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Abstract

The goal of this article is to identify and group consumer preference biases in purchase situations. We
suppose the contextual dysfunctions of the transitive preferences have: (1) physiological; (2)
psychological; and (3) environmental reasons. The primary axiom of the concerning marketing research
project is that underlying preferences related to product attributes are not valid under all
circumstances: the consumer preferences are context dependent. Furthermore, we suppose that
preference reversals unconditionally happen, which is eventually expressed in the post-purchase’s
unsatisfied feeling. Based on a proper explanation of biases, the frequency of preference inconsistencies
could be decreased. By applying improved selling techniques, which consider the imperfections of
human nature, shoppers would lack the negative post-purchase impressions.
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INTRODUCTION

Bettman (1979) attempted to undercover the influencing factors of inconsistencies in
consumer choice. However his summary covered the evaluative conflict, the
information search’s imperfections, the adaptation phase, the question of choice
complexity; none of the factors were explained it details. Bettman instead of
summarizing the ideas simply listed them; so his collection functions as a guide for
the scholars and practitioners what to bear in mind. Our research group observed the
issue from a mathematician’s, an IT technician’s, an ergonomist’s, a psychologist’s and
marketing scholars’ views. From the different optics, we expect a complex
understanding of the consumer preference biases. As a first stage, we narrowed our
focus directly to the consumer preferences related to the product attributes. We expect
our results to give a useful contribution to the measurement methodology of
consumer attribute preferences.
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A QUESTIONABLE AXIOM OF MARKETING

It must be admitted that Bettman’s article (1979) was inspiring, because its idea
violates a basic axiom of marketing. The theoretical principle says: the consumer
evaluates certain product attributes in different ways before purchase; which refers to
an existing preference system prior to the buying situation. Supposing a well-known
operating mechanism makes the consumer’s behaviour predictable. Notwithstanding
that, the stability of this preference system varies on individual level; depending on
the depth of the experiences, the intentions, the power of will, the willingness of the
purchase or the importance etc. Recent researches, for example Eliaz and Spiegler
(2006) focused on proving inter temporal inconsistencies in practice. However, they
worked with a very wide interpretation, their result was that some consumers
underestimated their future preference reversals: they thought they keep their value
ranking as the time goes by - according to the research: most of them did not manage.
The preference intransitivity caused by time shift can be understood by the changes
of the circumstances and can be explained by the effects on the consumer in the
meantime, but what happens, if we narrow our focus on a couple of minutes; exactly
onto the buying situation. Considering decision making about goods with different
complexities can the preferences change in a short time interval, too? If yes, why?

We remark if preference biases really happen, we have to calculate with them during
the primary research. However, the classical marketing tools designed for the
measurement of attribute preferences (e.g. conjoint analysis, self-explicated method
or other similar experiments) do not consider any inconsistencies.

DESCRIPTION OF TRADITIONAL EXPERIMENTAL DESIGNS USED IN
PREFERENCE RESEARCH

In this chapter first we compare two traditional methods (the self-explicated method
and the conjoint analysis) used in consumer preference measurement. We show a
third approach to the problem through an experimental research design developed
for the analysis of underlying consumer preferences. We marginally mention relative
new ways (logit models) to discover the buying preferences, which application is not
widespread yet.

Self-explicated method and conjoint analysis

A relevant difference between self-explicated and conjoint analyses lies on their
angles:

- In the case of self-explicated methodology the candidates are directly asked to
evaluate certain features and characteristics. Researchers calculate utility based
on these answers. A significant critic of the self-explicated method is that
consumers do not know or they are hardly able to define the relative
importance of an attribute (Hlédik, 2012). The experiment of Bond et al. (2008)
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proved that decision makers tend to leave out - according to their evaluation -
relevant viewpoints even if it is about an important decision;

- The original conjoint method helps measuring the relative importance of those
product attributes, which were taken into consideration in the decision process,
so as the utility that belongs to particular attribute levels (Malhotra & Simon,
2008). During the conjoint analysis respondents are not asked directly to
evaluate product portfolios. Researchers calculate utilities from particular
preferences. By understanding consumer preferences in the case of complex
products with lots of attributes the application of the traditional conjoint
analysis is adequate (Lakatos, 1999), at the same time it has some deficiencies:
it can handle a sample with maximum 9 attributes and the involved
characteristics assume homogeneous consumers (assuming that every
consumer use the same routine to define the preference order). The retractable
number of the attributes depends on the way researchers show the profiles.
Hair et al. (2010) emphasizes that while in the full profile method there are six
or less factors that can be involved in the case of the trade-off method this
number is between seven and ten.

Further non-compliance is that the respondents never have to consider for decision all
of the preferences at one time (Green & Srinivasan, 1990), which is true for the other
hybrids developed from these basic techniques. The revealed preference method
(similar to the conjoint analysis) has many versions. One of the most common is
developed by Green and Srinivasan (1990), which consists of two steps. In the first
step, the respondents assign the unacceptable level of characteristics to each attribute.
The rest of the attributes will be evaluated on a scale between 10 and 0, where 0 means
the less desirable and 10 the most desirable value. In the second step participants share
100 points among these attributes, depending on their importance. A part of utility is
based on the product of the importance weights and the desirability order of the
attribute levels. Netzer and Srinivasan (2011) converted the self-explicated to a so-
called adaptive self-explicated method, while Scholz et al. (2010) introduced a Paired
Comparison-based Preference Measurement (PCPM), which was developed from the
Analytic Hierarchy Process (AHP) aspect. In the adaptive self-explicated method
instead of ranking the attributes based on their importance, instead of dividing the
constant sum among the attributes, the requirement is to share the serial constant sum
out among pairs between two-two attributes.

Many different versions of the conjoint analysis have been developed through the
years. The popular ones are choice-based conjoint analysis and the adaptive or hybrid
conjoint analysis. The most well-known method is the adaptive conjoint analysis,
which is suitable for handling big samples with even 30 attributes. During the
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computer-assisted version, the respondent first evaluate the characteristics of each
attribute with the help of the self-explicated method. This technique is called adaptive,
because during the application the computer’s decisions depend on the current
answer (preferences) which characteristics should be compared. Netzer et al. (2008)
developed a web-based upgrade method combining the conjoint analysis with the
self-explicated method, which unites the advantages of both models and eliminate
their disadvantages.

Experimental research design

Veres et al. (2012) built a research design based on Stephenson’s Q-grid technique
(1953). This experimental design is a computer assisted method that runs in Microsoft
Excel. However, the research group heavily relied on the conclusions derived from
the literature review, so they tried to use a new approach, considering preference
biases in measurement. The essence of this attribute measurement is that it stops at
the first point, when the respondent gives an intransitive answer. The main inspiration
was given by Chen and Risen (2010). These researchers worked also with a multi-step
task. In their experiment they represented the different stages of preference building;:
rank or rate - choose - rank or rate again (Figure 1). In case the ranking of a certain
good improves, or declines - simply changes - in the circulation, these are examples
for cognitive dissonance reduction.

Stage One Two Three

Participants: Rank or Rate Choose Rank or Rate

FIG 1. THREE STEPS OF FREE CHOICE PARADIGM (Chen & Risen, 2010)

Veres et al. (2012) marked the introduction to the experiment as a critical part from the
aspect of the expected results. This experimental research design applies an indirect
technique similar to the conjoint analysis. The subjects were not aware of the
research’s theoretic focus: the intransitivity of preferences. Similar to the Multi
Attribute Utility Theory this research puts psychological value into the focus, which
is based on the subjective evaluation of the individual. This is why the participants are
allowed to think aloud; telling more about their evaluation concept. Based on their
"discussions" the researcher gains insights into the current decision-making process.

First, the respondents were informed about the scenario. The participants were given
enough time: they were not asked to decide fast or to share their first ideas - as it is
common in surveys. The narrator ensured the participants that there are no right
answers. In marketing researches we can expect new results from experiments, which
represent lifelike purchase situation: letting decision process work as it usually does.
Right before the pair-wise part the question was formed like which would you choose
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as a present for your beloved one? With this formulation on one hand the money’s
influence was reduced and on the other hand the participants were motivated to take
the best option. The experimental method includes the sorting based forced choice.
The Q methodology saves as much as possible from the subjectivity of the
participants. The Q method enables the selection and exclusion of the most and least
important values sorted on the extremities of the answer grid. Only the neutral values
(sorted in the middle of the grid) are transmitted to the next phase of experiment. The
application operates in the following order: after filling the Q-grid the program cuts
the columns with values of the positive and negative extremes (the so-called inherent
preferences as discussed at Simonson, 2008), and then generates a pair-based
comparison in random sequence using only the neutral features from the middle
column of the grid. The program calculates the maximum number of options and tests
the respondents until the first inconsistent answer appears. The participants can only
go through all the comparisons if their responses remain transitive all along.

Logit models

The choice experiments have another type of methodology, called Random Logit
Model (RLM). Many forms of the RLM also have been developed. The first logit
model, the conditional one was introduced by McFadden (1973). The logit models are
easy to deal with, however they have some strong limitations. One of the premises is
that the consumer preferences are homogeneous, meaning that they evaluate the same
attributes in a same way. It also supposes that the involved profiles are independent
from each other. This, basically, means that if one attribute changes in a certain profile
that involves a proportional change in the probable choice of other profiles. The logit
model considers only one good solution. During the data processing, one can explain
the non-significant parameters as they had were not important or a possible reason
can be a preference inconsistency: the different preferences among attribute levels can
neutralize the effects on one another (Train, 2003).

All above described methods however visibly or in a latent way suppose transitivity
of the attribute preferences and also neglect the moderating effects of the
environment.

POTENTIAL REASONS FOR BUYING PREFERENCE BIASES

Some discrepancies appear only during the measurement because of the model’s
reduced reality. Each influencing factor cannot be handled within one design. We
should bear in mind that some mistakes are common made due to the internal
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environment of the individual and external circumstances or due to the nature of
preference construction processing. In the line, one may note:

- Importance of the product attributes according to the buyers’ evaluation;
- Accuracy of the attribute preference weights;

- Stability of the attribute preference weights;

- Complexity of the product;

- Task (rating-ranking-choice);

- Closeness to lifelike circumstances;

- Decision making environment; and

- Memories and former experiences.

The logic of choice

Mérd (2007) believes in the similarity of people’s decision making structures,
explaining why they behave predictable (!). The contradiction is the following:
economists consider humans as rational decision makers, who follow rational patterns
in certain situations, so their behavior can be foreseen. There are signs which refer to
human irrationality rather than rationality. Goldstein and Hogarth (1997) have
already refined that our decision-making seems to be irrational, but it is descriptive in
a rational way, by understanding its specificities. In this sense we should think like
this: humans follow their irrational human nature: they follow irrational patterns, so
their decisions can be foreseen. Economists should calculate with the built-in biases.
Harman (1995) says one shall differentiate between theoretical and practical
rationality, so as psychological and logical functions have to be separated. In
marketing framework, rationality means stable consumer decisions which are
constructed in the situation and they are realized in actions. This context follows
Samuelson’s (1947) preference manifestation idea. The expressed preferences can be
observed in the situations of purchase. According to Kovacs (2009) to economize is to
choose. This softer aspect supposes only a foreseeability link to the theoretical
preferences (Richter, 1966).

On Kano's categories

The Kano et al. model (1984) assumes the existence of nonlinear and asymmetric
correlations between attribute-level performance of goods (products and services as
well) and their overall consumer evaluation. Practically it means that certain product
attributes have a primary impact on desire. The product features must be
differentiated as the followings: the threshold attributes are basic requirements; every
product variant has these characteristics. E.g.: thinking of the cell phone, it is sending
SMS. The wider range and higher quality of performance attributes the product has,
the more satisfied the consumer becomes. E.g.: the speed of the Internet. The
excitement attributes are not expected, it often makes consumers surprise. Following
the logic of development if the features from the excitement attributes do not churn,
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they mostly get to the performance attribute category. The threshold category is of a
binary nature so if this category extends that involves a birth of a new product. E.g.:
since we can surf on the Internet with our cell phones we call them smartphones.
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FIG 2. Kano model (Kano et. al. 1984)

Gap in the dyad

The technological development boundlessly increases product complexity causing
competence asymmetry in usage; because the technological knowledge diffuses
slowly among end-consumers (Veres, 2008). The gap especially can be experienced
between the laic consumers and the professional producers, i.e. in consumer goods’
market. The lack of required technological skills or information causes deficits: the
consumer cannot enjoy all the benefits which the product offers, because s/he does not
recognize them. The consumer is also unable to judge the real value of such products,
consequently competence asymmetry weakens the correct judgment of product
attributes meaning by the consumer. In this case the personal selling can support the
purchase.

Nondiscrete preference values

When the ‘very important” and the ‘not important” columns are cut from the Q-grid
only the neutral attributes left. They quasi fluctuate in a - sometime - wide interval,
consequently their preference level cannot be handled as an equally discrete value.
These neutral attributes are not stable, they are rather context-dependents as
compared to the inherent preferences, and their rank is defined on the scale through
the decision (not earlier!), which can be ad absurdum random (Veres et al, 2012).

Chen and Risen (2010) conducted research on such attributes, which stand close to
each other. In their research, however for the identification of these neutral attributes
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they applied another methodology. The position of the ‘not relevant’ attributes
compared to one another is not stable, which can be resulted in the change of the
preference order (Hlédik, 2012). The level of the preferences is unstable: the difference
between the level of two attributes and even its measures are not equal in each case:
there are overlaps or unequal distances, which enhance the change in the preference
order (i.e. turn of preferences).

The context always influences the preference stability (as discussed by Warren et al,
2011). Goldstein (1990) differentiated between global and local attributes. Slavic and
Lichtenstein (1971) supposed that the importance weights are judged on the intuition
so can it happen that under certain circumstances one attribute is clearly better than
another, while in a different case this might turn. These kinds of characteristics are
called local preferences: their value is context-dependent. In contrast the global
attributes are independent from the stimuli they represent a fix value in the preference
order. The rate of the global attributes is lower compared to the local ones. The weight
of the global attributes lies in the personality of the consumer, and their judgment is
likely to change if cognitive dissonance appears. In the case of local attributes, their
value appears on an aggregated level: they cause a complex change in the preference
pattern. Yet, the consumer is not aware of it. Observing the structure we can say that
the interval of global preferences is narrower then the interval of local preferences: in
case local preferences change their places - in this relative long interval - that makes
the probability of preference reversal higher.

Inconsistencies in rating

The transitivity assumption is only relevant if the elements of product pairs are
considered to be superior or inferior only by one product attribute (or more, but
harmonious and consistent to each other). As in the old example: suppose John prefers
(A), a Ferrari to (B), a Mercedes, in the dimension of superior elegance, and (B) to (C),
a Buick, in the same dimension, but C to A in a different dimension: durability. Of
course, such an empirical finding would be inconsistent with the above transitivity
axiom. (Since here A > B & B> C & C> A holds.). Nevertheless - because of the limited
mental capacity - smaller number of products and attributes to take into consideration
leads to a more conscious and reliable decision. Bettman et al. (1998) stress the
outcomes: uncertainty in the value of attributes increases in case of more complex
products. Hlédik (2012) conducted a longitudinal test-retest research about cell
phones among young adults, who were mentally and psychologically competent and
experienced that most of the respondents were inconsistent: most of the participants
were unable to assign the same weights to one cell phone attribute when the
experiment was repeated in two weeks time. They happened to be inconsistent
regarding important, not important and neutral characteristics.

112 JOURNAL OF APPLIED ECONOMICS AND BUSINESS, VOL.2, ISSUE 1 — MARCH, 2014, Pp. 105-119



™,
'*\( Journal of Applied Economics and Business
ARTICLE

Assuming that the consumer is not aware of his own preference structure, consumer
is unable to identify the importance, and besides this revealed preference order always
represents a status quo, which might be influenced by one of the shopper’s identities.
The strongest determining factors are the consumer’s profile and his/her actual
conditions.

Boundaries of brain capacity

According to Lehrer (2012) different parts of the brain are responsible for an emotional
and for rational decisions. He proves that in cases, when our emotions influence us,
we are excited, and there is not enough time left to measure the rational arguments.
There are also outside effects, which should be worked-up (just like during the
purchase). The Loewenstein and O’'Donoghue’s (2004) theory just strengthens that the
decision-making path has two parallel lanes: the rational and the emotional one. They
furthermore suggest that consumers are more capable to decide in a less considered
way if they perceive an emotional stimulus during the purchase - notwithstanding
that in such cases extra cognitive energy is required to take the rational way instead
of the emotional one. Neuromarketing based researches (Lindstrom, 2009) using FMRI
showed that different parts of the brain is activated during different decision paths;
meaning that different decision methods end up with different solutions. Our model
does not identify them, because both has a preference ranking, from the aspect of the
stated preferences it does not count which was an emotional, and which was a rational
linked criteria, respectively.

On a personal level the identity economics says that in our decisions the position of
our currently dominant selfes plays a determining role: human beings are conform to
their close environment; they want to unconsciously choose that behavior model
which fits the expectations of others (Kirdly, 2014). This principle might violate the
axiom of the individual utility maximization or the total self-expression. These
meaningful personal differences in the identities and the perception can lead to non-
homogenous consumer choices.

We have to consider that consumers spare the collected information on different
abstraction levels. First, the information goes to the short-term memory, where at one
time 4 bits can be contained until 30 seconds. The activation theory (Donohew, 1980)
says that the number of workable bits of information per minute depends on the
complexity. Second, the characteristic of the long-term memory is that the contained
information can be reached through a specific, associative way: the LTM has a web-
like structure: the information nodes can be linked to another if the consumer is able
to make the path between them. This mechanism refers to a very individual system.
The memory nodes do not represent the same importance, so via the activation the
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more important nodes appear more often. Bettman (1979) emphasized another issue
related to human memory: the reminiscences are not based on real stimulus - during
the recall the brain reconstructs the required information, based on memories. This
mechanism contains serious distortions by its nature. First, by the stimulus survey the
data should be handled in a way to be suitable for the reminiscence: even at the
beginning, one should be aware of how he wants to use it later in order to choose the
right form of storage. The recall method is deeper, so it requires bigger capacity than
the STM. The attribute preference order building requires appropriate and recallable
bits of information. The new original stimulus makes the process more complicated
by forming the original memories of the product. The process is complete, if the
consumer is able to link the new bit of information to the former node, practically to
put the new data to the right place. This method works vice versa: the existing and
available memories influence the categorization of the new experiences (Bettman,
1979) except the situation, when the brain creates a new node for the new stimulus.
This is called the assimilation-contrast theory (Monroe, 1971).

Other influencing factors

During the improvement of the system of preference biases there are several other
influencing factors which have not been explicated in details yet, like:

o Risk: the monetary, the performance and the subjective risks moderate the
perception of the buyers;

o Prior experience: Mangleburg et al. (1998) found the attitude of consumers
with prior experience is different: the personal experiences reduce the external
influencing effects, which potentially could cause preference inconsistencies;

o Transition utility (the concept was developed by Thaler, 2003): a high degree
of desire may reduce the appearance of external originated discrepancies. We
decided to narrow our focus on product attributes, we neglected the brand and
the effects in connection with the label: originally, there is a strong relationship
between actual self-identity and product image, which supports the preference
order construction (Birdwell, 1968; Belch, 1978). This differentiation cannot be
measured; we cannot estimate the importance of a certain brand in the model.
The shoppers with a little enthusiasm are not motivated to invest time and
energy in the decision making process, which is also true, or can be felt even
better during an experiment. These subjects with the low involvement
construct their preference system more holistic, by using simple criteria (Sirgy
& Johar, 1999);

o Location: it would be essential to conduct data survey in-store or on-line
purchase situation to reveal the differences in the appearing preference bias
types. The effect of other environmental circumstances (as explored by
environmental psychology) are not built in: (1) those impacts which meet the
consumer directly during the purchase. We did not separate these influencing
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factors so we did not consider visuals, trials, voice alerts or subliminal
messages, POS techniques, sensory branding etc. We did not count with the
shopkeepers appearance; (2) new bits of information for the consumer, which
also influence the current decision. Early studies revealed that those
consumers, who find knowledge important, they not only tend to expand their
information base, but used them consciously in processing utilitarian
attributes. Therefore, the “qualified consumers” during the evaluation do not
pay that much attention to the circumstances and the visible experiences, like
image - they are supported by their prior information;

o Culture: our research team supposes that cultural differences regarding this
area are insignificant: one culture is not less transitive than the other. The
technique of preference order construction is universal, determined by
evolutionary characteristics. Our goal is rather to identify specific consumer-
related behaviors in buying situation. We did not differentiate the attribute
representations of joint or community preferences. Community preferences are
about to keep in mind the interest of the society, or a certain segment of society,
instead of caring about the advantages for the individual. A community
preference could be a sustainable development, equality, transparency,
protection of environment;

o Perception: the perception happens through more senses and products are
reaching towards the consumer thought all the modalities of perception. Not
any experiment can involve all those attributes, which are percepted by
different senses; we only present the attributes in a written description. The
determining part of the evaluation consist of at least visible attributes or even
more, it may include multiple modalities;

o Time pressure: this issue should also be considered during both the purchase
and the experiment. We cannot identify - nor the decision maker himself -
which thinking structure, System (1) for thinking fast or System (2) for thinking
slow were used in the decision making process. The cognitive work for
evaluation in real life and also in the laboratory cannot be spared: the strict time
constraints result a different choice than under “normal” circumstances.

CONSEQUENCES AND FURTHER RESEARCH

This study was inspired by the unknown logic of the consumer decisions. This is why
based on the evaluation of the traditional methodology and the understanding of the
experimental design we intended to group the consumer preference biases; how and
when they appear and influence the buying behavior. The findings suggest extending
the analysis considering the following theoretical cornerstones:
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- However we have not dealt with the common preferences, we agree on that the
preference intransitivity might have an effect on an aggregated level, which
would explain macroeconomic processes in context of behavioral economics
(Koltay & Vincze, 2009). Developing large database conclusions can be drawn
about a certain segment, not only individuals, which could give an explanation
on certain economic or commercial trends; and

- Involving more psychology theories (from gestalt, cognitive and behavioral
schools), we could identify and differentiate between the preference
structuring method and stability.

The expected results rock the traditional framework of consumer behavior and selling
techniques, especially the Pareto principle in case of intransitive preferences where
the market is unable to establish the optimum. Considering preference intransitivity,
both scholars and practitioners should rethink the methodology of service quality
perception and measurement, so as product development strategies.
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