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Abstract:

Prominent analysts argue that the Russian reform process has gone badly because Russian
attitudes towards the market mechanism fundamentally differ from those in the West. Others
strenuously dispute this. We combine surveys and a double auction experiment to investigate
Russian beliefs about how markets work. Beliefs about the likelihood that economic theory
would predict outcomeswere elicited before (‘ ex ante’) and after (‘ ex post’) the double auction.
Women, graduates of general secondary schools, children of Orthodox parents and children of
entrepreneurs are more skeptical ex ante. Having observed the trading results women, children
of Orthodox parents and children of entrepreneurs become less skeptical. Graduates of general
secondary schools remain relatively skeptical ex post. Measures of political orientation are
weakly associated with beliefs, and sociodemographic characteristics, such as occupation,
income and parents’ education, have no detectable effect on beliefs about the predictive value
of economic theory.

Pesrome:

HexoToprble Benyliye aHaIUTUKY YTBEPXKIAIOT, YTO Heyaauu B mporecce pedopm B Poccuu
00YCIIOBJIEHBI OTIMYHBIM OT 3aIIaJHOI0, 110 NX MHEHUIO, OTHOIIIEHNUEM POCCHSTH K PhIHOYHBIM
MexaHu3MaM. Psij1 sKcriepToB 9TO MHEHHUE XKECTKO ociapruBaeT. B HallleM HCClIeOBAHUH IS
U3y4YeHUs YOEXKIEHUN POCCHUSH O paboTe PHIHOYHOIO MEXaHM3Ma MCIOJIb30BaHbl METOJIBI
HKCIIEPUMEHTAIBHON HYKOHOMUKM (METOJ IBOMHOIO ayKIIMOHA) U COLMOJIOTUH (aHKETHBIN
ompoc). MHEHHS O TOYHOCTH HpPeACcKa3aHUN YKOHOMUYECKON TEOPUH COOUPATINUCH KaK 0
(ampmopH), Tak W nocle (arocTepHOpH) IBOMHOTO aykKimoHa. 2KeHIIWHBI, BBIITYCKHUKH
00111e00pa30BaTEIbHBIX IIIKOJI, IETH HIEHTU(GUIIMPYIOIINX ce0s1 KaK IPAaBOCIAaBHBIX, a TAKIKE
IeTHU IpeaIIpHHIMAaTEIeN 0Ka3aIuCch HanboJliee alpruopy CKeNTHYHBIMH. ITociie mpoBeneHMs
HKCIIEPUMEHTA U CPABHEHUS PE3YJILTATOB C IIPEICKa3aHHBIMU, BCE BBI-IIIEYIIOMSHYThIE IPYIIIIbI
(KpOMe BBIITYCKHHKOB OOBIYHBIX IITKOJI) CTAJIN MeHEe CKENTUYHBIMHU. [|Be MepbI ITIOJIUTHYECKOM
OpPUEHTAIINH CIIa00 KOPPEIUPYIOT ¢ YOEIKIEHUSIMH, a COIMO-IeMorpacdhunuecKue xapakTep-
HUCTUKH, TAKHE KaK PO eCCHs, TOX0, 1 00pa30BaHUe POJHUTEIEN, HE IIPOSBIISIOT BIUSHUS Ha
yOesKIeHUS O MPeacKa3aTelIbHON CIIOCOOHOCTH DKOHOMHUYECKON TEOPHH.

Abstrakt:

Renomovani analytici argumentovali tim, Zeruskareformaneprobéhladobie, protoZzerusky
postoj k trznimu mechanizmu se fundamentané lisi od toho zépadniho. Ostatni tento nézor
silné odmitgji. My kombinujeme prizkumy s akademickym experimentem dvoji aukce,
abychom vySetiili rusky nézor na to, jak trzni mechanismus funguje. Nazory na to jak
ekonomickateorie predpovidavysedky byly zjistovany pred (ex ante) a po (ex post) dvoji
aukci. Zeny, vysokoskol &ci ¢i stiedoskol &ci, déti ortodoxnich rodi¢t adéti podnikatel jsou
ex ante vice skepticti. Déti ortodoxnich rodica adéti podnikateld jsou méné skepticti poté
covidijak volily Zeny. Vysokoskol &ci astredoskol &ci ztistavai presto stalerelativné ex post
skepticti. Dve rizna métitka politické orientace, s kterymi pracujeme, jsou jen slabé spjata
s osobnimi presvédcenimi a socio-demokratickymi charakteristikami jako jsou povolani,
prijem a vzdélani rodicti a nemaji urcitelny efekt na nézory o prediktivni hodnoté
ekonomickeé teorie.



|. Introduction

Market-oriented policy is hard to sustain unless citizens believe market outcomes are
efficient and market processesare morethan random fluctuations. Citizenswho doubt that markets
areefficient or that market outcomesfollow predictionsof economictheory areunlikely towelcome
reforms based on standard economic theory. Marshall Goldman argues that Russians, because of
along history with authoritarian and communitarian institutions, are not “economic men,” and
treating them as such could only lead to poorly designed economic policy (Goldman 2000).
Goldman traces the shaky performance of Russian privatization and economic reformin large part
to a historic mistrust among Russians of market institutions. By contrast, Shiller, Boycko and
Korobov (1991, 1992) claim“ Soviet and American respondentswerebasically similarinsomevery
important dimensions” including “their understanding of the working of markets.” For example,
90% of Russians and 86% of New Y orkers surveyed agreed that “ people work better if their pay
is directly tied to the quantity and quality of their work.” Other surveysin the early transition
period found attitudes towards markets werelargely unformed: 40% of subjects asked to complete
the sentence “ A market economy would produce . . . ” had no answer (Kosmarskii 1991).

Thispaper addressesacritical component of thisdebate: whether Russiansbelieve markets
work as economists say they work, or for reasons of culture, history or communist legacy, doubt
that the market mechanism functions according to economic theory. We use a classroom market
experiment and a set of survey instrumentsto investigate attitudes of Russian students towards the
market mechanism. Y oung Russians expressed their views about a specific market institution, the
double auction (DA), rather than some hypothetical situation. The double-auction is a simple
version of trading rules used by “open-outcry” trading pits such as the Chicago Mercantile
Exchange (Holt, 1999). We use the DA because it resembles some real markets and because its
properties are well understood (Kagel 1995). Unlike usual survey research, we can not only
measure attitudes, but also how attitudes change once subjects see the DA experiment.

This project extends a similar project of Austin and Wilcox (2004) which analyzed US
collegestudents' attitudestowardsthemarket. The USproject found that political ideology, gender
and family background affected the extent to which students believed that economic theory would
predict the outcome of a double auction experiment. Instruments and the experimental protocol

were adapted for aRussian environment. A few technical improvementswere added aswell. Still,



the set-up and the content of the survey instrumentsin both projectsremained substantially similar.
Whilethese projectscannot provide exact cross-cultural comparisons, they can say something about
whether political ideology, gender and family background have similar effects on Russian and
American students.

The experimental protocol issimple. After abrief introduction asociodemographic survey
isdistributed. Therulesof the DA arethen explained to students and a“ nho-money” practice round
isplayed. Onestudent receivesaseal ed envel ope with predictionsdrawn from supply and demand
theory. A second survey is distributed, asking students to assess the likelihood that the results of
the DA’s last round in terms of price, quantity and total trading profits will conform to the
predictionsgenerated by asupply and demand model, aslisted inthe sealed envelope. The DA ends
after four rounds of trading, and then the experimenter opens the envelope, and comparesthethree
supply and demand predictions to the trading results of the final round. Students then assess the
likelihood that the supply and demand model would predict DA resultsin an hypothetical future
session.

Because students were asked about a specific market institution, questions can focus on
positive issues such as market efficiency and whether the market mechanism can “find” the
equilibrium price. Thisdifferentiates this study from the mass of Russian survey research which
focuses on normative issues such as attitudes towards fairness and inequality. Of course, eliciting
views on positive matters would be difficult to frame in atraditional survey research approach.

Thisexperiment elicits subjects’ beliefs about economic theory’ s predictive value and how
those expectations are revised in the face of experimental evidence. This protocol asks students
directly whether they believe standard economic theory actually describesthe outcome of aspecific,
simplified market structure.  This provides a cleaner measure of attitudes towards market
mechanisms than anonymous telephone surveys with questions about hypothetical situations,
because subjects are asked precise questions about how a specific market mechanism works, in
which they have participated or have observed. Our approach measures to what extent subjects
believemarkets“work.” Whether these studentsbelieve, asdo economists, that supply and demand
describes real behavior and how students update their views having seen market data will be an
important indicator of how markets are perceived in Russia, and to what extent young people are
receptive to evidence on the positive workings of the economy.

We then analyze the determinants of subjects beliefs about the predictive power of
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economic theory using the sociodemographic and attitudinal data collected, which provide uswith
arich set of controls. Our survey instrumentsincludeitemsrelating to political and social attitudes
which are used to develop two scales measuring political orientation. We also develop scales to
control for possibly confounds, which will be described below.

The degree to which people believe markets “work,” regardless of their fairness
characteristics or how people view corporations or businesspeople, iscrucial to creating conditions
for sustainable economic reforms. The basic argument for any economic reform is that allowing
market forces to play awider role (or correcting market failures) generate gains, which could be
used to compensate losers or at least to generate arising standard of living on average. If average
citizens doubt that markets are efficient, then economic reform becomes a hard sell. 1n severa
transition countries, such as Poland and Bulgaria, communist or post-communist parties won
elections after voters percelved that the gains of economic transformation were not fairly
distributed. Inthisway and in other ways as well, the sustainability of economic reform depends

on views of fairness and on how voters think markets work.

Il. Research on Russian Political and Economic Attitudes

The young Russians who participated in our experiments and surveys have lived through
atumultuous period. Inthelast two decades unprecedented political, economic and social changes
have altered every aspect of Russian life, though as in any society, old institutions, habits and
attitudes exert an important, if lesseasily observed, influence. A largeresearch literature based on
small and large-scale surveys developed, driven by a belief that these values and attitudes would
determine the success of the reforms of Russian political and economic life, and in particular the
creation of a democratic society and market economy. Understanding the values that could
underpin or undermine democracy and market economy in Russiabecamethe central focusof many
Russian and Western socia scientists.® Initially, Russian scholars focused their attention on the

most obvious and fundamental poles of opinion and identity.? Researchers including Kliamkin

! For example, thisissue is perennial at the prominent annual interdisciplinary symposium "Whither
Goes Russia?’ first organized by Tatyana Zaslavskayain 1993.

puplic opinion polling in the USSR began on a limited scale under Khrushchev, but was suppressed
under Brezhnev (Wikipedia 2005a). Public opinion research resumed with the introduction of Gorbachev’s
Glasnost policy. The All-Union Center for the Study of Public Opinion (VTsIOM/BIIMOM) was created in
December 1987 and soon pioneered the use of surveys using representative national samples. Thisinstitution

5



(2003), Kapustin and Kliamkin (1994), Lapkin and Pantin (1994) and Lapin (1998) among others
analyzed attitudes towards democracy vs. authoritarianism, the private market vs. non-market
intervention by the state, and national vs. international or Soviet identities. Sociologiststhenturned
their attention to studying variants of construction of democratic power preferred by the citizens,
and the place that democratic val uestogether with attitudes towards markets occupy in the citizens
hierarchy of values. Many authors consider the West as a set of images and values; research
guestions are often formulated in terms of attitudes towards Western values, understood as market
and democratic values (Lapkin and Pantin 1998, Diligenskiy 2000).

Over time, one-shot studies have been transformed into regular monitoring and tracking of
values(Lapin2003). At the sametime someresearchersand research centershave moved to studies
of setsof ideasrelated to conceptssuch as‘ reform,” ‘ property rights,” ‘ Liberal values,” ‘Labor’ etc.?
In the late 1980s and early 1990s Western researchers conducted many surveys using national
samples to probe attitudes towards democracy and market reforms (Brym 1996, Duch 1993). By
the mid-90s methodol ogical discussionstook place which tried to analyze why "the findings of this
body of research have been mixed, and often contradictory, and show littleconsistency” (Alexander
1997). In particular, Alexander claimed " problems arise where post-Soviet conceptualizations do
not coincide with Western conceptualizations of the researcher.” Finifter (1996) describes the

difficulties of conducting survey research on attitudesin Russia

"This duality between normative and practical concerns suggests yet another rea
terminological and measurement problem, for it means that expressed attitudes
are highly dependent not only on the political and economic context of each
survey and the specific questions that are asked but, in particular, on whether
these questions refer to ideals or attitudes connected more closely to evaluation
of daily life conditions.”

was renamed first as the All-Russia Center for the Study of Public Opinion and then as the Levada Center. In
1988 Russia opened up to public-opinion surveys and Western and Russian scholars began to measure Russians
views on market reforms. Since then Russia devel oped a strong survey research program, which continues to
monitor public opinion and socia attitudes (Zdravomyslov 2000, 2001, Diligenskiy 1996, 2000, 2001, Lapin
2003). For example, VTsIOM had conducted more than a thousand surveys with over two million respondents
by 2003 (Kostyukov 2003).

3 See FOM reports at http://bd.fom.ru/report/map/projects/lang/173 12911/pa0001,
http://bd.fom.ru/report/map/projects/lang/184 12879/pal009, and
http://bd.fom.ru/report/map/projects/lang/201 12843/pa0018.
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Differing ideas about the proper size and role of government form an important axis of
political discussion. Fromthelatter part of the perestroika erathrough the early post-Soviet period
(1988-1994) many studies focused on government social guarantees (Duch 1993). Most Russians
supported moves toward a market economy, but no obvious consensus on whether “market
economy” meant something along Scandinavian lines or something with a smaller government
sector.

In Russia much discussion has focused on the dominance of a“party of power,” which has
overshadowed differencesin substantive political opinions. Even so, differencesin political views
may still beimportant. We find evidence, presented below, that differencesin political views can
be measured, and investigate whether these differences affect how Russians view the market
mechanism.

Comparing behavior between citizens of market economies and former centrally-planned
economies using experimental methodsisan active areaof research. Theweaknessof civil society
in post-communi st countries, compared with long-standi ng democraci es, hasmotivated much of this
work. Developing trust among strangersis said to lower contracting costs and to promote social
cooperation. Healthy societies exhibit high levels of trust and social cooperation, despite the
prediction of gametheory that cooperation in one-shot prisoners’ dilemmaor ultimatum gameswill
not occur. Of course, game theory predicts that cooperative behavior can occur in richer strategic
environments. Researchershaveinvestigated how different subject pools react to modifications of
simple one-shot games such as the prisoners’ dilemma and ultimatum games that can lead to
cooperative outcomes. For example, Ockenfels and Weimann (1999) find east Germans act more
selfishly than west Germans in public goods and solidarity game experiments. Roth et al. (1991)
conduct two-person bargaining and multiperson marketsin Jerusalem, Ljubljana, Pittsburgh, and
Tokyo. Whilemarketsconvergedto equilibriumin all venues, substantial differencesinbargaining
outcomes were observed. Botelho, Harrison, Hirsch and Rutstrom (2005) analyze data from the
Roth et a. project and two other ultimatum game projects conducted in Slovakia and Indonesia.
In addition, they present datafrom their own experimentsin Moscow and South Carolina, and find
some differences across national and demographic groups. Hermann (2005) finds German and
Dutch subjects react much differently than subjects in Russia or Byelorus in public goods games
with costly punishment.

The present study has a different motivation and a different research design. We focus on
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beliefs about how markets work and how those beliefs change. Subjects were not placed in
situationsin which social conditioning and rational self-interest provide conflicting cues, but were
asked to trade in or observe a stylized market. Our focus is not whether subjects are altruistic or
trusting or rationally self-interested, but whether subjectsbelievethe central mechanism of amarket
economy works as economists say it works, and whether seeing asimple market institution at work

affects subjects’ beliefs. The protocol for our experiment is now described in detail.

[I1. Construction of the Survey Instrument and Pre-tests

Thissection describesthe devel opment of survey instrumentsand the experimental protocol.
Creating valid measures using survey itemsstructured asto appear asnatural as possibleto Russian
subjects for family standards of living and political orientation and trust in authority comprised a
major part of thework of thisproject. We also describe how the experimental protocol was adapted
to the Russian university classroom.

The experimental design involves three surveys and a classroom experiment. The first
survey contains standard sociodemographic items and items designed to measure political
orientation, trust in authority and tendenciestowards “ socially desirable responding.” The second
and third surveys elicit subjects views about the predictive power of economic theory asapplied to
a double auction. These surveys are similar to those developed for the US study, though these
forms evolved over time in response to experience, comments of colleagues and through

incorporating current psychometric practices.

[11. A. Ekaterinburg Pretest

A short Russian-language version of our sociodemographic survey was distributed to four
classesin 2002 at Ural State University in Ekaterinburg and 228 responses were collected. This
survey included questions on age, gender, race, primary language, university major, family size,
father’ sand mother’ s profession, two income proxies (description and value of car and place of last
summer’s vacation) and 19 questions taken and translated from the Capitalist Values Scale.
Responses were double-entered to prevent errors. We ran a basic analysis of the pretest results,
which were used to select or modify several questions. We added about a dozen new questions
developed to address specifically Russian attitudes which may affect subjects’ degree of belief in

the predictive power of economic theory.



Other survey research and sociological analysis suggest that Russians view fairness
differently than Westerners, and that most Russians believe the government’ s proper role should
beextensiverather than minimal. We added three questions asking whether the government should
provide health care, education and employment. The vast majority of subjects agreed or strongly
agreed that government should providethese services, leaving little useful statistical variation. We
also added aquestion about where profits come from and made editorial changesin other questions.

Wemade several technical changesinthesurvey instrument. First, wechanged theresponse
scaleto a6-point Likert scale. Many scale design experts prefer aresponse scale without amiddle
aternative and thusrecommend 4-point or 6-point Likert scales. We aso followed standard survey
design practice by rearranging the order of the questionsto place “easier” questions higher in the

guestionnaire with “harder” questions later.

I11. B. Second Pretest in Novosibirsk and Other Pretest Activity

We ran a second pretest in September 2004 using a short version of the instrument with
students from the New Siberian University (NSU) in Novosibirsk to investigate the performance
of new questions, totry out someminor differencesin presentation, and to provideinformationfrom
awider geographic range of respondents. We collected 98 useful responses. After analyzing these
responses we made minor changes to the instruments.

Colleagues in Tomsk, Slaviansk-na-Kubani (Krasnodar) and Ekaterinburg gathered data
fromasimilar short form. These responses, along with the NSU dataand the first instrument data
from the experimental sessions, were used to calibrate scales for political orientation, trust in
authority and socially desirable responding.

In August 2002 we ran two experimental sessions in which subjects could choose either a
Russian-language or an English-language instrument. Two more sessions, one with English-
speaking studentsin July 2004 and one with Russian-speaking students in September 2004, were

run to ensure the smooth operation of the protocol.

V. Survey Instrumentsand Scaling
IV.A. Thelnitial Survey
Theinitial survey isattached asan A ppendix and descriptivestatisticsare presentedin Table

1. We incorporate changes made in this instrument following the second pretest. We follow the
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strategy of the US version of the experiment and emphasi ze collection of information that subjects
probably know well. In the construction of these items we followed accepted practices where
precedents existed inthe Russian or American survey literature. Where precedentswerelackingwe
relied on extensive pretesting.

We aso took care to gather data on factors that subjects knew well but were beyond their
control. For example, parents occupation and religion are beyond the control of subjects and so
are exogenous, to the extent that students' recall is accurate. Subjects employment status and
religion may be influenced by the same attitudes we seek to measure. Including responses which
reflect these choices would introduce endogeneity bias, which would bias parameter estimates

downwards. Such variables are therefore excluded from these regressions.

IV.B. Sociodemographic Data

Table 1 summarizes basic sociodemographic data for subjects and their parents for the
survey datagathered from Novosibirsk, Tomsk, Slaviansk-na-K ubani and experimental sessionsin
Novosibirsk and St. Petersburg. Table 2 summarizes data gathered from subjects in experimental

sessions. Details on how these items were constructed follow below.

. Subjects’ Education

Subjects were asked about their secondary education, with options ‘ general public
school,” ‘ public school with some specialization,” ‘ special language school,’” ‘lyceum,’
‘gymnasium’ and ‘other.” Entry into special language schools, lyceums and gymnasiais often
highly competitive. Many of these schools now charge tuition and pay higher teacher salaries.
General public schools are often perceived to have become weaker since the breakup of the
Soviet Union, though there is considerable local variation. Attended Gen. Secondary School
reflects differences resulting from the secondary school selection process, such as student ability
and diligence and parental income or involvement. Also, genera public schools may provide a

different menu of courses which could affect subject responses.

. Parents Education
Subjectswere asked about their parents’ educational level. The optionsand their coding (in
parentheses) were * higher education (7),” ‘ didn’t finish higher education (6),” *technical education
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(Technikum) (5)," ‘vocational school (ITTY) (4),” ‘ completed secondary education (3)’ and ‘didn’t
finish secondary education (2)" and ‘ Other (0).’* Educational standards vary within Russia, so we
al so asked subjects to name the specific education institution, so graduates of elite institutions can
beidentified. Nearly 65% of subjects have a parent who completed a course of higher education,
and 6% entered but did not finish. About 24% of subjects had a parent who attended a technikum,
which offer instruction above the level of avocational school but below thelevel of an university.®
The variable Some Higher Education is one for students who have at least one parent who either
finished or did not finish higher education, meaning a university or institute. The variable

Technical indicates that at least one parent attended a technikum.

. Parents Occupation

The survey included the open-ended questions “What does your mother do?’ and “What
does your father do?” An assistant coded responses into International Labor Organization
categories. In pretests this approach worked better than having students choose occupational
categories themselves. The 2000 Russian census used International Standard Classification of
Occupations (1SCO-88) which has ten basic categories:®

100: Legidators, senior official and managers 600: Skilled agricultural and fishery workers
200: Professionals 700: Craft and related trades workers

300: Technicians and associate professionals 800: Plant and machine operators and assemblers
400: Clerks 900: Elementary occupations

500: Service workers and shop and market sales workers 000: Armed forces.

We created two variables that measure the *best’ parental occupation. Sr. Official indicates the
parent with the best occupation belongsto the category ‘ Legislators, senior official and managers
and Professional indicates the parent with the best occupation status belongs to the category

‘Professionals.” Nearly 70% of subjectshad aparent in oneof thesetwo categories. By comparison

* In Russian the choices were ‘Briciiree, ‘ HeokonuenHoe Boiciiee,’ ‘ Texuukym, ‘IITY,
‘Cpennee,’ ‘HeokoHnueHnHoe cpemdee’ and ‘IIpyroe.’

® Gerhart (2001, ch. 12) describes the Russian educational system in detail.

8 Details for these codes are available on the Goskomstat official website at
http://www.gmcgks.ru/new page 79.htm.
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the Russian Longitudinal Monitoring Survey found in 2003 that 6% of thosein their forties were
‘Legidators, senior official and managers and 14% belonged tothe* Professionals’ category.” Thus

subjects from high occupational status families are overrepresented.

. Standard of Living

A question about car ownership and place of last vacation is also included as a proxy for
income or wealth: previous experience suggests that students’ estimates of family income are
unreliable. In previous research in the US car ownership appears a more useful measure than
reported family income. Aninformal survey of Russian students suggested vacations differentiate
Russians, so differencesin the type of vacation provide useful information about differencesin the
standard of living. Almost al Russian respondents were willing to provide specific data on last
vacation and car ownership.

The car and vacation questions were in the first pretest, and data analysis provides weak
evidence that the car and car value questions have some, possibly weak, association with political
orientation. The car question was modified by providing alist of the most common car makesin
Russia and space for subjectsto list specific models. Thisinformation was then used to estimate
amarket value of the car using car market internet sites. Car values were checked using websites

such as <www.avtorinok.ru>. Wherever possible, prices were taken for the average of cars with

similar age and make in the Moscow area. Where subjects did not give amodel, the most popular
model was chosen. Where subjects did not give a year, a year from 1995-2000 was chosen.
Presumably subjects are more likely to recall the year of a car less than five years old, and cars
before 1995 are less common.

The vacation question usesamutually exclusive set categories of the most popular vacation
destinations. Categories are ‘Home,” ‘Backpacking,” ‘Visiting relatives in Russia,” ‘Visiting
relatives elsewhere,” ‘on the Black Sea,” ‘Turkey,” ‘Central Europe,” ‘Western Europe,” ‘Asia,’
‘America and‘ Other destinations.” Another item asks about means of transport, with categories:
Plane, Train, Bus, Auto, Ship, Other, None.

The vacation categories were grouped to form an ordinal variable ‘Best Vacation.’

’Own cal culations from 2003 Russian Longitudinal Monitoring Survey data. The coding of
small firm owners as managers may also contribute to the apparent overrepresentation of high status
occupations.

12



Vacation types were ordered as O for ‘None,” 1 for ‘Home,” 2 for ‘Backpacking’ or ‘Visiting
relativesin Russia’ or elsewhere, 3for the Black Sea, 4 for Turkey and 5 for America, Asiaor other
destinations. The “best” vacation of either parent was then chosen.

We a'so included a self-assessment of the household’ s economic situation. Thisitem was
taken from existing Russian sociological surveys. Subjects were asked to choose one of the

following statements:

We barely make ends meet; there isn’t enough money for daily necessities.
Mbi1 e1Ba cCBOIYM KOHIIBI C KOHIIAMH; IEHET HE XBATAET JaXKe Ha MPOAYKTHI.

There is enough money for daily necessities, but buying clothesis difficult.
Ha nponykThl IeHer XBaTaeT, HO ITOKYIKa OJE3KAbl BbI3bIBAET CEPhE3HbIE 3aTPYIHEHUSL.

There is enough money for daily necessities and clothes, but buying durable goods is difficult.
Iener xBaTaeT Ha NPOAYKTHI M OJIEKy, HO ITIOKYIIKA BeIlleH JAJIUTEIbHOI0 OJIb30BaHUS IJIS
HaC 3aTPpYIHUTEIbHA.

We can buy durable goods without difficulty, but we can’t afford really expensive goods.
MpgI MoxkeM 6€3 Tpyma IpHOOpEeTaTh BEIIX AIUTEILHOI0 II0JIH30BAHMS, HO HE NEHCTBUTEILHO
IIOPOrve BEIIU.

We can buy really expensive goods: apartments, dachas, SUVs, etc.
MbI MOXKEM II03BOIUTEL ce0e TOCTATOYHO TOPOTHE IIOKYIIKH - KBAPTHUPY, Iady, TOPOTYIO
MalluvHy 1 T.I.

None of the subjects chose the “We barely make ends meet” option. The HH Economic
Report=2 variable indicates subjects who choose the second statement, and HH Economic

Report=3 indicates subjects who choose the third statement.

. Entrepreneurship and Political Participation

We ask questions on whether each parent is self-employed or owns a firm, belongs to a
political party, or isafollower of somepolitical leader. Thevariables>1 Parent OwnsFirm, >1
Par ent Self-Employed and >1 Par ent Party M ember werecreated fromtheseresponses. Political
scientists often use similar measures of political involvement to measure support for democratic
values, and economistsoften stresstheimportance of entrepreneurial valuesin promoting economic

devel opment.
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. Religious | dentification

The US version of this project the initial survey includes a question on each parent’s
religion. Thisvariable had astatistically significant effect in several regressionsinthe USversion.
Separate questions are included for each parent. The categories used are:

Orthodox, * Other Christian confession,” Judaism, Islam, Buddhism, ‘ Other religion,” Atheist and
‘Haven't thought much about this’” In the data analysis these are used to construct *>1 parent is
Orthodox’ and ‘>1 parent is religious but not Orthodox’ variables.

Identifying oneself or one's parents as Orthodox probably is weakly related to active
religious practice. The Russian Interior Ministry estimated 120,000 worshipers attended Easter
services in Orthodox churches in Moscow in 1997 which is about 1% of the city’s population
(Elliott 1997). Since then the Orthodox church has made significant gains, but from a very low
base, so the number of active churchgoers remains a small proportion of the population. Two

religiousresearchers, Kaariéinen and Furman (2002), discussing resultsof a1999 survey, concluded

50% of nonbelievers called themselves Orthodox and 42% of atheists did the
same. That 82% of Russians consider themselves Orthodox certainly isagreat
achievement, but it is clear that such “ideological” Orthodoxy has only avery
indirect relation to religious faith.

Thus Orthodox self-identification is a complicated construct, loosely tethered to actual religious

practice.

IV.C. Scale Construction

Inthe US study political orientation had astatistically significant effect of both ex-post and
ex-ante beliefs about economic theory’s predictive value. To test whether similar effects exist for
aRussian sample we constructed ascale of political orientation adapted to Russia. Factor analysis
resultssuggested two subscal eswere needed to represent political orientation. Thisisnot surprising
given theless settled nature of Russian political opinion. We also constructed two scalesto control

for possible confounding factors.
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IV.C.1. Political Orientation Scale

Understanding popul ar support for democratic attitudeswas especially important during the
early days of post-Soviet period. Some early empirical studies found that many Russians were
baffled by concepts such as "democracy,” "market economy” and "liberal values’ (Diligentsky
2001). However, Gibson (1995, 2001) argued in a series of papers that Russian political attitudes
form a coherent set of views. Gibson and coauthors measured attitudes toward democratic
institutions and processes in five separate sub-dimensions: the relative value of social order and
individual liberty; support for afree and pluralistic media; support for competitive electionsand a
multi-party system; support for dissent; and rights consciousness. He then used factor analysisto
create asingle index of support for democratic institutions from these five subscales.

As Russian democracy matures the question arises whether Russian political attitudes are
beginning to resembl ethe structure of political attitudesin established democracies. In most highly
developed countries political policies and candidates sort themselves out on a “left” and “right”
spectrum. In particular, views towards markets play a central role in distinguishing political
positions. Political orientation of respondents is important for this study because a correlation
between political orientation and beliefs about markets was found in our US study. Political
orientation is meant here to describe a set of views on the priorities and proper responsibilities of
government, about the importance of fairness and redistribution, and about the relationship of
important social groups, such asworkers and managers.® Political orientation, measured on a“|eft-
right” or “liberal-conservative’ scale is standard among political surveysin the US. The spatial
political analysis literature finds that a high percentage of voting choices of American legislators
can be explained by a one or two-dimensional model (Poole and Rosenthal 1997). Despite the
diversity of interestsand issuesthereis strong evidencethat American politicstakesplacein alow-
dimensional space.

Whether political orientation has the same effect on beliefs in Russia as in the US is one

8 ‘political ideology’ is sometimes used in a North American context to describe differences
among Right and Left. In other contexts ‘ideology’ is taken to mean some political and cultural
blueprint for a certain social order” (Wikipedia 2005b). Aswe are lessinterested in attitudes towards
‘Marxism,” ‘Fascism,’” ‘ Corporatism’ or other systems of beliefs described as ‘ideologies’ thanin
attitudes that are relevant to making smaller-scale changesin the direction and priorities of
government, we use the more neutral term “political orientation.” In particular, ‘ideology’ has a
charged connotation in post-Soviet Russia which we wish to avoid.
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research question addressed here. However, the categories of “left” vs. “right” or “liberal” vs.
“conservative’ do not map easily into the Russian context. The Russian party system is unstable:
parties often appear and die, leaving voters without parties that have along track record. Many
parties appear more influenced by personalities or regional interests rather than by ideology or
political principles. The system defies traditional Western labels: one cannot simply ask a
respondent, "Are you conservative or liberal, right wing or left wing?' ‘Left’ and ‘right’ are all
mixed up. ‘Pro-market’ or ‘pro-authority’ forces make conflicting claims over the meaning of the

term ‘right-wing’ as Irina Khakamada, a prominent pro-reform politician, noted:

If we call clan-based, state capitalism, which is being formed in Russia, with
added religiosity, orthodoxy, alittle bit of market and idea of alarge strong state,
a'right wing', then it is clear that conservatives (right) are Putin and United
Russia ... Historically, thisterm - 'right' - gets away from us. Authority takesit -
and let it take it.?

Titkov (2004) provides analytic support for thisargument with a study of participation and
voting for parliamentary elections from 1993 to 2003. He examines voting data broken down by
major partiesand protest votesusing factor analysis. Factor analyseswere conducted for elections
separately, but the two most important factors, explaining up to 50% of the result, were essentially
thesamefor all elections. Thusthe performanceof all partiescould belocated in atwo-dimensional
gpace with very little loss of information, where one dimension represents a "reformist -
conservative' axis and the other dimension representsa”conformist - protest” axis. For example,
the pro-market and pro-democracy Union of Right Forces (SPS) and Y abloko (=Apple) arelocated
at opposite ends of the "reformist - conservative" axisfrom the conservative, anti-reform agrarians
and communists. However, this dimension is much less salient than the "conformist - protest"
dimension, with the 'the party of power' on one side and protest parties such as Zhirinovsky’s
Liberal Democratic Party of Russia (LDPR) party on the other.

Parties had poorly defined identitiesin thefirst elections after the dissolution of the USSR.
Given the novelty of political changes, continuation of reforms became the only issue of any

salience. "Russian votersdo not seeliberals, conservatives, Social Democrats, Christian Democrats,

°K hakamada was a former co-leader of the Union of Right-Wing Forces (SPS), the most
consistently pro-reform party in the 2003 parliamentary elections. United Russia, the party Putin
endorsed, positioned itself as a centrist force at these elections.
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or even Communistswhen entering the polling booth. Rather they see two choices—supportersand
opponentsof reform” (McFaul 1996: 94). In subsequent el ectionsthe situation changed. According
to Titkov's results, the "reformism -conservatism" factor explained less than 20% of the variance
in voting results in 1999 and 2003, while "conformism-protest” explained about 36%. Titkov
predicts an increased significance of the "conformism - protest” dimension and a decreased
significance of the "reformism - conservatism” dimension. Titkov also arguesthe current political
landscape of Russian parties resembles that of Western Europe, though others strongly disagree
(Wilson 2005).

We developed a measure of political orientation from a set of 18 items, mostly taken and
trandlated from the “ Capitalist Values Scale” and the General Social Survey along with afew new
questions specifically designed to capture Russian political attitudes. Three items ask whether
government should provide health care, education and employment respectively, wereincluded on
theinstrument. The vast majority of respondentsindicated that the government should provide all
of these services, creating a top-coding issue which limited the usefulness of these responses.

Factor analysisindicated that ten items comprise the first two principa components. The
component with thelargest eigenvalueincludesitemsreflecting less sympathy for workersthan for
managers, and a weaker concern for fairness and poverty prevention. We call this the “ Scrooge
Index” after the Dickens protagonist who exemplified an extreme case of such views. The
component with the second largest eigenvalueweinterpret asa“ Pro-Business’ index. Descriptive
statistics and factor loadings are presented in Table 3. Calculations of Cronbach’s alphafor each
scale and their combination are presented in Table 4. The values for Cronbach’s alpha suggest a
reasonabl e degree of coherence among theitems comprising thesetwo scales. Using itemsselected
by thisfactor analysis, asimilar factor analysis was then run on the 2003 Ekaterinburg pretest data
where some of thoseitemswere part of the pretest survey instrument. Theresultsweresimilar, thus

providing at least some confirmation of the reliability of the index.

IV.C.2. Scalesused to control for possible confounds

Our analysis depends on the assumption that subjects report their true beliefs about the
likelihood of the predictions of economictheory being realized. However, subjects’ responses may
be influenced by two possible confounding factors, trust in authority and socially desirable

responding. Scales were constructed for political orientation, trust in authority, economic well-
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being of the family, and socially desirable responding. First, factor analyses were run on each set
of items to find a subset of items which load on a common dimension. These items were then
combined using an optimal scaling technigue. Where possible, these results were compared to

factor analysis and scaling results taken from the Ekaterinburg pretest.

. Trust in Authority

If some students are more willing to believe supply and demand theory can predict market
outcomes in large part because this theory has been presented by teachers and professors, who are
authority figures, and if other students are less trusting of authority are more skeptical of the
predictive power of economictheory, andif trust in authority iscorrelated with political orientation
(or some sociodemographic variable), then our results could show a spurious correlation between
political orientation and belief in economic theory. To avoid this confound we create an
independent measure of trust in authority.™

The ‘trust in authority’ items refer to concrete situations familiar to Russian as well as
American students, and so the tranglations were straightforward. In the final instrument we used

four items, presented with their trans ations below:

People should pay special attention to the opinions of their parents, grandparents and other older adults.
JTromm mOIKHEI 06paIaTh oco6oe BHUMaHMEe Ha MHEHHE CBOUX POJUTENIeH, HA MHEHUE
IenyIIek ¥ 0a0yIIeK U IPYIUX 00JIe€ B3POCIBIX JTIOIEH.

Medical doctors and scientists have lots of useful knowledge that goes well beyond what people learn from
their own experiences.

Menvku v yYeHbIe BIaACIOT 3HAHUSIMHA, HAMHOTO OOJIBITUMH YEM TO, YTO JIOAN MOTYT
Y3HATh U3 CBOETO COOCTBEHHOT'O OIIBITA.

Most “ authorities’ are just people with some credentials like a degree or a license, and that doesn’t mean
that they know anything special.

MHorne YYE€HBIC IIPOCTO JIIOJH, KOTOPbIEC UMECIOT YUYCHYIO CTCIICHD, 9TO HE O3HAYA€T, YTO OHU
3HAIOT YTO-TO OCOOEHHOE.

Palitical scientists, sociologists and psychologists don't know any more about real human behavior than
what everyone knows from common sense.

ITonmuTonorN, CONMOIOTU U NCUXOJIOTH 3HAIOT O PEATbHOM YEJI0BEYECKOM ITOBEACHUM HE
OOJIBIIIE TOTO, YTO 3HAET KaXKIBIN, HCXOM 13 3IpaBOro CMEICIA.

1°The concept of “trust in authority” has nothing to do with Adorno concept of “authoritarian
personality,” asacursory examination of itemsto construct his‘F-scale’ indicates.
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Factor analysis indicated that the first two and second two items load on different dimensions,
suggesting that trust of parents and medical doctors is different than trust of social scientists.

Therefore the index of trust in authority is constructed using the last two questions.

. Socially Desirable Responding

Social psychologists havelong known that some survey subjects provide responsesthat are
meant to “please” the investigator, so responses do not reflect the true views of subjects. In other
words, subjects may substitute “socially desirable” answers for those that would reflect their own
viewsand attitudes. Paulhus (1991) developed ascalereflecting “ Socially Desirable Responding”
(SDR), which in the survey literature is also known as a “Lie Scale.” This scale is scored by
adding up strong denials to common anti-social behaviors. Ten SDR itemswere included. Three

typical items and their trandlations are:

| sometimestell liesif | have to.
Hrorna g ropopro HeIpagay, eCaH A JOJIKEH 5TO JeJIATh.

| never cover up my mistakes.
A HHKOITa He IOKPBIBAIO CBOH OIITHOKH.

I have said something bad about a friend behind his or her back.
A roBopu.t Iiroxoe 3a CHHHOH MOHX JpV3eH.

We adjusted Paulus' s scoring method for his 7-point Likert scale to our 6-point Likert scale. The
strongest denial was scored as one point, the next strongest denial as half apoint. Pointswerethen

added up for all SDR itemsto create what will be called the Lie Scale.

IV.D. Testing Content Validity for the Scales

One check of content validity, that is, whether scales reflect actually real differencesin
social attitudes, is to find the correlation of those measures with other variables which are
commonly considered to be correlated with socia attitudes. Thereforethetwo political orientation
scalesand thetrust in authority scalewere regressed onincome proxies, parents' characteristicsand
subject characteristics to provide some evidence on the content validity of these measures. First,

the scaleswere regressed on an inclusive list of independent variables. Two information-theoretic
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criteria, the Akaike Information Criterion (Al C) and the Schwarz Bayesian Criterion (SBC), were
used to select areduced set of independent variables. In al three cases the two criteria select the
same set of regressors. Table5 showsresultsfor thefull set of regressorsand Table 6 showsresults
for the reduced set.

In the full regression for the Scrooge Index coefficients for female gender, yearsin higher
education, work experience and parental membership in a political party are al significantly
negative and support for continued economic reforms and parental ownership of a firm have
significant negative coefficient estimates. Inthereduced-set regression al of those variableswere
selected, withsimilar results. Inaddition, having an Orthodox parent isestimated to haveanegative
albeit insignificant effect on the Scrooge Index. Thus these indices correlate with other variables
which are reasonably connected with attitudes towards fairness and redistribution. The Scrooge
scale is constructed from items which indicate opposition to egalitarian, pro-worker and anti-
corporateattitudes. Evidencefromtheseregressionsshowsthat subjectswith morehighly educated

parents and who are female are less likely to hold these types of attitudes.

IV.E. Ex-Ante and Ex-Post Surveys
The ex-ante and ex-post surveys ask subjects how likely (* mackorsxo Beposrmo) isit that
predictions of economic theory will match the outcomein thelast round of the double auction. The
exact statement of each prediction of economic theory was imbedded in the question to avoid any
ambiguity. This double auction design induces ‘ stair-step’ market demand and supply curves, so
the prediction of quantity and total profitsisexact, but possible competitiveequilibrium pricesform
an interval of 30 units. In particular, the instructions stressed that this was not a test nor an
examination. Theinstructionsfor the “apriori” instructions and the price question are below.
Certuac MbI COOMpPAEMCSI IIPOBECTH DKCIIEPUMEHT, KOTOPBIHN IIO3BOIUT HAM YBUIETh, MOXKET JIX
TEOpUS «KOHKYPEHTHOTO pPBIHKa» (MIIM TEOPUS «COpoca W IPEIJIOKEHUS») IpeacKa3aTh
CPEIHIOIO I€CHY TOPIOB, 06mee KOJIMYECTBO ITPOJAHHBIX 1 KYIINICHHBIX CITUHUWII 1 061111/16 JOXOObI
YYaCTHUKOB TOPrOB, IPOXOIAIIUX 110 IpaBXJIaM IBOMHOIO ayKiioHa (double auction), KOTOpbIe
MBI 00CyXKIaian paHbiie. Yepes HEKOTOPOE BpeMs TOOPOBOIBILI M3 BAIllEX I'PYIIILI OYIYT
TOProBaTh II0 STHUM IIpaBHJIaM B TCUYCHHUEC HECKOJBKHX PAYHIOB. CJIGILYIOHII/IG TpH BOIIpOCa
KacaroTcst Bammx oxupmaHud o mocienHeM payHue stou Toprosiu. D9TO HE TECT U HE
DK3AMEH! Ham untepecno 31ath BAIIIE MHEHME o0 KauecTBe IPOrHO30B TEOPHUH CIIpOca
u npeminoxxenns. Iloxkalryrmcra, OTBEThTE HCKpEeHHE, KaK BEI mymaerTe.
1) Kaxk Bl CUHNTACTE, HACKOJIBKO BEPOATHO, YTO IIPEIACKAa3aHUEe TECOPUU CIIPOCA U IIPENJIOKECHU A

(MHTEpBAJI, B KOTOPOM OYIET M3MEHITCS CpemHss IeHa, OymeT paBeH 30 pyOIIsiM) OKasKeTCs
BEPHBIM B IIOCIIETHEM PayHIE TOPTOBIIM?
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__100%

__ ¢ OOIIBIIION BEPOSITHOCTHIO

__BEPOATHO

__MallOBEPOSTHO

__OYEeHb MAJOBEPOSITHO

_ 0%
We are about to do an experiment to seeif the “ competitive market” (or “supply and demand” theory) predicts
theaveragetrading price, thetotal number of units bought and sold, and the combined earnings of traderswhen
trading takes place under the double auction rules we have discussed. Shortly, the volunteers from this class
will actually trade for several trading periods under these rules. Please answer the following three questions
about what you expect in the final trading period that these volunteers will trade in today. Please be as honest
asyou can. THISISNOT A TEST! We areinterested in what Y OU EXPECT of the predictive performance
of the competitive market theory. Please give forthright answers of what you think.

1) How likely do you consider that the prediction of the theory of supply and demand will predict, within an
interval of thirty rubles, the average trading price in the last trading round of trading?

__100%

___ Very Likely

__ Likely

___Unlikely

___ Very Unlikely

_ 0%
The ex post or “aposteriori” survey question was posed in a parallel manner and asked how likely
isit that economic theory’ s predictions would match outcomes in the last round of a hypothetical
experiment conducted in the near future.

Many experimentalistsadvocatethe use of proper scoring rules, monetary rewardsfor better
predictions and cardinal measures of probability beliefs. This approach has some demonstrated
advantages, such as reducing overconfidence in judgements and better calibration (Wright and
Aboul-Ezz 1989).

Onthe other hand, phrasing belief elicitationsusing verbal descriptions of “likelihood” has
important advantages. Personal judgements of the form of likelihood can form the basisfor awell-
specified theory of choice under uncertainty (Kreps 1988, Ch. 8). A largeliteraturein psychology
has explored how people use verbal expressions of likelihood (Mosteller and Y ountz 1990). Ofir
and Reddy (1996) found seven-point verbal probability scales based on the terms “likely” or
“probable” to be as reliable as the subjective probability scale in which subjects named a number
between zero and one hundred. Witteman and Renooij (2003) found that respondents give more
accurateanswersto drawing-balls-from-an-urn type questionswhen using aninstrument with verbal

labels combined with numerical “anchors,” such as the 0% and 100% alternatives in our belief

elicitation guestion, than with instruments with only verbal or numerical options. Furthermore,
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mathematically unsophisticated subjects have an easier time with instruments that combine verbal
and numerical labels. In our own experience subjects are quick to grasp the meaning of questions
framed in terms of likelihood and respond in reasonable ways to such questions. Both ordinal
gualitative responses and incentivized proper scoring rule approaches have minor advantages and
disadvantages, though authorities who have investigated the matter conclude that for many
applications neither approach is obvioudy better (Wallsten, Budescu and Zwick 1993).

A second issue concerns use of monetary incentives, which we useto reward traders but not
in belief elicitation. Buyersor sellersin the double auction can earn or lose money according to
their actions. However, subjectswho indicate that economic predictionsare morelikely receive no
reward if those predictions are correct. In our research design providing monetary incentives for
accurate “ex-post” prediction on the fina survey would mean abandoning subject anonymity.
Socially desirableresponding isknown to be more of aproblemwhen subject anonymity islesswell
guarded. Moreover, tracking down large numbers of students to make small payments would be
alogistical nightmare. Evenif it werefeasible to reward students for more accurate predictionsin
the ex ante questionnaire, the ex ante elicitation would then have been different from the ex post
elicitation because subjectsmay view rewardstoday and rewardstomorrow differently, thusmaking
comparisons between ex ante and ex post elicitations difficult.

Finally, someresearch suggeststhat i ncentivized numerical belief judgmentsalter cognitive
processesinwaysthat lead to artefactua results (Erev, Bornstein and Wallsten 1993; Croson 2000;
Nelson 2003; Rutstréom and Wilcox 2003). We see no compelling reason to use either numerical
and/or incentivized belief elicitation proceduresin this context because most people prefer verbal
expressions of likelihood, because they do so in an ordinally consistent way without incentives,
because econometric methods can analyze ordinal data, and finally, because tasks couched interms
of likelihood are easily and quickly explained to subjects.

Thefinal question asked whether therul esof the doubl e auction wereclear by thelast round.
Sixty four percent indicated they were “clear” and 18% indicated they were “sufficiently clear.”

Only 2% indicated the rules were “unclear” to them in the final round.

V. Experimental Sessions
In October 2004 we ran two experimental sessions at the New Siberian University (NSU)

in Novosibirsk, two sessions at the Novosibirsk Institute of Railroad Technology (NIZT), and six
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sessions at the University of Culture and Arts (UCA) in St. Petersburg. NIZT is a state-funded
engineering ingtitute. NSU and UCA are new post-Soviet private institutions which are largely
supported by tuition fees. We collected 169 valid responses. Some subjects did not answer all
items, reducing the usable sample size, though 143 subjects answered all questions.

We ran sessions in regular 90-minute classes according to a detailed step-by-step written
protocol. The instructor introduced the experimenters, and then asked students to fill in the first
guestionnaire with sociodemographic and attitudinal items. Rules of the double auction, in which
traders on both sides of the market can propose prices, were then explained using a PowerPoint
presentation. A brief overview of supply and demand theory wasgiven to classeswith studentswho
had not had previous economics courses. A sealed envelope containing predictions for average
contract price, quantity and total trading profitsderived from supply and demand analysiswasthen
given to one student.

Twelve student volunteers were solicited to play as six buyers and six sellers. In each
trading round buyers could buy one unit and sellers could sell one unit. Each buyer had a distinct
value and each seller had adistinct cost. Buyersor sellers, when recognized by the experimenter,
could propose prices (‘hids’ and ‘asks’) which were written on a blackboard or could accept a
previously proposed price and thus ‘sign’ a contract. Once two parties made a contract they no
longer participated until the next trading round, and any price proposal sthey had made were erased.
Proposed prices were governed by a‘bid improvement rule’ so buyers had to offer ahigher price
than any existing valid bid, and seller had to offer alower price than any existing valid ask. If a
buyer and seller thus agreed on a price, the buyer earned a profit equal to his value minus the
contract price and the seller earned a profit equal to the contract price minus her cost.

A “no-money” practice round was run at a slow pace, taking six minutes. Students were

encouraged to ask questions during the practice round. After the practice round experimenters

1 Tatyana K osyaeva was the lead experimenter for sessions at NSU and NIZT and Zoya
Proshkova was the |ead experimenter for sessionsin St. Petersburg. Andrew Austin was present for
thefirst session at NIZT, both sessions at NSU and the first two sessionsat UCA. A joint training
session was impossible because of the distance between the two sites and the travel arrangements.
However, Austin explained the protocol to both experimenters and was present at the first three
sessions that each experimenter presented. The St. Petersburg dummy variable, which controls for
experimenter and location effects, has small and statistically insignificant coefficientsin all
regressions. Another dummy was added for NSU sessions in unreported regressions as a further
location control, leaving NIZT sessions as the omitted category. Both the NSU and St. Petersburg
dummies had statistically insignificant estimates, which were aso jointly insignificant.
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checked all trading forms to ensure they werefilled in correctly. Students were then asked to fill
in asecond instrument which asked ‘how likely’ wasit, in their opinion, that supply and demand
theory would predict the outcomes of the last round of trading. Fiveroundswerethenruninwhich
traders could earn money. Buyer values and seller costs were randomly reallocated after the third
round.

After thelast round the experimenter asked the student holding the sealed envelopeto read
out thepredictions. Theexperimenter then compared the predictionsto theresultsof thelast trading
round, pointing out which predictions were fulfilled and which were not. Thethird survey, which
asked about how well economic theory would predict outcomesin ahypothetical future experiment,
was then distributed and collected. Buyersor sellerswere then paid. Other subjects were paid 50
rubles for participation and for handing in completed forms. A Big Mac at aRussian McDonald's
cost slightly lessthan fifty rublesin 2004. Maximum total payoffsto traders was 600 rubles (total

possible profits per round 480 points x 5 rounds x 1:4 conversion between points and rubles).

V1. Data Analysis

Thedataanalysisstartswith an analysisof how subjectsreact to observing prediction errors.
Themultivariateanalysi suses scalesmeasuring political orientation, trust inauthority and economic
well-being. Scaleconstructionand checksfor content validity aredescribed below. Thenresponses
measuring belief in economic theory’s predictive power are regressed on these scales,

sociodemographic and other variables.

VI.A. Analysisof Elicited Beliefs

Thethreeitemsin the second (ex-ante) survey, in which subjectsindicatetheir beliefsabout
predictions of price, quantity and total trading profits are linked in economic theory and in the
mechanics of the market. For example, an error in the quantity prediction necessarily implies an
error in the total profits prediction. To the extent that subjects understand this, their responsesto
the three items will vary together. On the other hand, the price prediction is stated in terms of an
interval of possible equilibrium priceswhilethe quantity and total profitspredictionsare of specific
magnitudes, which might lead subjects to treat the likelihood of these predictions differently.
Therefore afirst question is whether there are statistically detectable differences among different

ex ante belief measures. Table 7 presents results of tests of the hypothesis that each of the three
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pairs of ex ante and ex post belief measures are zero. In all three cases no statistically significant
difference can be detected using parametric and non-parametric tests, suggesting that subjects do
not treat these predictions in different ways. Cronbach’s alphais .58 for the three ex ante items,
implying that subjects do not treat these measures in a simple lockstep manner either. Similarly,
none of the three ex-post belief measureswere significantly different in pairwise comparison using
t-tests and nonparametric tests. Cronbach’s alphais .77 for three ex post items indicating they
comprise a more cohesive set of measures than the set of ex ante belief measures.

In our previous US study which used asimilar elicitation subjects responded differently to
the price prediction, but no significant difference was seen between the quantity and total profits
prediction. Thus US subjects made a statistically noticeable distinction among the predictions,

whereas the Russian subjects did not.

V1.B. Evidence and Observed Errors

Many economists usethe doubl e auction to change minds of non-economistsabout thevalue
of economic theory and its applicability. These experimental sessions were no exception. The
differencein ex post and ex ante predictions was highly significant, showing that having observed
the doubl e auction makes people less skeptical of economic predictions.

Whilethedoubleauctionisarobust market mechanismthat usually converges, occasionally
it does not. In such cases subjects will observe prediction errors. Subjects in seven sessions saw
no errors (N=131). One session had one error (N=9), another had two (N=14) and one session had
three errors (N=15).* Students who saw price, quantity or total surplus resultsin the final round
of thedoubleauction that differed from the predictionsderived from supply and demand theory may
reasonably be expected to be more skeptical that supply and demand theory would predict future
outcomes compared to students who saw no prediction errors. Thefirst column of Table 8 shows
thedifferencesfor all subjectsand the second showsdifferenceswhen subjectswho saw threeerrors
are excluded. In both cases the average response moves beliefs towards greater confidence in the
predictions of economics, although the size of the effect is bigger when subjects saw no errors or
saw one or two errors.

Chart 1 shows cumulative distributions for ex-post expectations for subjects who saw no

12 Errors occurred due to an experimenter error.

25



errors, those who saw one or two errors and those who saw three. The cumulative distribution for
those who saw no errors overlaps with the that for one or two errors overlap, but the cumulative
distribution for those who saw three errors is shifted far to the right. Subjects do not appear to
“punish” economic theory too much for afew errors, but do when economic theory failsto predict
any of the items. Because of the size of this effect, observations from the session in which three

errors were observed were dropped from the multivariate analysis.

VI.C. Multivariate Analysis of Changesin Attitudes

This section describes analysis of scales created from the ex ante and ex post belief
measures, which are regressed on sociodemographic items and the “trust in authority,” Pro-
Business, Scrooge and Lie scales. These scaleswere created using principal components analysis
in SPSS, which Meulman (1998) describes. As evidence presented in Table 7 shows, the
hypotheses that the three individual ex anteitemsand that the threeindividual ex anteitems do not
differ cannot be rejected at the 10% level, we presume that both ex ante and ex post belief scales
are unidimensional.

Using a scale to combine belief measures has several advantages. First, the ordinal
properties of the original measures are respected. This approach imposes no cardinal assumptions
about the “size” of the steps of the Likert scale on the same item nor does it assume the “size” of
the steps is equal for different items. For example, the difference between “strongly agree” and
“agree”’ is not constrained to equal the difference between “strongly disagree” and “disagree” on
the same item, nor isit constrained to equal the difference between “strongly agree” and “agree”
on another item. Second, combining information for three belief measuresincreasesreliability for
the same reason that a battery of aptitude questions provides amore reliable measure than asingle
guestion. Third, these scale measures can be used as independent variables in the classical linear
model, rather than an ordered probit or logit, because they estimate a latent variable with a
continuous distribution on the real line.

Table9 presents OL Sregression resultsfor three specificationsfor the ex ante scaleand for
the ex post scale. Table 10 presents results of regressions of the ex post scale on the ex ante scale
in addition to regressors used in Table 9. Coefficients are reported in terms of standard effects,
computed by dividing the change in the index function, expressed in units of its own standard

deviation, due to a change in one sample standard deviation of the relevant regressor. Thus these
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coefficients are based on data normalized in a standardized, or z-score form, increasing
comparability of estimates of the effects of different independent variables.

The first specification uses a full list of exogenous regressors: variables measuring work
experience and attitudes towards economic reform are excluded because they are potentially
endogenous. Only a minority of estimated coefficients is statistically significant. Measures or
proxies of income, occupation and education are often highly correlated, making estimates of the
marginal effectsof any onevariableimprecise. Because estimatesfor occupation and education are
not statistically significant for either ex ante or ex post regressions, they are dropped in the second
specification to estimate the effects of the income proxies more precisely. Even still, theincome
proxies (HH Econ Self Report and Best Auto) have insignificant effects and are jointly
insignificant according to conventional criteria. Furthermore, the set of statistically significant
coefficientsis exactly the samein the first two specifications.

Regressors for the third specification were chosen using the Akaike information criterion
(AIC), awidely used model selection tool based oninformation theory. Another common selection
criterion, the Schwartz Bayesian Criterion (SBC) was also computed, but results are not reported
because they are very similar. The SBC selected a similar set of regressors, except that SBC did
not choose “>1 Parent a Party Member” in the ex ante regression and did not choose the Pro-
Business Index in the ex post regression. Amemiya (1980) discusses the relative merits of these
criteria.

Empirical resultsfor thethree specificationsaresimilar. Women areinitially more skeptical
of economic theory than men. After observing the double auction and comparing the last round
results to the predictions of supply and demand, femal e subjects become slightly less skeptical of
economic predictions, albeit not to astatistically significant degree. Subjectswho attended general
secondary schools start out more skeptically and appear to become relatively more skeptical after
seeing the double auction. Thiseffect issignificant for al six specifications. Subjectswith at |east
one parent who owns a firm aso start out with relatively more skepticism about economic
predictions, but appear less skeptical according to the ex post scale. The statistical significance of
this effect hoversaround the 10% confidencelevel. Theincome proxies, such asthe market value
of the best family car and the economic self-report have small estimated effects which are never
significant, either singly or jointly.

Parent’s beliefs, manifested via religious identification or party membership, also play a
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role. Subjects with an Orthodox parent indicate a statisticaly significant degree of greater
skepticism on the ex ante measure, and a statistically nonsignificant degree of lessened skepticism
on the ex post measures. Caution is in order for the interpretation of this coefficient. First, a
substantial overlap existsamong subjectswith an Orthodox parent and thoseidentifying themselves
asRussian. Out of 169 subjects, 124 are Russian and have at |east one Orthodox parent. Second,
having an Orthodox parent may proxy for differences among subjects that were not measured.
Third, the omitted category, those who did not have an Orthodox parent, isvery mixed, comprising
those with Buddhist, Muslim or atheist parents. Nonetheless, we find this an interesting result and
worthy of further investigation.

Subjects with a party member parent are more skeptical, though this effect is statistically
insignificant. However, the parent Orthodox and party membership coefficients are jointly
significant in two of the ex ante specifications. Furthermore, the AIC chose the parent party
membership variable in both ex ante and ex post regressions. In the ex post regressions, parent
party membership has a small, consistently negative and statistically insignificant effect.

The indexes created from multiple questions showed no significant effects. The AIC
selected the Scrooge Index for the ex ante regression and the Pro-Business index for the ex post
regression. The negative coefficients, indicating less skepticism towards economic predictions,
seem reasonabl e given the content of these indices. The size of the effect is roughly half to two-
thirds the size of other statistically significant effects, but is so imprecisely measured that the
coefficients are not statistically significant.

The regressions presented in Table 10 can be interpreted as an analysis of which variables
are associated with subjects “ surprise,” in that it gives a conditional expectation of ex post beliefs
given ex ante beliefs and other controls. To use a Bayesian metaphor, these regressions show
subjects “update” their beliefs about economic theory’s predictive ability having observed the

evidence in the form of the comparison of economic predictions and results of the double auction.

The ex ante scal€’ s positive and strongly significant coefficient implies subjects who start
more skeptically, controlling for other factors, end up more skeptically. Furthermore, the ex ante
scale contains information about individual-specific differences, such as potentialy different

standards of likelihood. Thusit isunsurprising that these regressions explain a higher proportion
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of variance than those without the ex ante scale.*®

The other resultsfor other regressorsare somewhat predictable, given that theseregressions
could be expressed asthe difference of the ex ante and ex post regressionsdiscussed above. Female
gender associated with reduced skepticism while those who attended a general state secondary
school become relatively more skeptical. Those with more years in higher education are more
skeptical. Put differently, subjects who are newer to higher education revise their beliefs to a
greater degree. Studentsintheir first years seem moreimpressionablewhile studentsin later years
are more resistant to evidence.

Subjects with a parent who owns afirm become significantly less skeptical, although none
of theincome proxies are significant. Apparently an entrepreneurial presence in the household is
more influential than higher incomes via entrepreneurial success or other means. Those with an
Orthodox parent also becomesignificantly lessskeptical. Finally, the AlIC criterion selectsthe Pro-
Business index, which is associated with reduced skepticism, although this effect does not reach

statistical significance.

VII. Discussion

Several analysts, historians and commentators have expressed doubt that Russians will
accept market institutions or adopt market-oriented attitudes. This project provides a partial test
of this claim, in that we measure subjects’ beliefs about how markets work and how those beliefs
changeinresponseto evidence. If Russiansview market processesin fundamentally different ways
than do Westerners, thiswould presumably affect Russian subjects’ survey responsesto questions
about how they believe markets work.

Botelho, Harrison, Hirsch and Rutstrom (2005) caution that analyzing nationality effects
without adequate demographic controls may lead to misleading results due to interactions between
national differences and individual characteristics. Therefore for their Moscow-South Carolina
comparison they collected data on sex, race/ethnicity, age, educational level and income. The
present study collected all of these measures or proxies for them, plus several others described

above. Moreover, thisstudy collects significantly more detailed demographic data than any of the

3 The t-statistic associated with ex-ante beliefs, which contains the same information as an F-
statistic for the hypothesis that both specifications explain the same proportion of variance, is
significant at the 1% level.
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studies discussed in the Botelho et al. survey.

In broad terms, the reactions of subjectsin Russian and American universitiesweresimilar.
As Table 8 demonstrates, the average subject becomes more willing by a substantial degree to
believe that markets work according to the predictions of supply and demand, just as American
subjects did. Women were more skeptical ex ante in both U.S. and Russian sessions, and gender
differences disappeared in the ex post beliefs in both studies. Russian and American responses
differed in other ways discussed below.

Perhapsthe best available indicator of “Russian-ness’ isidentifying aparent as Orthodox.
While four-fifths of the sample say at least one parent is Orthodox, the Russian Orthodox church
estimates about two-fifths of Russians are Orthodox. Other researchers, as noted above, find that
self-identification as Orthodox does not usualy imply active religious practice. The same
presumably appliesfor those who identify aparent as Orthodox. Also, subjectswho do not identify
either parent as Orthodox are adiverse lot, and include afew subjects with Buddhist parents, some
with Muslim parents and some with atheist parents or parents with unknown beliefs. Nonetheless,
subjects who identify a parent as Orthodox and those who do not have statistically detectable
differences in beliefs about markets. A more precise understanding of what an Orthodox family
background means and how children who identify their background as Orthodox differ from others
requires further investigation.

Children of Orthodox parents express greater skepticism about economic theory in the ex
ante survey, supporting the “Russians are different” view and contradicting the “ Russians are just
like Westerners’ view. However, once subjects see evidence of economic theory’s predictive
ability, subjects with an Orthodox parent become significantly less skeptical. If growing up inan
Orthodox household meansastronger identification with traditional Russian culture, then* Russian-
ness’ islinked with astronger ex post belief that markets work as economists say they work. This
result supportsthe” Russians arejust like Westerners’ view, at |east after seeing external evidence
of how markets work, and contradicts the “Russians are different” view. The difficulty in
reconciling both ex ante and ex post results with either view may stem from two sources.

First, when analysts speak of “the market” or “market forces’ they may have in mind
something more encompassing than the specific and simple example of a market institution used
in these experiments. Views towards “the market” resemble the contents of a bulging suitcase

packed with views towards fairness and redistribution, attitudes towardsrisk, how legal structures
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defining the bounds of permissible economic behavior are administered, the personalities and
histories of economic leaders as well as the positive issue of how markets actually work. Our
approach and results, which focus just on the positive issue, suggest any differences in attitudes
towards markets between Russians and westerners probably stem from divergent views of issues
associated with markets, but not from divergent views about how the market works. Maintaining
the”Russiansarejust likeWesterners’ or “ Russiansarethe same” view would require evidencethat
Russian view issues connected to the functioning of the market mechanism differently, because the
results show Russian attitudes on this core issue are inconsistent with both views.

Second, subjects may doubt that the mechanisms that lead an experimental market to
converge to acompetitive equilibrium resembl e the mechanisms that govern real economies. The
greater ex ante skepticism of subjectswith entrepreneurial parents provideslimited support for this
view. Studentswith closer vantage points to real world economic behavior, in the form of family
businesses, start with greater skepticism about economictheories. However, these studentsbecome
less skeptical once they observe the double auction. Thusthe classroom experiment changed their
views about the market mechanism, whether or not it changed their views of the real world or the
probability that imperfections, distortions or manipulations prevent real markets from reaching
competitive market outcomes.

The strength of the change in beliefs for subjects with Orthodox or entrepreneurial parents
isinteresting for other reasons. A subject faced with anew and unfamiliar task or mechanism might
employ existing belief structures, such as religion, political orientation and values passed on by
parents, to form some view or estimate. A Bayesian decisionmaker would combine this new
information with prior beliefs to create a posterior distribution of beliefs. The Bayesian
interpretation works well with the gender effects. In our case gender differences seen in ex ante
measures disappear after subjects see how the double auction results compare with economic
predictions. Other researchers (Casari, Ham and Kagel 2005, Ortmann and Tichy 1999) observe
similar behavior, with stronginitial gender effectsthat disappear later on. The disappearance of the
gender effects in our experiment suggests that whatever clues or cues that initially differentiate
men’s view from women'’s views are overwhelmed once more specific and relevant information
becomes available.

Thosewith Orthodox or entrepreneurial parentsareinitially more skeptical and becomeless

skeptical relativeto others. The Bayesian metaphor works lesswell here, at least if one presumes
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that different groupsupdate beliefsin asimilar manner. One might consider thisaquirk of thedata,
except that in the US version of this study the sametype of effect was observed for relatively leftist
students who were more skeptical of economic theory relative to more conservative students, but
were less skeptical on the ex post measures. In both studies important subgroups appear to ‘ over-
correct’ their beliefsrelative to a Bayesian benchmark in which prior distributions over beliefsfor
different groups were similarly dispersed.

Changing beliefs for these subsets of subjectsis not a well-oiled hydraulic mechanism in
which posteriors emerge smoothly from some combination of priorsand new data. I1n other words
the amount by which a subject updates her beliefs varies across the spectrum of political viewsin
the US and varies by religion, or something strongly correlated with religion, and growing up with
entrepreneurial parents. Being raised in amore traditional Russian household, as proxied by the
Orthodox parent variable, might make subjects more wary about economists’ chalkboard claims,
but more receptive to observable evidence. This* Saul on the road to Damascus’ effect, in which
the strongest disbelievers become the strongest believers, requires an explanation with a more
complex cognitive mechanism.

Social psychologistslong ago rejected theories of persuasion and attitude change based on
“a passive and rational listener” in favor of approaches presuming “more active, dogmatic and
argumentative listeners. . . [who] may mentally dispute conclusions, present counterarguments or
derogate the communicator” (Lepper 1981). Petty and Cacioppo’s(1986) ‘ elaboration likelihood
model’ identifiesadeliberative’ central route’ inwhich aperson evaluatesrel evant information and
a ‘peripheral route’ in which factors other than active thinking influence attitudes and beliefs.
Individuals with a stronger ‘ need for cognition,” with higher intelligence or who find the issue at
hand more important or relevant are claimed to be more likely to employ the ‘central’ route.
Individuals who are distracted, who find the issue at hand irrelevant or confusing, or who hold
strong opposing beliefs are more likely to employ the *peripheral’ route. For example, how the
market mechanism works may well be more relevant to subjects with entrepreneurial parents and
subjects who attended more €elite schools may be more intelligent or may have better training in
deliberative thinking. If these factorsincrease the likelihood that they will use the ‘ central’ route,
the degree of change of beliefs may be greater.

To test the hypothesis that changes in beliefs are different for those who are confused or

unableto grasp new information quickly werun regressex post beliefson theindependent variables
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selected by AlC and the variable RulesClear which indicates that asubject understood the rules of
the double auction in the last round. A subject was considered to have understood the rulesif she
responded that the rules were “comprehensible” or “sufficiently comprehensible.” Asthe results
from the left side of Table 11 show, RulesClear is significant at the 5% level and has an effect
larger than gender or general secondary school attendance, which become statistically insignificant.
This suggests the school attendance and gender effects correlate with understanding of the
experiment, which may be due to disinterest, low intelligence or other barriers to cognition.
Because asubject’ sability depends at least in part in her willingness to absorb new information or
on level of interest, whether a subject understands the rules is endogenous. The probit regression
of RulesClear ontheright sideof Table 11 clearly showsthis. Thereforeresultsof theex post OLS
regression that include RulesClear must be treated with caution. While this experiment was not
designed to test hypotheses about individual differencesin “routes’ of persuasive influence, these
regression results do suggest that cognitive differences matter in explaining how different subject
change their beliefs to different degrees.

The variables and indices which did not play a statistically detectable role aso deserve
comment. Incontrast to theresults of the US study, political orientation (ideology) playsno strong
role, though some weak evidence suggests that subjects with pro-business views are less skeptical
and subjects with more pro-worker and astronger preference for redistribution are more skeptical.
Given the short history of modern Russian democracy and the early stage of Russian political
parties this might be unsurprising. In a younger democracy personalities are more important to
voters than parties, which often suddenly appear and disappear (Wilson 2005). Moreover, the
viewsof eastern European politiciansand official saredisconnected fromviewsof ordinary citizens
(Miller and Duckett, 2005), so conceptsused in eliteand governmental circlescarry littleresonance
for ordinary citizens. As Russian politics evolve and parties become more stable, political
orientation may become more salient to voters.

Much has been written about winners and losers in the Russian economic transition, but
sociodemographic controls such as occupation, education and income play little or no measurable
role in affecting economic beliefs. Sociodemographic measures do correlate with political
orientation: the best auto income proxy correlates with pro-business attitudes, and parental
education correlates with pro-business attitudes as well as with trust in authority.

Sociodemographic differences do matter in describing differencesin social and political attitudes,
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but they do not seem to matter in how subjects view the market mechanism. Similarly, Miller and
Duckett (2005, p.28) in alarge scale survey and interview study of attitudes towards globalization
in eastern Europe and east Asia find “a majority feel that the market economy is unfair but

nonetheless that it increases national prosperity.”

VIIl. Conclusion

Our resultsshow that Russians changetheir economic beliefsand they becomeless skeptical
of economic predictions after seeing evidence that economic theory can predict market outcomes.
Y oung Russians are willing to change their minds and in some respects they change their mindsin
wayssimilar to young Americans. Thisisimportant to anyonewho thinks public policy isaffected
by what the public believes. Both the “Russians are just like Westerners’ and “Russians are
different” camps agree that attitudes towards the market can affect policy, either because they can
cause reforms to go awry according to the former view or because educating the population about
basi c market principlesimprovesthe chances of implementing economic reforms and making them
irreversible. How reformers could best gather the popular support necessary to make economic
reforms irreversible was a concern for both, though they differed sharply on the right approach.

Whether those changes in beliefs we observe persist and whether they transfer to beliefs
about actual markets is beyond the scope of thiswork. Russian transition has been hindered by a
weak legal system, nontransparent administrative and regulatory structures, episodes of monetary
instability and a continued reliance on cronyism and connectionsinstead of competition according
to clear rulesto alocate resources and opportunities. Some may doubt the value of markets when
key playersgain morefrom stealing than competing. Othersmay believe market forceswill deliver
growth and greater efficiency despite imperfections large or small. In either case, a clear
understanding of how markets work in ideal situations would either generate support for a better
legal and regulatory infrastructure among those judging the current situation inadequate or create
pressureto expand competitioninto new areas of the economy among thosewho trust market forces
to bring broad material gains even in imperfect surroundings.

Popular support for market reform is probably based on a complex set of views and
judgements. Russian social attitudes play their own role. The Soviet-era catchphrase “whoever
doesn’t steal from hisemployer stealsfrom hisfamily” reflected arational responseto communism.

However, that view of stealing is profoundly unhelpful in the development of well-functioning
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markets. Regardless of whether these attitudes stem from transition or the Soviet experience or
from the pre-industrial past that Goldman stresses, mistrust or contempt of public institutions and
the strong reliance on friends and family ties hinder the expansion of the role of markets.

Both the “Russians are different” and “Russians are just like Westerners’ camps should
agree that deep and irreversible public support for market reforms must include a clearer
understanding of how marketswork. If the costs of public misunderstandings of the market were
high, then so are the policy benefits of better public understanding. If Russians can be persuaded
that markets work according to well-understood principles and deliver efficient outcomes, as our
results suggest, then the potential existsfor creating greater public support for awider role for the

market.
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Table 1. Descriptive Statisticsfor Experimental and Non-Experimental Sample

[tem N Min. Max. Mean Std. Dev.
Age 337 16 34 19.07 2.267
Gender 337 0 1 0.75 0.433
Y earsin Higher Ed 169 1 7 251 1.359
Family Size 168 2 7 3.77 .948
At least 1 parent self-employed 360 0 1 0.35 0.478
Father Self-Employed 274 0 1 0.32 0.466
IMother Self-Employed 296 0 1 0.23 0.424
At least 1 parent has own firm 360 0 1 0.12 0.321
At least one parent party member 360 0 1 0.04 0.206
At least one parent Orthodox 360 0 1 0.81 0.396
Ex-Ante Price (Likert) 162 1 5 3.07 0.853
Ex-Ante Quantity (Likert) 163 1 6 294 0.928
Ex-Ante Total Profits (Likert) 163 1 6 3 1.036
Ex-Post Price (Likert) 160 1 5 2.46 1.109
Ex-Post Quantity (Likert) 160 1 6 2.37 0.895
Ex-Post Total Profits (Likert) 160 1 6 242 0.961
Sum of Ex Ante ltems 163 3 15 8.99 1.945
Sum of Ex Post Items 160 3 17 7.24 2423
Diff in Ex Post and Ex Ante Sums 143 -12 11 -2.15 3.46
Total Observed Prediction Errors 169 0 3 0.49 0.977

Notes: For simple questions, 1=Y es and 0=No. For Likert scale items, 1=Strongly disagree, 2=Disagree, 3=More
disagree than agree, 4=More agree than disagree, 5=Agree, 6=Strongly agree. Data are from Sept. 2004
Novosibirsk pre-test, Oct. 2004 experimental sessions, and 2004 surveys from Tomsk and Ekaterinburg.
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Table2: Characteristics of Experimental Subjectsand their Parents

Subject Characterictics Per cent
L ocation
St. Petersburg sessions 62.1
Novosibirsk rounds 37.9
Nationality
Russian 86.4
Other 13.6
Female 68.6
Male 31.4
Year in College
First 23.7
Second 40.2
Third 10.7
Fourth 14.2
More 11.2
Previous Economics Cour se
Yes 56.2
No 43.8
Indicated Economic Refor ms Should Continue
Yes 76.9
No 2.4
No Response 195
Family hasan Auto 497
No Auto 50.3
Type of Secondary School Attended
General Public School 58
Specialized Public School 16
Special Language Schaool 7.1
Lyceum 4.7
Gymnasium 124

Household Economic Self-Report

Parents Characteristics

Highest Level of Education Among

Parents
Completed Higher Education
Did not finish Higher Education
Technical (Technikum)
Trade School (IITY)
Other

At Least One Parent Owns Own Firm
Yes
No

Self-Employment
Father: Yes
Father: No
Mother: Yes
Mother: No

Member in a Political Party
Father: Yes
Father: No
Mother: Yes
Mother: No

At Least One Parent Orthodox
Yes
No

Per cent

64.9
6.1
23.6
24
3

14.2
85.8

32.8
67.2
24.8
75.2

74
92.6
2.6
97.4

83.4
16.6

Highest Occupational Level Among Parents

Legidators, Sr. officials and managers
Professionals

Technicians and associate professionals

Clerks, Service and sales workers
Craft and related trades workers
Elementary occupations

Total Experimental Subjects

We barely make ends meet; there isn’t enough money for daily necessities.
There is enough money for daily necessities, but buying clothesis difficult.
There is enough money for daily necessities and clothes,

but buying durable goods is difficult.

We can buy durable goods without difficulty, but we can’t afford really expensive goods.
We can buy really expensive goods. apartments, dachas, SUVs, etc.

41

27.1
39.8
9
18.7
4.2
12

169

4.73
4497

44.97
5.33
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Table 3: Political Orientation Items used in Scale Construction

[tem and Trandlation

Mean

Std.
Dev

E’ro—Busi ness
Factor
L oadings

Scrooge
Index Factor
L oadings

The way most companies work, the only thing management cares about is profits.
Cy;[;{ II0 TOMY, KaKk paGOTaeT OOJIBIIIMHCTBO KOMIIAHAI MOKHO CKa3aTh, 4YTO
CIUHCTBEHHOEC O YEM 0ECIIOKOSTCS PYKOBOIHMTEIIN - 3TO HpI/I6LIJII:, HX HE
BOJHYET TO, YE€Iro XOTAT pa6OTHI/IKI/I 1 4YTO UM HY2KHO.

Workers and managers have conflicting interests and are essentially enemies.
PaGOTHI/IKI/I U PYKOBOIHUTECIN UMCIOT IIPOTHUBOIIOJIOZKHBIC HHTECPECHI 1
ABIAIOTCS €CTECTBEHHBIMHU IIPOTUBHUKAMMU.

When firms make decisions concerning employment, production level and etc,
workers should have a stronger voice than they have now.

Korma Ha IpeanpusaTHN AeJI0 KacaeTcs IPUHATHS PEIIeHU, padoure TOIKHBI
MMeTh 00JIee BECOMOE IIpaBo I'0jJIoCa, Y€M OHU UMEIOT cemyac.

A market economy will increase the number of poor people.
PriHOYHAS PKOHOMHUKA BBIKHMBAET 34 CUET CIIIe GOJIBIIIETO 06HI/II_HaHI/I}I
O€IHbIX.

People in your country do not receive afair share of what they produce.
JTronu, paGoTarolye B HaIllel cTpaHe He IOJIYYaloT CIPaBeIINBYIO SO0 OT
TOT'O, YTO OHH ITPOU3BOIAT.

In afair economic system all people would earn approximately equal wages.
B ycnoBusx cripaBeiIuBON 9KOHOMUYECKOU CUCTEMBI BCE JTIIOIA
3apabaTpIBalid ObI IPUMEPHO OIMHAKOBO.

Most businessmen do important work and therefore, deserve high payment for it.
BoJBIIMHCTRO TIpEAIIPUHUMATEINEH METaf0T BasKHYI0 paboTy 1
3aCIIy>KUBAIOT BBICOKUX 3apabOTKOB.

Businessmen earn profits because they take risks and manage better than their
competitors.
IIpennpuHUMATEIN IIOJYYAIOT MIPUOBLIEL, IOTOMY YTO OHM OepyT Ha ceOs

PHUCKHU, 1 UMCIOT OOIBIIINE YIIpaBJIICHYECCKHE CHOCO6HOCTI/I, YEM UX KOHKYPCHTEI.

Getting ahead is basically a consequence of a person’s abilities and diligence.
IIpomBu:KeHME BIIEPET - B OCHOBHOM CJIEICTBHE CIIOCOOHOCTEN U
TPYHOTIOOHSI.

The system of private property in production in general isafair and effective
system.

CucTteMa 4YaCTHOM COOCTBEHHOCTH B IIPOM3BOJICTBE, B OOIIIEM, SIBIISIETCS
crpaBeIIuBor U ¢ HEeKTUBHOM CUCTEMOMH.

Competition at school, at work or in business stimulates people to do their best.
KoHKkypeHIus B IIKOJIe, Ha pab0Te WIN B OM3HECE BENIET K TOMY, UTO
YEeJIOBEK CTApaeTCcsl BCE CHENaTh KaK MOXKHO JIy4lle.

What aperson receivesin life doesn't depend on what he has inherited, but on his
personality and education.

TO, YEro 4Y€JOBECK JOCTUTIACT B 2KM3HU, 3aBUCUT HE OT €Iro
IIDOVICXOQ3KIICHHS, a OT er0 CIIOCOOHOCTEN M MOJIVIYEHHOTO 00Da30BaAHMS.

411

3.05

4.37

3.43

4.75

2.94

3.87

4.32

4.59

3.94

4.64

4.81

1.27

1.30

1.09

1.40

1.08

133

121

1.16

1.16

118

122

1.23

.660

.606

.590

464

412

725

.700

.641

.622

.560

.522

Notes: N=301. Datataken from Sept. 2004 Novosibirsk pretest, Oct. 2004 experimental sessions, and data from Tomsk
and Ekaterinburg. Factors below .35 suppressed. Extraction Method: Principal Component Analysis. Rotation Method:

Varimax with Kaiser Normalization.
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Table4: Cronbach’sAlphafor Political Orientation Scales

Variance Accounted For
Cronbach's Total % of
Dimension Alpha (Ei genval ue) | Variance
“Scrooge | ndex”
724 2.975 24.790
“Pro-Business I ndex” .525
1.926 16.048
Total
.868? 4,901 40.838

a Tota Cronbach's Alphais based on the total Eigenvalue.



Table5: Three Scale M easures Regressed on Full Set of Independent Variables

Scrooge Scale Pro-Business | ndex Trust in Authority
Variable Std.  Pr > |t Std.  Pr > [t Std.  Pr >t
Effect Effect Effect

I nter cept 0.00 0.17 0.00 0.26 0.00 0.82
St. Petersburg Indicator -0.07 0.47 -0.10 0.29 0.08 043
Female Gender -0.18 0.024 -0.10 0.25 -0.14 0.12
Attended General Second. Educ. -0.02 0.77 -0.00 0.96 0.09 0.28
Yearsin Higher Ed. -0.23 0.01 -0.02 0.80 0.20 0.040
Previous Econ Course -0.01 0.94 0.09 0.30 -0.04 0.64
Supports Continued Econ Reform 0.20 0.010 0.17 0.04 -0.09 0.29
HasWork Experience -0.15 0.06 0.06 0.50 -0.05 0.60
>1 Parent Owns Firms 0.30 0.001 0.23 0.01 0.04 0.68
>1 Parent Orthodox -0.05 0.53 0.04 0.66 -0.03 0.71
>1 Parent Christian,Not Orthodox 0.13 0.106 0.07 0.40 -0.16 0.076
>1 Parent Member of Political Party  -0.18 0.02 0.01 0.91 0.07 0.39
Best Educated Parent - Higher Ed. -0.11 0.46 -0.12 0.44 0.02 0.91
Best Educated Parent - Technical -0.10 0.47 0.03 0.86 0.15 0.33
Sr. Official -0.10 0.30 0.08 0.40 0.09 0.38
Professional -0.06 0.54 0.06 0.51 -0.08 0.44
Market Value of Best Auto 0.029 0.73 0.15 0.09 -0.12 0.21
Best Vacation Type 0.037 0.68 0.09 0.32 0.02 0.85
HH Econ SR =2 0.025 0.76 -0.03 0.69 0.03 0.77
HH Econ SR =3 0.062 0.45 0.09 0.30 0.02 0.84
R-Square 0.276 0.227 0.138

Adj R-Sq 0.176 0.121 0.019

F Value 277 214 1.16

Notes. "Standard effect” is the change in the index function expressed in units of its own standard deviation
due to a change in one sample standard deviation of the indicated explanatory variable. Seetext for other
notes.
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Table6: Scale Measures Regressed on Selected Set of Independent Variables

Variable

Female Gender

Yearsin Higher Ed.

Previous Econ Course

Supports Continued Econ Reform
HasWork Experience

>1 Parent Owns Firms

>1 Parent Orthodox

>1 Parent Christian, Not Orthodox
>1 Parent Member of Political Party

Best Educated Parent - Higher Ed.
Pr ofessional

Market Value of Best Auto
Best Vacation Type
HH Econ SR =3

R-Square
Adj R-Sq
F Value

Pro-Business Trustin
Scrooge Scale Index Authority
Std. Std. Std.
Pr > [t] Pr > [t] Pr > [t]
Effect
-0.17 0.03 -0.12 011 -0.16 0.04
-0.26  0.00 021 0.01
0.11 0.13
0.19 0.01 0.18 0.02
-0.16 0.03
0.27 0.00 0.26 0.00
-0.10 0.17
-0.15 0.05
-0.16 0.03
-0.14 0.07
-0.14 0.09
0.15 0.07
0.11 0.18
0.09 0.26
0.239 0.208 0.088
0.203 0.166 0.064
6.72 4.90 3.67

Notes: Independent variables besides constant selected by AIC and Schwarz Bayesian criterion, which agreed in

all three cases. Intercept not reported.

"Standard effect" is the change in the index function expressed in units of its own standard deviation dueto a
change in one sample standard deviation of the indicated explanatory variable. This makesfor an easier

comparison of the effects among rows.
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Table7: Relationship Between Pairsof Ex Ante and Ex Post Belief M easures

Pair of Ex Ante Measures P-values for tests of hypothesisthat differenceiszero
mean difference: .136 (N=162)
rice minus quantit t-test: p=0.124
P b y Sign: p=0.228

Signed Rank: p=0.1979

mean difference: .0802 (N=162)
t-test: p=0.425

Sign: p=0.305

Signed Rank: p=0.211

price minus total profits

mean difference: -.0613 (N=163)
t-test: p=0.500

Sign: p=0.762

Signed Rank: p=0.598

guantity minustotal profits

Pairs of Ex Post M easures

mean difference: .0875 (N=160)
t-test: p=0.300

Sign: p=0.741

Signed Rank: p= 0.506

price minus quantity

mean difference: .0375 (N=160)
t-test: p=0.651

Sign: p=0.679

Signed Rank: p =0.637

price minus total profits

mean difference: -.050 (N=160)
t-test: p=0.478

Sign: p=1.00

Signed Rank: p=0.784

Notes: One-sampl e tests based on within-subject differences. Negative sign for differences indicate decreased
skepticism of economic theory’s predictive ability.

quantity minus total profits

a7



Table8: Relationship Between Ex Ante and Ex Post Belief M easures

Predictions:
Ex Post - Ex Ante

P-valuesfor tests of hypothesisthat
differenceis zero:

P-valuesfor tests of hypothesisthat
differenceiszero:

t-test: p<0.0001 (t=5.86)
Signed Rank: p<0.0001 (z=5.64)

All Data Exclude subjectswho saw 3 errors
price mean difference; -.605 (N=157) mean difference; -.676 (N=148)

t-test: p<0.0001 (t=5.86) t-test: p<0.0001 (t=6.40)

Signed Rank: p<0.0001 (z=5.34) Signed Rank: p < 0.0001 (z=5.77)
quantity mean difference: -.570 (N=158) mean difference; -.651 (N=149)

t-test: p <0.001 (t=6.77)
Signed Rank: p < 0.0001 (z=6.28)

total profits

mean difference; -.563 (N=158)
t-test: p<0.0001 (t=5.72)
Signed Rank: p<0.0001 (z=5.45)

mean difference; -.638 (N=149)
t-test: p < 0.0001 (t= 6.50)
Signed Rank: p < 0.001 (z=5.903)

Notes: One-sample tests based on within-subject differences. Negative sign for differences indicate
decreased skepticism of economic theory’s predictive ability.
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Table9: Scale M easures Regressed on Full Set of Independent Variables

Ex Ante Beliefs Scale Ex Post Beliefs Scale
Full Set Reduced Set AlC Selection Full Set Reduced Set AlIC Sedlection

Std. Std. Std. Std. Std. Std.
Variable Effect Pr >|t] Effect Pr > |t] Effect Pr > |t Effect Pr > |t] Effect Pr > |t| Effect Pr > |t|
St. Petersburg 0.024 0.81 0.025 0.78 0.089 0.44 0.084 0.45
Female Gender 0.220 0.01 0.197 0.02 0.190 0.02 -0.086 0.35 -0.083 0.35
Attended Gen 2ndary School 0.179 0.04 0.188 0.02 0.178 0.02 0.209 0.02 0.221 0.01 0.189 0.02
Yearsin Univ. 0.016 0.86 0.019 0.83 0.198 0.050 0.184 0.06 0.189 0.02
Previous Econ Course -0.084 0.37 -0.075 041 0.009 0.93 0.016 0.88
Market Value of Best Auto 0.015 0.86 0.005 0.95 0.015 0.87 0.031 0.72
>1 Parent OwnsFirm 0.166 0.09 0.130 0.14 0.127 0.12 -0.168 0.104 -0.159 0.09 -0.153 0.08
HH Econ Sdf Report=2 -0.007 0.94 -0.086 0.34
HH Econ Self Report=3 0.064 0.46 -0.009 0.92
Joint Sgnificance F=0.57 0.68 F=1.16 0.35 F=0.88 0.48 F=1.45 0.24
>1 Parent Orthodox 0.150 0.08 0.150 0.07 0.160 0.04 -0.116 0.20 -0.121 0.17 -0.119 0.14
>1 Parent Party Member 0.104 0.20 0.110 0.17 0.113 0.14 0.054 0.53 0.056 0.50 0.064 0.43
Joint Sgnificance F=1.97 0.14 F=2.43 0.09 F=3.04 0.05 F=1.13 0.33 F=1.32 0.27 F=1.57 0.21
Sr. Official -0.021 0.83 0.002 0.98
Professional 0.042 0.67 -0.054 0.61
Joint Sgnificance F=0.09 0.91 F=0.2 0.82
POSTGRAD -0.026 0.87 -0.042 0.79
TECHNIC_ED -0.109 0.46 -0.052 0.73
Joint Sgnificance F=0.54 0.58 F=0.06 0.94
Scrooge I ndex -0.104 0.25 -0.108 0.22 -0.124 0.12 -0.032 0.73 -0.033 0.72
Pro-Business | ndex 0.008 0.92 -0.026 0.76 -0.109 0.25 -0.105 0.25 -0.108 0.20
Trust in Authority Index 0.077 0.36 0.051 0.53 -0.012 0.89 -0.005 0.95
Lielndex 0.057 0.51 0.023 0.78 -0.044 0.62 -0.057 0.51
Joint Sgnificance F=1.71 0.17 F=0.79 0.50 F=0.31 0.82 F=0.4 0.76
#Errors Observed -0.140 0.16 -0.134 0.16
R-Square 0.187 0.1414 0.1305 0.173 0.162 0.1393
Adj R-Sq 0.068 0.655 0.0966 0.042 0.074 0.1027
F Value 157 1.86 3.85 132 1.83 3.80
N 155 160 160 147 147 147

Notes: " Standard effect" isthe changein theindex function expressed in units of its own standard deviation dueto a change in one sample standard
deviation of theindicated explanatory variable. Intercept coefficientsnot reported. Positive coefficientsindicate changesin variable associated with greater

skepticism of economic predictions. Seetext for other notes.
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Table 10: Ex Post Beliefs Regressed on Ex Ante Beliefs and Other Independent Variables
Ex Post Beliefs Scale

Full Set Reduced Set AIC Selection
Variable Std. Effect Pr > |t| Std. Effect Pr > |t| Std. Effect Pr > |t|
Ex Ante Beliefs Scale 0.326 0.00 0.319 0.00 0.320 <.0001
St. Petersburg 0.098 0.37 0.088 0.41
Female Gender -0.163 0.07 -0.158 0.07 -0.138 0.09
Attended Gen 2ndary School 0.152 0.08 0.159 0.06 0.128 0.09
Years in Univ. 0.182 0.06 0.166 0.08 0.176 0.02
Previous Econ Course 0.050 0.62 0.054 0.59
Market Value of Best Auto 0.005 0.96 0.006 0.94
>1 Parent Owns Firm -0.212 0.03 -0.210 0.03 -0.190 0.02
HH Econ Self Report=2 -0.094 0.28 -0.099 0.24
HH Econ Self Report=3 -0.046 0.61 -0.043 0.62
Joint Significance F=1.35 0.25 F=1.54 0.19
>1 Parent Orthodox -0.159 0.07 -0.153 0.08 -0.174 0.03
>1 Parent Party Member 0.013 0.87 0.012 0.88
Joint Significance F=1.74 0.18 F=1.68 0.19
Sr. Official -0.010 0.93
Professional -0.071 0.49
Joint Significance F=0.31 0.73
POSTGRAD -0.028 0.86
TECHNIC_ED -0.007 0.96
Joint Significance F=0.03 0.97
Scrooge Index 0.012 0.90 0.019 0.83
Pro-Business Index -0.127 0.16 -0.128 0.14 -0.116 0.15
Trust in Authority Index -0.045 0.59 -0.040 0.62
Lie Index -0.043 0.61 -0.043 0.60
Joint Significance F=0.40 0.75 F=0.46 0.71
# Errors Observed -0.130 0.17 -0.135 0.14
R-Square 0.258 0.253 0.229
Adj R-Sq 0.133 0.154 0.190
F Value 2.07 2.57 5.88
N 146 146 146

Notes: "'Standard effect™ is the change in the index function expressed in units of its own standard deviation due to a
change in one sample standard deviation of the indicated explanatory variable. Intercept coefficients not reported.
Positive coefficients indicate changes in variable associated with greater skepticism of economic predictions. See text
for other notes.
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Table11: OLSRegression of Ex Post Beliefs on RulesClear and Probit of RulesClear on Full
Set of Regressors

Ex Post Beliefs Scale Rules Not Under stood

in Last Round

(OLYS) (Ordered Probit)
Variable Std. Effect  Pr > |t| Std. Effect  Pr > [t
Ex Ante Beliefs Scale 0.337 <.0001
St. Petersburg 0.10 0.515
Female Gender -0.121 0.14 0.02 0.901
Attended Gen 2ndary School 0.105 0.17 0.40 0.003
Yearsin Univ. 0.181 0.02 -0.18 0.246
Previous Econ Course 0.04 0.804
Market Value of Best Auto 0.04 0.733
>1 Parent OwnsFirm -0.217 0.01 0.21 0.147
HH Econ Self Report=2 -0.07 0.611
HH Econ Self Report=3 -0.02 0.893
>1 Parent Orthodox -0.162 0.04 -0.26 0.032
>1 Parent Party Member -0.04 0.776
OccupCodel 0.15 0.345
OccupCode2 0.21 0.181
POSTGRAD -0.53 0.012
TECHNIC_ED -0.35 0.067
Trust in Authority Index -0.10 0.395
Scrooge I ndex 0.19 0.147
Pro-Business | ndex -0.110 0.17 -0.08 0.553
Lielndex -0.15 0.255
RulesClear -0.159 0.04
# ErrorsObserved
R-Square 0.252 Chi-Sq.(19) 28.818
Adj R-Sq 0.208
F Value 5.8
N 146 130

Notes: " Standard effect” isthe changein the index function expressed in units of its own standard deviation dueto a changein
one sample standard deviation of the indicated explanatory variable. Intercept coefficients not reported. Positive coefficientsin
first regression indicate changesin variable associated with greater skepticism of economic predictions. Positive coefficient in
second regression indicates greater probability that subject wasnot clear on rulesin last round of the double auction. Categories
" Not understood" and " I nsufficiently understood” combined. Chi-sg. test for second equation isLR test that all coefficients
besidesinter cepts are zero. Seetext for other notes.
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