Section 4, many of the marketplace
phenomena we study could be reconstrued and described differently
in light of these normative perspectives. Incorporating these compari-
sons could make our own empirical work more informative and more
appealing to different audiences, regardless of how much these
benchmarks reflect our own beliefs on an individual basis.

To be clear, this is not an invitation to join some free-market fun-
damentalist cult. We are by no means suggesting that economic scien-
tists are always right, that normative economic perspectives do not
rest on debatable simplifying assumptions, or that real-world markets
always live up to these normative ideals and succeed in maximizing
societal welfare. On the contrary, we are well aware that markets are
far from perfect in reality, and none of the arguments we advance in
this article depend on assuming otherwise. Indeed, much of economic
scholarship is devoted to documenting market imperfections and fail-
ures. In fact, to the extent that you as our readers take a dim view of
the premises that inform most economic scholarship, all the better! If
our ambitions as a field include convincing economists to incorporate
more descriptive findings from consumer psychology into economic
theory, using the language of economics to spell out the normative
implications of those findings may be a necessary first step in sparking
that interdisciplinary dialogue. The pioneering work that spawned
JDM and behavioral economics (Kahneman & Tversky, 1979, 1984;
Tversky & Kahneman, 1974, 1981), and the influential subsequent
research questioning the relevance of economic rationality standards
to the adaptive problems human brains evolved to solve
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(Gigerenzer & Brighton, 2009; Gigerenzer & Goldstein, 1996;
Gigerenzer et al., 1999), might offer some useful precedent here.

Second, it's again worth highlighting the potential upside of fur-
ther research on lay economic reasoning within consumer psychology.
We thus circle back to the premise we started with: “consumer” psy-
chology refers to how people think when assuming a specific eco-
nomic role within market exchange contexts. Given our stated
mission, an outsider might naturally assume that systematically study-
ing how consumers perceive their own roles, and how their experi-
ences from this perspective shape their understanding of the
marketplace and the normative standards they apply, is a central pri-
ority of our field. That's not the timeline we live in. However, we
believe that improving our understanding of lay economic reasoning is
eminently achievable, and we hope the theoretical foundation we pro-
vide in this article is helpful in that regard. Moreover, we believe that
the approach we suggest reflects many of the criteria we associate
with valuable research. Work of this nature is intrinsically
marketplace-specific and consumer-relevant by any definition. As
indicated by the ultimate explanations we propose in Section 2 and
the proximate theoretical propositions we outline in Section 3, there
is potential here to bring together scholars interested in very different
levels of analysis. Building on our unifying framework may also pre-
sent opportunities for greater theoretical integration across disparate
subfields of consumer psychology, as we suggest in Section 4.

Given its inherently interdisciplinary nature, consumer psychology
seems especially well-positioned to assume ownership of this area of
study. Questions about lay beliefs, reasoning processes, and the cog-
nitive mechanisms underlying them, are descriptive psychological
ones that many economists may not be well equipped or motivated to
answer. As the economic historian Mokyr (2017), p. 1), they may also
overlook the importance of these questions: “Economic change in all
periods depends, more than most economists think, on what people
believe.” Though some economists have indeed discussed lay eco-
nomic misperceptions in non-empirical articles or conducted surveys
to document the divergence between public opinion and expert eco-
nomic perspectives (cf. Caplan, 2002; Rubin, 2003), they have under-
standably made little attempt to empirically examine the psychological
mechanisms that underlie them.

At the same time, psychologists who rarely interact with eco-
nomic scientists may have limitations of their own: even those who
specialize in studying lay economic reasoning may sometimes exhibit
lay misperceptions themselves, such as neglecting how prices inform
and incentivize production decisions and focusing exclusively on their
immediate distributive effects (Lunt & Furnham, 1996). As consumer
psychologists, we have expertise in both psychology and business,
access to the perspectives of colleagues with specialized economic
expertise (e.g., those who conduct quantitative marketing research,
and some who conduct marketing strategy research), and even to
those of practitioners who may be quite familiar with the supply-side
incentives that businesses face but consumers often misperceive
(Bhattacharjee et al., 2017). We thus have some unique advantages.
Moreover, this area of inquiry may also draw interest from scholars

across a variety of disciplines-notably, this article integrates ideas
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from scholars in marketing, psychology, economics, sociology, political
science, anthropology, evolutionary biology, and philosophy. Devoting
more attention to these questions may thus offer opportunities for
consumer psychology to expand its interdisciplinary readership and
impact.

Third, as noted in the preceding subsection, markets seem to have
a marketing problem. So does marketing. The stakes may be high not
only for marketing scholars, but for humanity more broadly. Notwith-
standing her distaste for the “capitalism” label, Deirdre McCloskey
(2019) suggests that all of economic history can be summarized in one

sentence, which she elaborates upon in later writing:

Once upon a time we were all poor, then capitalism
flourished, and now as a result we are rich.
(1991)

The much-maligned “capitalism” has raised the real
income per person of the poorest since 1800 not by
10% or 100%, but by over 3,000%.

(2019)

Even as the population has increased eightfold since 1800, global
commerce and economic growth have created staggering amounts of
wealth, not simply moved it around. All that newfound wealth has
enabled humanity to dramatically improve our collective capacity to
meet our nutritional needs, lead long and healthy lives, maintain safe
and peaceful societies, guarantee various rights and freedoms, enjoy
our leisure time, and create art and culture (Brennan et al., 2021;
Cowen, 2018; Deaton, 2015; Sen, 1999). The development of modern
markets that can harness the self-interested motivations of millions of
individuals and businesses, use incentives to direct them toward coop-
erative and mutually beneficial exchange behaviors, and thereby pro-
mote wealth generation and collective good, has thus been described
as “perhaps the most important social invention mankind has yet
achieved” (Schultze, 1977).

Of course, some readers may feel that these observations paint
an overly rosy picture, and provide an incomplete account of the vari-
ous ways the modern marketplace affects human well-being, both
good and bad. We do not disagree. These concerns are entirely justi-
fied, and there are active debates within economic science on the
extent to which commonly used economic indicators and measures of
welfare capture the totality of human well-being, and on what alter-
nate measurement approaches might be better (Sen, 1999; Stiglitz
et al., 2009). But understanding traditional economic conceptions and
measures of welfare, and the normative assumptions on which they
are founded, is a crucial first step in identifying what they miss and
why it matters.

Moreover, regardless of the limitations of such measures
(e.g., real income per capita, as cited above), what they reveal about
the sheer impact modern markets have had on humanity over a
remarkably short time span is undeniable. To the extent that con-
sumer psychologists believe that effect sizes and practical significance

should help determine which areas of research we consider to be
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important and worth prioritizing, it's hard to imagine a target of
greater consequence. Even minor contributions to our collective
understanding of the psychological drivers of lay aversion to market-
based solutions, communication strategies that make these policies
more palatable and easier to grasp, or ways to depolarize the public
discourse around them, could make a substantial real-world impact if
they influence policy at anything beyond a very small scale. Consumer
psychologists devote a great deal of attention to studying nudges and
interventions that can affect individual consumption choices
and behaviors, especially those with the potential to influence market-
ing practice. We suggest that contributing insights about how to mar-
ket market-oriented policies more effectively, especially those with
the potential to affect lay policy choices or policymaker communica-
tion strategies, maybe another route to consumer relevance and prac-
tical impact that the field has largely overlooked.

Our perspective aligns with that of Loewenstein and Chater
(2017), who note that relative to behavioral nudges and interventions,
traditional economic policy levers (e.g., market incentives, subsidies,
taxes, and design choices) tend to be substantially more powerful and
effective in changing behavior. However, they observe that most
behavioral scientists have focused narrowly on proposing behavioral
nudges as an implicit substitute for economic policy solutions while
overlooking how much value could be added by recognizing the com-
plementarities between the expertise and policy toolkits of these dis-
ciplines. In particular, behavioral insights could play a crucial role in
improving how policies are explained and implemented, so as to
enhance their effectiveness and reduce the risk of unintended conse-
quences. The authors highlight some of these opportunities in the
context of solutions to economic inequality (p. 46):

Whether inequality is tolerated, and whether measures
to reduce inequality and its consequences are put into
place, will depend on the attitudes of citizens ... How-
ever, these attitudes are barely discussed, let alone
studied, by economists. Rather, the topic of attitudes
and attitude change lies squarely in the domain of
behavioural science. Those looking to move beyond
pure economics and apply behavioural science to the
problem of inequality have a significant opportunity to
do so. In particular, behavioural science provides
insight into how to best inform the population about
the problem of inequality in a way that conveys its
severity, communicates its causes and identifies poten-

tial solutions.

Hence, given consumer psychologists’ expertise in areas like per-
suasion, message framing, judgment and decision making, intertem-
poral choice, motivated reasoning, and morality and fairness, we
believe there is ample opportunity to improve the communication and
implementation of a wide variety of policy proposals. Many market-
based policies that are widely endorsed by economic experts lack
popular appeal, limiting both their political feasibility and potential

effectiveness. Helping close the gap between lay and expert policy

perceptions could earn consumer psychologists a seat at the tables of
policymakers alongside economists. Accordingly, a better understand-
ing of the nature and implications of lay economic reasoning presents
opportunities to increase the impact of our pedagogy, scholarship,

and outreach alike.

6 | CONCLUSIONS: THE PATH FORWARD

There is no marketing without markets. We therefore close with a call
for consumer psychologists to take ownership of the study of lay eco-
nomic reasoning, and to recenter markets in our work as marketing
academics. We hope the foundation we have laid in this paper can
facilitate these efforts. Understanding how markets are perceived by
non-expert consumers could be an overlooked means of generating
valuable insights about the psychology underlying their marketplace
interactions and purchase decisions. And to the extent that such
insights could actually improve policy communication, promote better
public understanding, or pave the way toward more human-shaped
and inclusive markets, the upside potential here is unlimited. As con-
sumer psychologists, our voices have not always been well repre-
sented in such conversations. But there is perhaps no one better

positioned to do this work.
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