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Unwrapping the Deadweight Loss of Gift Giving

Two previous surveys used to measure the welfare implications of Christmas

gift giving in the U.S. have reached opposite conclusions. Waldfogel (1993) �nds

a 10-33% welfare reduction associated with Christmas giving. Curiously, Solnick

and Hemenway's (1996) (henceforth S&H) replication of Waldfogel's survey turns

up just the opposite result: a 214% welfare gain. We design a series of controlled

laboratory experiments to determine why the two papers arrive at opposite con-

clusions. We do not produce our own estimate of the deadweight loss of gift

giving; rather, our aim is to understand how, and which among, the di�erences

in methodology between the two studies account for their divergent �ndings.

Waldfogel (1993) surveyed 58 students enrolled in an intermediate microeco-

nomics class about speci�c gifts they had received for Christmas. In addition

to eliciting details about the gifts received, the recipient's background, and her

relationship to the gift giver, Waldfogel asked recipients to estimate the amount

paid by the giver for each gift received. Finally, recipients were asked to place

a value on each gift they received. Respondents were instructed to estimate the

value of a gift as the

. . . amount of cash such that you are indi�erent between the gift and

the cash, not counting the sentimental value of the gift. (Waldfogel,

1993, p.1331)

Waldfogel measures the welfare yield of a gift as the di�erence between the re-
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cipient's valuation and her cost estimate of the gift. Based on 278 gifts reported,

Waldfogel �nds that gifts have an average yield of 87.1%, indicating that gifts

lose about 13% of their value in the exchange from giver to receiver. When cash

gifts are excluded, the average yield falls further to 83.9%.1

S&H were intrigued enough by Waldfogel's results to replicate his study. Con-

trary to Waldfogel, S&H �nd that gift giving is actually welfare-improving with

an average yield of 214% (median yield 111%). They claim that a broader sub-

ject pool than that questioned by Waldfogel explains the reversal. Concerned

that undergraduates in an intermediate microeconomics class may be unrepre-

sentative, S&H administer their survey to members of the general public at train

stations and airports and to sta� and graduate students enrolled in a biostatistics

or an economics class at the Harvard School of Public Health. They also altered

the question used to elicit respondents' valuations of gifts received. Their survey

question reads as follows (p.1300):

\Aside from any sentimental value, if, without the giver ever knowing,

you could receive an amount of money instead of the gift, what is the

minimum amount of money that would make you equally happy?"

The change in wording from \the amount of cash such that you are indi�erent"

1Waldfogel (1993) also reports the results of another survey in which respondents were asked

to indicate the total cost and total valuation of all gifts received where valuations were elicited in

the form of a willingness-to-pay question. For the purpose of comparability between Waldfogel

and S&H, and like S&H and Waldfogel himself, we focus on the above study in which estimates

were obtained on individual gifts using this willingness-to-accept form of the value question.
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to the \amount of money that would make you equally happy" was prompted

by a concern that \indi�erence" is a technical word familiar only to economists.

It remains to be seen whether S&H's \equally happy" question is substantially

equivalent to the \indi�erence" version of the question or whether they have

introduced a greater change than they realize.

In the next section, we discuss some methodological issues common to both

studies. In sections 2 and 3, we introduce our experimental design used to eval-

uate the relevance of these methodological concerns and to determine the causes

behind the stark contrast in their �ndings.

1 Methodological Issues

The choice of survey methods used in both studies raises several questions. First,

it may strike the reader as odd that both studies attempt to exclude sentimental

value from recipients' gift valuations. Introspection and evidence from sociology

and social psychology (see, for instance, Schwartz, 1967, and Caplow, 1984) reveal

that sentimental and emotional value play a central role in the evaluation of gifts

both by the receiver and the giver.2 This paper does not attempt to measure a

more inclusive concept of welfare. A further discussion of this matter is found in

section 5.

2S&H also express the view that \social aspects of gifts are often responsible for the value

created by gift exchange in the real world" (p.1301). However, for comparabilitywithWaldfogel,

they explicitly attempt to control for such values.
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Furthermore, the exclusion of non-material sentiments from the evaluation of

gifts poses the di�culty of respondents' ability to comply. Indeed, S&H (p.1301)

report evidence that some subjects may not be able to follow these instructions.

They �nd a positive correlation between variables which capture sentimental

value and welfare yield. Furthermore, 26 percent of their respondents chose not

to place a value on gifts received, with many explicitly rejecting the nature of the

question with comments such as \no amount possible" (p.1300).

A third issue concerns the similarity of the cost and value questions once

sentimental value is excluded. Research on the cognitive processes underlying

respondents' interpretation of seemingly similar survey questions reveals that

subjects interpret later questions, especially questions which follow one after the

other, as calling for new, nonredundant information. This may lead them to

give apparently inconsistent answers (Tourangeau and Rasinski, 1988, p.302).

Bradburn (1982) illustrates this process with a questionnaire asking respondents

to evaluate their overall happiness and their marital happiness. When overall

happiness follows the more speci�c question on marital happiness, fewer \very

happy" responses are obtained than when it appears �rst. Bradburn interprets

this result as a tendency among respondents to exclude their marital happiness

when the general item comes second because they feel they have already covered

their marriage in responding to the �rst question.

A similar tendency would lead respondents in these surveys to exclude the
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gift's monetary worth elicited in the cost question when responding to the subse-

quent value question. Having now excluded both monetary cost and sentimental

value, the respondent may be ba�ed at what there remains to value. In other

words, it is not clear what the valuations of the two studies convey.

A related concern is that the cost estimates always precede respondents' val-

uations. Order e�ects are well documented in the social psychology literature3:

cost estimates may inuence valuations. In particular, costs may serve as a judg-

mental anchor upon which to base value estimates (Tversky and Kahneman,

1974). Reversing the order of the questions is a technique common to survey and

experimental methods in the social sciences to balance the researcher's design

and o�set possible order e�ects.

Contrasting the two surveys, the two potentially important di�erences are the

changes in the subject pool and in the wording of the value question. The next

two sections address these di�erences.

2 Experimental Design

We design a series of seven distinct, controlled experiments (treatments) that

permit us to examine the above-stated conjectures. In each treatment, subjects

are presented with one object, followed by a second one. The subject is asked to

\imagine that [she] received the object as a gift from someone." She subsequently

3Schuman and Presser (1981) provide a good starting point in this literature.
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indicates either her valuation of the gift (V), or her cost estimate of the gift (C),

or both. In order to compare Waldfogel's study with that of S&H, the value

question appeared either in the indi�erence version (Vi) or the equally happy

version (Vh). Following Waldfogel and S&H, the three questions were written as

follows:4

(Vi) \Aside from any sentimental value of the gift, indicate an amount in

shekels which would cause you to be indi�erent between receiving the gift and

receiving the cash."

(Vh) \Aside from any sentimental value of the gift, if, without the giver ever

knowing, you could receive an amount of money instead of the gift, what is the

minimum amount of money that would make you equally happy? Indicate an

amount in shekels."

(C) \In your opinion, how much money did the giver pay for the gift? Indicate

an amount in shekels."

Allowing for reversal of the order in which the value and cost questions appear,

the seven treatments can be summarized as:

4The actual questionnaires administered to subjects were translated to Hebrew and are

available upon request. In an e�ort to ensure that the meaning and undercurrents of the

original surveys remained intact, we employed the double-translation method in which one

person translates from the original to Hebrew and another, unfamiliar with the original, from

Hebrew to English. We used both economists and non-economists for this task. Like its English

equivalent, the Hebrew word for \indi�erent", \adeesh", has several dictionary meanings, the

two most important of which for the purposes of this study are: \showing no preference" and

\unconcerned or having no interest or feeling".
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1. ViC

2. CVi

3. VhC

4. CVh

5. Vi

6. Vh

7. C

Each subject remained in the same treatment for both objects, that is, an-

swered the same question or pair of questions for both objects. For the two

objects we chose a practical one and a decorative one. We sought objects that

would have a broad appeal and which were not gender biased. One object was

an attractive table lamp with a gold base and a glass, emerald green shade in the

shape of a half cylinder (retail price: 159 shekels, equals $45 USD at the time

the experiments were conducted). The other object was a brown, hand-carved,

African wooden mask of dimensions 1 meter x 50 cm, purchased in Israel (retail

price: 800 shekels = $227 USD). The order in which the objects were presented

was balanced across subjects so that roughly half saw the lamp �rst, and the

other half saw the mask �rst.5

The usefulness of these experiments is that they allow us to discern whether

the form of the value question matters by comparing Vi with Vh. We can also test

5Note that the element of Christmas is absent from our experimental design. While there

may indeed be something unique concerning the welfare of gift giving at Christmas compared

to other holidays and occasions, the more signi�cant distinction is between modern gift giving

which serves a primarily social function and gift giving in primitive societies in which gifts

served as a prelude to trade, a form of insurance and a form of lending.
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for order e�ects by comparing ViC with CVi and VhC with CVh, and whether

estimates alone (Vi, Vh, C) di�er from those paired with another question (treat-

ments ViC, CVi, VhC, CVh). One advantage of such methods is that all subjects

respond to the same set of known objects. In this way, we know precisely the

gifts subjects are contemplating and the context in which they were \given". Like

all experiments, ours abstracts from the real-world institution, in this case gift

giving. The two gifts are given by \someone" imagined. This abstraction helps

us to control properly for the sentimental value which was problematic in the

previous studies.

It is worth emphasizing that we are not interested in the welfare gain or

loss of any individual treatment.6 All of our hypotheses involve value or cost

comparisons across treatments.

3 Subject Pool

Finally, we come to S&H's claim that a more representative subject pool accounts

for their reversal of Waldfogel's deadweight loss �nding. This is easily testable

within the framework of our design. We recruited an approximately equal number

of economists and non-economists and divided both groups between all seven

treatments and the two object orderings in roughly equal fractions.7

6Given the fact that the lamp and the mask are \imposed gifts", not chosen with the recipient

in mind (and not actually given), we expect estimated costs to exceed substantially valuations.
7Age is another dimension along which S&H's subject pool is broader than the 18-22 year

olds surveyed byWaldfogel. However, as Waldfogel (1996) points out, their results show that age
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A total of 425 subjects completed the questionnaires. The sample consists of

414 subjects. Eleven subjects' questionnaires were not included either because

i) they gave written answers, rather than numerical values or costs (4 subjects);

ii) their answers revealed they did not understand one or more questions (4); iii)

they left one or more cost or value questions blank (2); or iv) their handwriting

was illegible (1). 240 subjects were undergraduate students enrolled in psychol-

ogy classes majoring in either behavioral sciences or human resources (henceforth

referred to as psychologists for the sake of brevity). The remaining 174 students

were undergraduate economics majors at Ben-Gurion University. For compara-

bility with Waldfogel's study, we chose economics students currently enrolled in

intermediate microeconomics classes or in an economic history class for which

intermediate micro is a prerequisite.

4 Findings

Table 1 of Appendix A presents summary statistics and Table 2 reports the

results of OLS regressions. To deal with the problem of outliers, we eliminate

observations whose studentized residual is three or more standard deviations away

from the mean.8 The number of outliers excluded in each regression appear in the

is unrelated to gift yield; our experiments therefore concentrate on the �eld of study dimension

of subject pool.
8For each observation, a regression is estimated based on all other N�1 observations. The

di�erence between the predicted dependent variable and its actual value is the predicted resid-

ual. Dividing by its standard error yields the studentized residual. (See Belsley, Kuh and
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last column. For each dependent variable, lamp value (LV), mask value (MV),

lamp cost (LC) and mask cost (MC), there are a pair of regressions. The �rst

regression in each of the four pairs uses all the data and permits us to estimate

the inuence of asking value and cost questions alone versus pairing them with

the complementary question. The dummy variable \Value alone" (\Cost alone")

indicates the average change in the value (cost) in going from treatments in which

the value and cost questions are paired to those in which value (cost) appears

alone. The second regression in each pair appears in double-log speci�cation.9

It focuses on those treatments in which the cost and value questions are paired

(treatments ViC, CVi, VhC, CVh). Thus, for value estimates (LV, MV), we

exclude treatments Vi and Vh. For cost estimates we exclude the lone treatment

in which cost appears alone (treatment C). In this way, we are able to measure

the impact of the ordering of the value and cost questions on subjects' estimates.

The treatment variable \Cost �rst" assumes a value of zero when value appears

before cost (treatments ViC and VhC), and a value of one when the reverse holds

(treatments CVi and CVh).

The treatment dummy Vh assumes a \0" value for treatments in which the

indi�erence version of the value question was asked and a \1" value when the

equally happy version was used. The coe�cients of this variable in all four of the

Welsch (1980) for a detailed explanation of this outlier procedure.)
9The double-log speci�cation describes the relationship between Value and Cost better than

linearity in these variables. The coe�cients on the log-independent variables can be interpreted

as elasticities.
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value regressions point decisively to the paper's main result.

Observation 1 Valuations given in response to the equally happy question are

much higher than those given in the indi�erence version, whereas cost estimates

are invariant to the version of the value question with which they are paired.

Taken together, these �ndings indicate that the welfare yield from the equally

happy treatments is markedly higher than that from the indi�erence treatments.

As reported in Table 1, the mean valuation for the lamp given for the equally

happy formulation was 165 shekels, median=150, more than 50% higher than val-

uations elicited from the indi�erence version, mean 105, median=100. Similarly,

the mask elicited a mean valuation of 445, median=300, in the equally happy

treatments compared to a mean of only 324, median=200, in the indi�erence

treatments. t-tests of means (Table 1) and the regression coe�cients (Table 2)

indicate that all of these di�erences are signi�cant beyond the 0.1% level.

The dummy variable \psych" takes on a \0" value for economists and a \1"

for psychologists and brings us the second result.

Observation 2 There is no signi�cant di�erence between the valuations of

economists and psychologists. On the other hand, psychologists give higher cost

estimates than economists indicating that gifts to economists provide a higher

welfare yield than gifts to psychologists.

Psychologists and economists gave identical value estimates for the lamp,

mean values of 135 shekels. For the mask, psychologists' mean valuation was 402

compared to a mean valuation of 360 by economists. Both the \psych" coe�cient
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for the MV regression (p-value=.35) and a t-test of means (p-value=.30) reveal

that this di�erence is not signi�cant.10 Psychologists' cost estimates, on the other

hand, were substantially higher than those of economists for both the lamp and

the mask. According to Waldfogel's measure of welfare, this implies that gifts to

economists actually have a higher welfare yield than those to psychologists, con-

trary to S&H's claim.11 The psychologists indicated cost estimates for the lamp

35 shekels or 24% greater than those obtained from the economists (p-value=.01

in t-test). The magnitude of this �nding increases for the mask: psychologists

gave average cost estimates of 603 shekels compared to economists' average of

375 shekels. The di�erence of 228 shekels or 61% is signi�cant beyond the 0.1%

level.

Observation 3 Whether cost or value estimates are elicited �rst does not af-

fect the estimates themselves. However, value estimates alone are weakly greater

than when paired with cost estimates; and cost estimates alone are weakly less

than when paired with value estimates.

10 The reversal in the sign of the regression coe�cient for \psych" from LV to LVpair and

from MV to MVpair reects a tendency among psychologists only to indicate higher valuations

when the value question appears alone (psychologists' mean values for value alone treatments

are 164 and 429 for the lamp and mask, respectively) than when it is paired with the cost

question (psychologists' mean valuations for such paired treatments are 131 and 380 for the

lamp and mask, respectively). An interaction dummy variable composed of \psych" and \Value

alone", and a t-test of means for the mask show this tendency is not statistically signi�cant. A

t-test of means for the lamp, however, rejects the equality of means at the 6% level.
11Of course, Waldfogel uses recipients' cost estimates in his de�nition of welfare because he

cannot obtain actual costs. When available, value estimates minus actual costs form the more

natural measure of welfare yield. This is not to exclude the possibility that the recipient's

perception of a gift's cost may inuence her valuation of the gift.
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This last point should not be overstated as the results are not strongly signi�-

cant (p-values from the four \Value alone" and \Cost alone" regression coe�cients

range from .12 to .33). Nonetheless, they do suggest that welfare estimates may

increase when estimates of value and cost are temporally separated. Asking about

cost and value together may undermine value by changing the judgmental frame

of reference from a holistic assessment that includes non-material aspects to a

colder, more calculating, materially bound assessment. As footnote 10 suggests,

di�erent subject pools may be more or less susceptible to this e�ect.

With one exception, the order in which the lamp and the mask were presented

to subjects does not a�ect their value and cost estimates: lamp value estimates

appear sensitive to the order of presentation. The coe�cient of �22:58 on \Lamp

�rst" (p-value=.08) indicates that lamp value estimates increase when the lamp is

shown after the more expensive mask. Higher value estimates on the mask provide

an anchor or point of reference from which subsequent lamp value judgments are

made.

5 Discussion

Is gift giving a source of deadweight loss? Our results indicate that it depends

critically on how you ask the question and, to a lesser degree, on whom you ask.12

12Our results support List and Shogren's (1998) intuition that \sample selection may not

be the pivotal issue in this debate." They produce their own estimate of the welfare yield of

gifts using a random n-th price auction in which subjects indicate the prices at which they are

willing to sell individual gifts received for Christmas.
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That economists o�er lower cost estimates and therefore have a greater welfare

yield for gifts than psychologists contradicts S&H's claim. This �nding suggests

that an expensive gift given to signal wealth or intent may not be adequately

appreciated by an economist.

However, the paper's most signi�cant result is that the form of the value

question dramatically a�ects the apparent welfare yield of gifts. That subtle

changes in wording can drastically a�ect subject response has been established

in a vast array of domains, including individual choice problems and preference

reversals, experimental bargaining games, and the valuation of public goods using

contingent valuation survey methods. Particularly in written surveys, in which

written words are the only inputs available to respondents (as opposed to face-to-

face or telephone surveys in which visual or oral prompts may be used), wording

takes on a disproportionate importance.

\Equally happy" probably puts respondents in a more cheerful or optimistic

frame of mind compared to the cold, sterile term \indi�erent". Our experiments

support S&H's critique that \indi�erent" is a technical term natural to economists

but unfamiliar to non-economists. Among the 99 psychology students who re-

sponded to the indi�erence version of the value question, 10 raised their hands

to ask about the meaning of the word.

On the other hand, the fact that the possibly suggestive wording \equally

happy" prompted signi�cantly higher valuations calls attention to subjects' \ea-
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gerness" to include sentimental value. The word \happy" may prime or auto-

matically activate a set of positive emotions which are subsequently applied to

the gift value assessments. This priming of emotions occurs unbeknownst to the

respondent and in spite of explicit instructions to exclude emotions.13

Not only is the request that respondents exclude sentimental value imprac-

tical, it is also inappropriate in an institution such as gift giving in which reci-

procity and emotions are essential components of participants' evaluations. Such

sentiments should thus be incorporated in any overall welfare assessment of the

institution.14 Ru�e (1999) includes reciprocity and a limited number of emo-

tions (surprise, disappointment, pride and embarrassment) in a de�nition of wel-

fare used to evaluate the welfare properties of the equilibria in his psychological-

game-theoreticmodel of gift giving. Rabin (1993) makes the point more generally:

\Welfare economics should be concerned not only with the e�cient allocation of

material goods, but also with designing institutions such that people are happy

about the way they interact with others. For instance, if a person leaves an

exchange in which he was treated unkindly, then his unhappiness at being so

treated should be a consideration in evaluating the e�ciency of that exchange."

13See Bargh (1988) for a further discussion of the cognitive process underlying the unconscious

priming of emotions.
14A recent paper by Shogren and List (1998) takes a �rst step in this direction. In asking

subjects to divide their o�ers to sell gifts into material and sentimental value, their data reveals

that sentimental value may account for up to half of total value.
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6 Concluding Remarks

While this paper ostensibly concerns the welfare implications of gift giving, it

more directly addresses survey and experimental methodology. Two method-

ological points are in order. First, Smith (1994) lists seven reasons to conduct an

experiment. The experiments reported in this paper establish an eighth reason:

to evaluate the content and robustness of one or more �eld studies. Just as the

experimental laboratory can be used to discriminate between competing theories

(number one on Smith's list), the crucial elements of conicting �eld studies may

be brought under the control of the experimenter to determine what underlies

the results.

Second, our results suggest that individuals do not always carry around with

them readily accessible, pre-formulated valuations of objects. Instead these as-

sessments are often �rst formulated upon request and thereby sensitive to a num-

ber of methodological considerations including context, the precise wording of

respondents' instructions and the order and timing of events. This is particu-

larly true in environments in which considerations other than strategy, such as

emotions and fairness, may inuence behavior. Future e�orts into the welfare

implications of gift giving should therefore bear in mind these methodological

issues in designing their data collection methods. Other issues not closely ex-

amined herein include the type of gift given and the representativeness of the

respondents, particularly along the dimensions of culture and age. Finally, al-
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though hypothetical gifts may provide greater experimental control, one should

be aware of the possible di�erences between real and hypothetical gifts when

estimating the welfare yield of gifts.
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