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Abstract

Why do people fall for scams? This paper presents an experiment about the effect of a sunk cost on unwise
decision making. This experiment portrays a scam involved in a long shot gamble. The experiment uses two
conditions; one condition hosts the sunk cost effect, and the other without the effect. These two conditions help
reveal the fact if a sunk cost effect indeed presents itself in scams. The results of said experiment did not indicate
a significant difference between the two conditions, suggesting that a sunk cost effect most likely does not play a
big role in scams.
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1. Introduction

Email scams and phone scams rarely succeed, since most people ignore the scam due to its improbable
legitimacy and won’t even bother answering the phone or opening said email. However, a significant amount of
people still fall for scams like these every year. This research seeks to understand why. The nature of a Scams
creates a scenario that lures in one or more victims by tactics of deception, which in turn will render the victims
vulnerable to the action of the scammer and what they may inflict on the victims (Langenderfer & Shimp, 2001).
Phone and email scams rely heavily on people interacting with them, as failure to do so will render the scammer
powerless to maneuver their victims. However, once a scam gains attention and gets interacted with, the main
part of the scam commences. The scammer will contact the victim profusely, forcing the victim to invest much
more in the scam than they had before. This process will repeat until the scammer successfully scams the victim,
or until the potential victim realizes the nature of the scam.

Victims usually put themselves in a predicament by taking on unwise risks. Victims of scams will sometimes
understand the risks that they partake in when selecting to participate, however, they remain unfazed by the
negativity of the bad choice. The victim then follows through to the bitter end (Button, Nicholls, & Kerr,
2014)— such displays a classic monetary scam. In most scenarios, a scammer offers their victim a bonus amount
of money if the victim states their willingness to invest monetary expenses into this deal; the greater bonus
amount usually draws the victims in. However, the scammer also offers the victim other choices, even though
most of the choices serve as distractions which help to highlight the scammer’s preferred choice. Even though
the victim shows awareness that they understand the unlikely chance of them actually gaining the designated
amount, they still choose the higher return choice despite its low likelihood. The scammer makes the victims
believe the probability of their choice, when in reality, the victims doomed themselves to the bad choice. This
behavior of not noticing one’s choices may be due to the sunk cost effect.

A sunk cost effect, a willingness of a being to invest more in something they have put a lot of effort in (Arkes &
Blumer, 1985), exhibits when an investor continuously invests in a failing company. The investor keeps on doing
such because they believe that by putting a significant amount of money into the company, they may reach a
good outcome at the end. The investment in the sunk cost effect can be money, but it could just as well be time
and effort (Cunha & Caldieraro, 2009). With the continued investment into a goal, the victim of a sunk cost
effect could be spending time and money on failing matters, just like the investor example provided above. The
sunk cost effect forces the victim to follow through with a decision or choice they made, even if the outcome of
this specific choice remains far from ideal.

A sunk cost may affect people’s risk taking behaviors as these behaviors encourage people to continue investing
to justify their previous investment. This decision may, in turn, lead them to a bad outcome that would otherwise
seem ridiculous and improbable. But with the sunk cost effect at play, victims may find themselves more prone
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to exercise these choices they went through with, and with the added fact that people make bad choices when
gambling (Grossman & Eckel, 2015), which effect may be amplified with the sunk cost (Kahneman & Tversky,
1979).

While some scams rely deeply on monetary cost for the sunk cost effect to take effect, others only require time
and effort. A repeated call or messages may take time for the victim to read, therefore, using up the victim’s time
and creating a small but present sunk cost effect (Roth, Robbert, & Straus, 2015). Other sunk cost effects may be
created with the use of mental labor, such as answering problems and other simple jobs using one’s mind.

This experiment focuses on the sunk cost effect that requires effort rather than no monetary cost. Basically, the
participants of said experiment will experience a sunk cost effect through the use of mental labor. I created an
experiment with two conditions. One condition includes sunk cost, while the other does not. The experiment
with the sunk cost requires participants to answer additional questions to see whether the effort taken to answer
these questions will create a sunk cost effect.

The desired result of this experiment should support the claim that the slightest introduction of a potential sunk
cost will make the participants of the experiment more willing to choose the choice linked to the sunk cost,
which also happens to be the bad choice. This in turn proves that the sunk cost effect presets itself among unwise
risks and scams that only require mental effort.

2. Method

I used Prolific to recruit participants across the world to take part in the experiment; there were 117 participants
who participated in answering the surveys, but only 96 answers were usable. The experiment included two
surveys: one with the sunk cost effect, the other one without. The one with the sunk cost effect had 61
participants participate, where 48 answers were usable. The survey without the sunk cost effect had 56
participants participate, with also 48 usable answers, making the surveys balanced. Both surveys amounted to 96
usable answers. To determine the usability of an answer, a participant needed to return to Prolific after answering
the survey and not take too little time; participants may be expected to complete both surveys in at least two
minutes. Failure to do so will render the answers unusable, as the participant may not be paying attention to the
survey since they may be skipping through questions. The surveys both asked participants whether they would
want to participate in choosing a gamble-like choice with a high reward but low likelihood of getting a reward;
this choice will be labeled as the bad choice in the following paragraphs, or a stable choice with a small reward
but a guaranteed chance of getting the reward.

The presence of the sunk cost effect separates the two conditions. For the condition with the sunk cost,
participants had to ask for more information about the gamble, whereas for the survey without the sunk cost,
participants were straight up given the information of the gamble. These questions were purposely made vague
but required mental effort to read through, which became essential to create a sunk cost effect. All these
questions asked for the participants to learn more about the gamble choice. These additional questions presented
in the survey with the sunk cost effect were created to nudge the participant to learn more about a choice in the
survey: the bad choice.

The manipulation added more questions to answer, whereas everything else in the two surveys were exactly the
same. The control condition simply presented all the information immediately, without the participant needing to
ask for it.

The gamble involved sacrificing their guaranteed payment of winning one dollar to get a five percent possibility
of winning a bonus amount of 50 dollars, meaning that they had a 95% chance to not to win anything if they
chose the gamble. Participants of both surveys were told exactly what the probabilities and possible payments
were. However, the survey with the sunk cost initially hid the information regarding the unwise choice, and
became purposely vague when introducing the bad choice by informing the participant that they could win a
large bonus amount, but that they have to learn more about the choice to actually decide. Eventually, all
participants of the experiment got all the information, and then had to choose either the one dollar bonus or the
five percent chance of the fifty dollar bonus. The only difference between the two conditions forced the
participants of the condition with the sunk cost to invest more effort into the choice they chose. Keep in mind
that the participants that chose to gamble did not receive any bonus money if they didn’t make it into the five
percent of winning. The graph below better explains how the experiment worked; the sequence unfolds from
bottom to top:

69



ijef.ccsenet.org International Journal of Economics and Finance \ol. 14, No.12; 2022

Chose a bonus amount Chose a bonus amount of
of one dollar and finish 50 dollars but 5 percent
the survey. chance of winning.

N

Small information
leading to the final
reveal of

1
LI
Bunk cost with effort
take place
Chose a bonus amount Learn more about a chance Chose a bonus amount Chose a bonus amount of
of one dollar and finish to win a much better bonus of one dollar and finish 50 dollars but 5 percent
the survey. than one dollar the survey. chance of winning.
Good choice \/ Bad choice Good choice \/ Bad choice
Survey with the sunk Survey without the sunk
cost cost

Figure 1. lllustrative procedure of the experiment starting from down to up

3. Result

Decline gamble
Decline gamble
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Survey with the sunk cost effect Survey without the sunk cost effect
Figure 2. Results with and without sunk cost effect

Comparing proportions (z-test)

_Proportions N p-hat g-hat std. error z-value p-value

| 06721 48  0.640 0.360 0098 0.663  0.5104
0.6071 48

Figure 3. Z test

The bar graph’s results show the sunk cost survey. For those who chose the gamble choice, 32.79% of them
chose to switch and end up with one dollar, but still 67.21% of them wished to gamble. On the other hand, in the
survey without the sunk cost, for those who chose the gamble choice, 39.29% of them chose to end up with one
dollar, but still 60.71% of them wished to gamble.

However, according to the Z test, the results of this experiment could be an accident or just a chance, as the P
value of the Z test has 51%, which indicates a 51% chance of the experiment accidentally having this result. This
P value of the Z test unfortunately shows the coincidental nature of the results of this experiment, meaning that
no definite conclusion can be drawn.

4, Conclusion

Due to the high P value of the Z test, the inconclusive results cannot prove that the sunk cost effect has any
impact on people’s ability to make unwise choices or why they fall for monetary scams.

With the high p value and the small change in percentage of choosing the unwise choice over the wise choice,
the sunk cost effect most likely has small connections to why people fall for scams, or none at all. This means
that the reason why people fall for these financial scams may not be the sunk cost after all. There would most
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likely be more reasonable explanations as to why people fall for scams, but it seems that according to this
experiment, the sunk cost effect may not be one of them.

Sunk cost may still play a great role in scams as far as deception goes. However, this experiment just did not
show the relationship between scams and sunk cost. Possible reasons for the failure include: the great value of
the bonus amount of money that prompted most participants to choose the option without thinking, leading to the
extremely high percentage even for the experiment without the sunk cost; the relatively high percentage of the
chance of success for the unwise choice, as this chance of success may seem still a pretty good chance for
participants to win; and most importantly, the lack of participants to prove a eligible result. More participants
will always produce a more correct result.

The relatively high percentage of success for the unwise choice might have also played a role here, as this
chance of success may be relatively good for participants to win the 50 dollars. Participants may believe that 5%
may still be a very high percentage for winning. A possible improvement to this should be to lower the
possibility of actually winning the lottery.

Due to the absence of a controlled variable in the test, a sunk cost effect might not be present in what | assumed
as the factor that triggers the sunk cost effect; the effort for answering for questions just to be greeted with the
same choices may not be sufficient enough to create a sunk cost effect for the participant; a larger effort may be
put to place to trigger the effect. Control groups of confirming whether the sunk cost effect is happening should
be placed to confirm the existence of the effect when eventually conducting the final experiment. Again, a
preliminary testing round could have helped me figuring out how the experiment could function properly.

Conducting the experiment in person may also enhance the results, since participants may feel more responsible
and give more thought to their choices when presented physically with the experiment. Most importantly, more
participants and more trials may produce a more reliable result.

However, if the experiment is conducted with all the necessary changes mentioned above, it may give more
insight to why people fall for scam in general and the role of the sunk cost effect in these scams.

References

Arkes, H. R., & Blumer, C. (1985). The psychology of sunk cost. Organizational Behavior and Human Decision
Processes, 35(1), 124-140. https://doi.org/10.1016/0749-5978(85)90049-4

Button, M., Nicholls, C. M., Kerr, J., & Owen, R. (2014). Online frauds: Learning from victims why they fall for
these scams. Australian & New Zealand Journal of Criminology, 47(3), 391-408.
https://doi.org/10.1177/0004865814521224

Cunha, Jr, M., & Caldieraro, F. (2009). Sunk-cost effects on purely behavioral investments. Cognitive Science,
33(1), 105-113. https://doi.org/10.1111/j.1551-6709.2008.01005.x

Grossman, P. J., & Eckel, C. C. (2015). Loving the long shot: Risk taking with skewed lotteries. Journal of Risk
and Uncertainty, 51(3), 195-217. https://doi.org/10.1007/s11166-021-09345-w

Kahneman, D., & Tversky, A. (1979). Prospect Theory: An Analysis of Decision under Risk. Econometrica,
47(2), 263-291. https://doi.org/10.2307/1914185

Langenderfer, J., & Shimp, T. A. (2001). Consumer vulnerability to scams, swindles, and fraud: A new theory of
visceral influences on persuasion. Psychology & Marketing, 18(7), 763-783.
https://doi.org/10.1002/mar.1029

Roth, S., Robbert, T., & Straus, L. (2015). On the sunk-cost effect in economic decision-making: A meta-analytic
review. Business Research, 8(1), 99-138. https://doi.org/10.1007/s40685-014-0014-8

Copyrights
Copyright for this article is retained by the author(s), with first publication rights granted to the journal.

This is an open-access article distributed under the terms and conditions of the Creative Commons Attribution
license (http://creativecommaons.org/licenses/by/4.0/).

71



