This article was downloaded by: [130.238.94.243] On: 22 April 2024, At: 07:44
Publisher: Institute for Operations Research and the Management Sciences (INFORMS)
INFORMS is located in Maryland, USA

(

e i . i http://pubsonline.informs.org
A Uncovering Sophisticated Discrimination with the Help of
W‘ . . Credence Goods Markups: Evidence from a Natural Field

Experiment
ENE|

To cite this article:
Jonathan Hall, Rudolf Kerschbamer, Daniel Neururer, Eric Skoog (2024) Uncovering Sophisticated Discrimination with the Help
of Credence Goods Markups: Evidence from a Natural Field Experiment. Management Science

Management Science

Publication details, including instructions for authors and subscription information:

' | Jonathan Hall, Rudolf Kerschbamer, Daniel Neururer, Eric Skoog

Published online in Articles in Advance 22 Apr 2024
. https://doi.org/10.1287/mnsc.2022.02666

Full terms and conditions of use: https://pubsonline.informs.org/Publications/Librarians-Portal/PubsOnLine-Terms-and-
Conditions

This article may be used only for the purposes of research, teaching, and/or private study. Commercial use
or systematic downloading (by robots or other automatic processes) is prohibited without explicit Publisher
approval, unless otherwise noted. For more information, contact permissions@informs.org.

The Publisher does not warrant or guarantee the article’s accuracy, completeness, merchantability, fitness
for a particular purpose, or non-infringement. Descriptions of, or references to, products or publications, or
inclusion of an advertisement in this article, neither constitutes nor implies a guarantee, endorsement, or
support of claims made of that product, publication, or service.

Copyright © 2024 The Author(s)

Please scroll down for article—it is on subsequent pages

informs.

With 12,500 members from nearly 90 countries, INFORMS is the largest international association of operations research (O.R.)
and analytics professionals and students. INFORMS provides unique networking and learning opportunities for individual
professionals, and organizations of all types and sizes, to better understand and use O.R. and analytics tools and methods to
transform strategic visions and achieve better outcomes.

For more information on INFORMS, its publications, membership, or meetings visit http://www.informs.org



http://pubsonline.informs.org
https://doi.org/10.1287/mnsc.2022.02666
https://pubsonline.informs.org/Publications/Librarians-Portal/PubsOnLine-Terms-and-Conditions
https://pubsonline.informs.org/Publications/Librarians-Portal/PubsOnLine-Terms-and-Conditions
http://www.informs.org

Downloaded from informs.org by [130.238.94.243] on 22 April 2024, at 07:44 . For personal use only, all rights reserved.

https://pubsonline.informs.org/journal/mnsc

MANAGEMENT SCIENCE

Articles in Advance, pp. 1-14
ISSN 0025-1909 (print), ISSN 1526-5501 (online)

Uncovering Sophisticated Discrimination with the Help
of Credence Goods Markups: Evidence from a Natural

Field Experiment

Jonathan Hall,® Rudolf Kerschbamer,®* Daniel Neururer,® Eric Skoog"|

3 Department of Peace and Conflict Research, Uppsala University, 753 20 Uppsala, Sweden; ® Department of Economics, University of
Innsbruck, 6020 Innsbruck, Austria;  Department of Economics, University of Otago, Dunedin 9054, New Zealand; 9 Peace Research Institute

Oslo, 0186 Oslo, Norway
*Corresponding author

Contact: jonathan.hall@pcr.uu.se, (® https: // orcid.org/0000-0002-0069-1396 (JH); rudolf.kerschbamer@uibk.ac.at,
(® https: // orcid.org/0000-0002-7666-7157 (RK); daniel.neururer@otago.ac.nz, () https: // orcid.org/0000-0003-0972-6556 (DN);
erisko@prio.org, (® https: // orcid.org/0000-0002-7566-6283 (ES)

Received: August 31, 2022

Revised: July 21, 2023

Accepted: October 8, 2023

Published Online in Articles in Advance:
April 22, 2024

https://doi.org/10.1287/mnsc.2022.02666

Copyright: © 2024 The Author(s)

Abstract. Credence goods, such as repair and healthcare services, are characterized by
profound information asymmetries between less-informed customers and better-informed
expert sellers. These information asymmetries open the door for fraudulent behavior on
the seller side. In a preregistered natural field experiment, we vary in one dimension the
seller’s perception of whether the service is an ordinary or a credence good service and in
the second dimension whether the customer is a member of a minority or a member of the
majority. This allows us to measure the size of the induced credence goods markup and to
address the question whether it interacts systematically with discrimination. We document
the existence of a large credence goods markup, on average. Moreover, we find that mem-
bers of the minority pay a sizeable discriminatory markup if the good is perceived as a cre-
dence good but not if it is perceived as an ordinary good. Our results show that sellers
engage in sophisticated discrimination where informational asymmetries are used to hide
discriminatory (fraudulent) behavior. With the help of an ex post survey, we derive a pos-
sible explanation for our results.
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1. Introduction

Section 2 for details). The present paper addresses this

There are currently more than 70 million displaced per-
sons globally: more than in any other period since World
War II (McAuliffe and Khadria 2019). Families forced to
leave their homes face many challenges in their search for
a secure and dignified existence, such as gaining access to
goods and services, housing, jobs, and educational oppor-
tunities. Anti-immigrant prejudice and discrimination
add to these challenges and are thus of major concern
within many host societies. Most empirical research
investigating discrimination against immigrants is focus-
ing on the housing and labor market and the evidence
from product and service markets is surprisingly scarce.
Furthermore, most empirical research on discrimination
focuses on markets for ordinary or search goods (see

gap and introduces a novel design that allows to investi-
gate the effects of informational asymmetries between
sellers and buyers on discrimination in service markets.
By comparing the prices of an ordinary goods service to
the prices of the same service in a credence goods context
our natural field experiment makes it possible to uncover
otherwise difficult-to-observe discrimination against Syr-
ian refugees in a market for credence goods in Turkey."
Uncovering discrimination in credence goods markets
seems especially important because the size of those mar-
kets is huge, and the market characteristics make it rela-
tively easy to conceal such behavior.

Credence goods markets are characterized by pro-
found information asymmetries between customers
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lacking the expertise required to assess which product
or service best fits their needs and expert sellers posses-
sing the required expertise. Important examples are,
among others, the market for healthcare services, where
the doctor is better informed than the patient about
the appropriate treatment given the symptoms of the
patient; the market for car repair services, where the
mechanic is better informed than the car owner about
the appropriate repair; and the market for financial
advice, where the adviser can better assess which prod-
uct fits the customer’s needs best.

The information asymmetries in markets for credence
goods open the door to different forms of fraud and mis-
behavior on the experts’ side.” In this paper, we address
the question of whether such fraud interacts systemati-
cally with discrimination in markets for credence goods.
To address this question, we conduct a natural field
experiment in the Turkish market for cellphone repairs
and thereby also contribute to the rather scarce literature
of field experiments about credence goods in general.”
Our main instrument is the manipulation of the seller’s
perception of whether the service under consideration
is an ordinary good or a credence good service. This is
done via the following treatment manipulation: In the
ordinary goods environment, a mystery shopper enters
a repair store with a broken device and asks to change
the specific part that causes the problem; in the credence
goods context, the mystery shopper enters a repair store
with a broken device and asks for a repair, mentioning
not to have any clue which kind of repair is needed to
fix the problem. By comparing the average price across
the two goods characteristics (keeping the customer type
constant), we compute the additional amount the unin-
formed customer has to pay - compared to the informed
one. We term this additional amount the “credence
goods markup” because it represents the amount due to
the customer having less information about the appro-
priate repair than the seller.*

In a second treatment dimension, we use mystery
shoppers with different ethnic backgrounds: Turks and
Syrian Arabs. By comparing the average price across the
two customer groups (keeping the service type con-
stant), we compute the additional amount a customer
must pay as a member of the immigrant minority com-
pared with a member of the majority group. We term
this additional amount the “discriminatory markup,”
because it represents the amount due to the customer
being a member of the immigrant minority rather than a
member of the local majority.’

Our main hypothesis is that there is a nontrivial inter-
action between the credence goods markup and the dis-
criminatory markup. Specifically, our preregistered ex
ante hypothesis consists of three parts: (i) there is a posi-
tive credence goods markup, on average (over the two
customer types); (ii) there is a positive discriminatory
markup, on average (over the two service types); and

(iii) there is a higher discriminatory markup for the cre-
dence goods service than for the ordinary service. The
three parts of our ex ante hypothesis are based on the
following considerations. (i) In theory, repair services
are credence goods for customers who are unable to
self-diagnose their problem but ordinary goods for
customers who know what is needed (Dulleck and Ker-
schbamer 2006). If sellers exploit the asymmetric infor-
mation, then prices are higher in the credence goods
context than in the ordinary goods context on average,
resulting in a positive credence goods markup. (ii)
Based on the findings in the large and still growing liter-
ature on discrimination (we summarize parts of this lit-
erature in Section 2), we would expect that customers
who are considered as “in-group” by a given seller are
treated better than customers who are considered as
“out-group.” If this is the case, and if the discrimination
takes place via the price, then it results in a positive dis-
criminatory markup, on average. (iii) Following the
logic of Zitzewitz (2012), fraudulent or discriminatory
behavior is something that expert sellers would prefer
to conceal rather than reveal. In the ordinary good case,
it is harder to conceal fraud because customers have a
good sense of what the price should be. Under such con-
ditions, sellers are more constrained over pricing. As a
result, both consumer groups pay (roughly) the same
price although some sellers would prefer to discrimi-
nate. In the credence good context, however, fraud may
well go undetected because customers are unable to
assess their needs. In this context, sellers have the discre-
tion to charge over some range. How sellers use that dis-
cretion depends on their social preferences toward the
customer. For instance, some sellers might feel less guilt
by defrauding a member of the immigrant minority
than by defrauding a member of the local majority (this
would be in line with the social identity theory of Tajfel
and Turner 1986). If sellers act in accordance with these
incentives, then their behavior results in a higher dis-
criminatory markup for the credence good than for the
ordinary good service.

Our data strongly support the existence of a large cre-
dence goods markup: It amounts to about 40% of the
price of the ordinary good, on average. The size of the
discriminatory markup is much smaller: It amounts to
about 17% of the price paid by a member of the majority
and is only statistically significant with a parametric
test. Turning to our main hypothesis, the interaction
between credence goods markup and discriminatory
markup, we uncover a sizeable discriminatory markup
for the credence goods service but no discriminatory
markup for the ordinary service. Together these find-
ings point to the existence of a sophisticated form of
discrimination in the market under consideration: a
discrimination that takes place almost exclusively in
the market segment where sellers can hide behind the
preexisting information asymmetry. Consequently, this
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form of discrimination is difficult to detect by the party
affected and difficult to uncover empirically. This means
that the real extent of discrimination against minorities
is probably much larger than the literature suggests as
credence goods markets have not been investigated
thus far. If this is the case, it is necessary to consider new
approaches that have the potential to reduce the so-
phisticated form of discrimination uncovered here as
existing antidiscrimination policies often require that
discrimination is relatively easy to observe to have an
effect. We make corresponding suggestions in the con-
clusion. To contextualize our findings, we supplement
our field experiment with an ex post survey, which
offers a potential explanation for the observed results.

The rest of the paper is organized as follows: We
review the related literature in Section 2. Section 3 pre-
sents our experimental design and motivates the four
treatments constituting a 2 X 2 factorial design. Our
main results are presented and discussed in Section 4.
Finally, Section 5 concludes the paper.

2. Related Literature

According to Zitzewitz (2012), natural field experiments
are a promising tool to uncover behavior that agents
would prefer to conceal. Misbehavior in credence goods
markets is well documented with the help of this instru-
ment:® The pioneering natural field study by Schneider
(2012) investigates the impact of reputational concerns
on fraudulent behavior in the U.S. market for car repairs
and reports that, although the overall level of under-
and overprovision is pervasive, reputation does not
help much to improve efficiency. The studies by Bala-
foutas et al. (2013, 2017) are both conducted in the
Greek market for taxi rides, and the authors show that
passengers who are perceived as foreigners are taken
on significantly longer detours and billed significantly
more than local riders (Balafoutas et al. 2013) and that
passengers whose expenses are reimbursable by their
employer are significantly more likely to pay higher-
than-justified prices (Balafoutas et al. 2017). The studies
by Lu (2014) and Kerschbamer et al. (2016) point in a
similar direction as Balafoutas et al. (2017), although the
experiments are conducted in completely different mar-
kets: Lu (2014) finds that doctors act out of self-interest
by prescribing unnecessary or excessively expensive
drugs to insured patients. Similarly, Kerschbamer et al.
(2016) show that the repair price of computers increases
by 80% if the customer reveals to the expert that an
insurance company will cover the cost of the repair. The
study of Anagol et al. (2017) examines the Indian market
for life insurance and shows that life insurance agents
react to material incentives by overwhelmingly recom-
mending unsuitable, strictly dominated products that
provide high commissions to them. Finally, Gottschalk
et al. (2018) study the market for dental care and report

significantly less overprovision recommendations for
uninformed patients with higher socio-economic status.

The previous studies have in common that these stud-
ies examine the effects of different treatment variations
(i.e., suggesting the chance for repeated business, vary-
ing the information level of the customer, mentioning
that the bill will be reimbursed by a third party ...) on
the level of the different fraud dimensions within a cre-
dence goods market context. The experimental design
in the present paper differs from previous studies in
that our treatment manipulation changes the market
context from an ordinary good to a credence good con-
text. This enables us to compare experts’ provision and
charging behavior across these two market environ-
ments and to calculate the resulting credence goods
markup.”

On the dimension of discrimination, there is a huge
and still growing body of work (see the excellent review
by Bertrand and Duflo 2017). Within this literature our
paper is most closely related to field studies examining
discrimination in product and service markets: The
study by Ayres and Siegelman (1995) is an early exam-
ple of an audit study investigating race and gender dis-
crimination in bargaining for a new car. The authors
find that White males are quoted lower prices than
White women and Blacks (men or women). List (2004)
examines the behavior of buyers and sellers in a sports
cards market and documents discrimination against
women and Black males relative to White males. Doleac
and Stein (2013) examine racial discrimination in online
marketplaces for iPods. The authors report that an iPod
presented by a dark-skinned hand receives, on average,
fewer and lower offers than the same product presented
by a light-skinned hand. In a similar fashion, Nunley
et al. (2011) study racial discrimination by simulta-
neously selling identical products on eBay under differ-
ent racially identifying names. The authors detect a
discriminatory pattern that is in line with in-group
favoritism (i.e., White names receive higher bids for dis-
tinctively “White” products and Black names receive
higher bids for distinctively “Black” products). Zuss-
man (2013) conducts a field experiment on racial dis-
crimination in the Israeli online market for used cars
and finds discrimination against Arab buyers and sell-
ers when it comes to different measures of response
rates. Castillo et al. (2013) examine gender differences in
bargaining outcomes in a market for taxi rides and find
that male passengers are treated worse by male drivers.

Almost all the previously summarized studies have
in common that these studies examine potential dis-
crimination in ordinary product or service markets.®
Even in the study of Castillo et al. (2013), investigating
the market for taxi rides in Lima, Peru, the good can
hardly be interpreted as a credence good because taxi
rides are the most common means of transportation for
households in Lima (implying that most customers
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know the shortest route to their destination quite well)
and because bargaining over the fare for the ride takes
place before the ride is actually taken (implying that the
typical credence goods problems in the market for taxi
rides, overtreatment in the form of taking detours and
overcharging in the form of charging for items that are
included in the fare, are not an issue in this market). Our
study complements and extends previous work on dis-
crimination by examining a credence goods context in
addition to the ordinary goods context. As we have
seen, this is important because it enables us to detect a
sophisticated form of discrimination by expert provi-
ders that would be hard, if not impossible, to detect
otherwise.

3. Experimental Desigh and Background

Information on Migration to Antalya
3.1. Experimental Design
We conducted our natural field experiment in the Turk-
ish city of Antalya from July 2018 until October 2018.
Four male undercover mystery shoppers, two Turks and
two Syrian Arabs, were hired and trained by a Turkish
fieldwork coordinator who supervised the data collection
and also acted as a mystery shopper.” To minimize the
risk of undesired gender, complexion, age, or similar
effects, the mystery shoppers were all between 25 and
35years old, casually dressed, male, medium-sized and
short haired (see Table A.1 in Online Appendix A for the
individual characteristics of the mystery shoppers)."’

The shops for our natural field experiment were
selected as follows: We first compiled a list of all repair
shops in the city of Antalya (without its surrounding
suburbs) using information from exploratory tours in
the streets of Antalya and available online (Google, city
directory, etc.). Then we assigned to each shop a specific
number and used a random number generator to match
the shops to our four treatments (described below), sub-
ject to having basically the same number of observations
for each of the treatments. In the last step, we randomly
matched the Turkish and Syrian mystery shoppers to
the corresponding treatments.'* The locations of the vis-
ited shops are illustrated in Figure A.3 in Online Appen-
dix A, and Table A4 in Online Appendix A presents
balance checks in various dimensions.'

Before the start of the experiment, we bought 24 iden-
tical, refurbished, and perfectly working smartphones
(Apple iPhone 55) for an average price of 900 TRY (the
exchange rate was 10 TRY =1.60 EURO on October 26,
2018)."> The smartphones were manipulated as follows
(and the manipulation was repeated after every repair
shop visit). First, we drained the battery of the phone
until the phone switched off. Then we mechanically
destroyed the port of the phone that is used to charge
the battery. As a result, the mobile is off, and it is not
possible to switch it on anymore. A defective charging

port is not an unusual problem; rather, it happens rela-
tively often.* The correct repair procedure for this prob-
lem is to replace the charging port and charge the
phone. With the help of Internet tutorials and DIY repair
kits, the problem could be easily self-diagnosed and
self-repaired."”

Because of the trivial nature of the problem, we ex-
pected that almost all shops would be able to repair the
phone. For our research question, it is essential that the
problem can be identified and repaired easily by almost
all mobile repair shops as we are interested in examining
intentional misbehavior and not incompetence of the ser-
vice provider. The fact that only about 2.5% of the visited
repair shops claim inability to identify the problem con-
firms that we succeeded in this dimension.

The interaction between mystery shoppers and mobile
repair shops was done by the mystery shoppers them-
selves after a training session. In the training session, the
fieldwork coordinator emphasized the importance of
consistency in the data collection phase, and the mystery
shoppers were trained to keep the interaction with the
repair shops as short as possible. Additionally, we pro-
vided the mystery shoppers standardized answers for
typical questions from the repair shops. To keep track of
every transaction, the mystery shoppers were asked to
collect the receipts for each repair. The mystery shoppers
and the fieldwork coordinator were not informed about
the specific research questions of the study, and we gave
them the impression that the goal of the study was to test
the quality of the provided repair services.

The four treatments displayed in Table 1 constitute
our 2 X 2 factorial design:

o MAJORITY-ORDINARY: In this treatment (abbrevi-
ated MAJ-ORD), mystery shoppers from Turkey stick to
the following script when dropping off the cellphone at
the repair shop: “Hi! I can’t switch on my mobile phone
anymore and I know that a defective charging port
causes the problem. Could you please repair it?” Here
the customer reveals by the script that the customer
knows the cause of the problem and as a result the trans-
action arguably involves an ordinary good and not a cre-
dence good. The Turkish origin of the mystery shopper is
easily identified by the shop staff based on the accent.'®
Because in this treatment the mystery shopper and the

Table 1. Four Treatments

Service type

Customer type Ordinary Credence
Majority MAJ-ORD MAJ-CRE
Majority customer Majority customer
Ordinary goods market Credence goods market
Minority MIN-ORD MIN-CRE

Minority customer Minority customer
Ordinary goods market Credence goods market
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shop staff are both from Turkey, discrimination is
expected to play a minor role in this treatment.

e MAJORITY-CREDENCE: In this treatment (abbre-
viated MAJ-CRE), mystery shoppers from Turkey stick
to the following script when dropping off the cellphone
at the repair shop: “Hi! I can’t switch on my mobile
phone anymore and I don’t know what the problem is.
Could you please repair it?” Here the mystery shopper
gives the impression that the mystery shopper does not
know the cause of the problem and as a result the trans-
action arguably involves a credence good and not an
ordinary good as in MAJ-ORD. As a consequence, sellers
might expect that fraud goes undetected and therefore
charge higher prices than in MAJ-ORD. As in MAJ-ORD,
ethnic discrimination is expected to play a minor role in
this treatment as the shop staff and the mystery shoppers
are both from Turkey.

e MINORITY-ORDINARY: In this treatment (abbrevi-
ated MIN-ORD), the script is identical to that in MAJ-
ORD but the mystery shopper is now a Syrian Arab refu-
gee. The fact that the mystery shopper is a Syrian Arab
refugee is easily learned by the shop staff for at least two
reasons: First, our Syrian mystery shoppers speak in bro-
ken Turkish and exhibit a specific accent.”” Second, the
mystery shoppers state their names in the course of the
transaction and Syrian Arab names are systematically dif-
ferent to Turkish /Kurdish ones. Because in this treatment,
the mystery shopper and the shop staff belong to different
ethnic groups, ethnic discrimination could play a role.
However, the room for discrimination is limited because
fraudulent behavior is difficult to hide in an ordinary
goods market.

e MINORITY-CREDENCE: In this treatment (abbrevi-
ated MIN-CRE), the script is identical to that in MAJ-CRE,
but mystery shoppers are again Syrian Arab refugees as
in MIN-ORD. Compared with MAJ-CRE, prices are
expected to be higher, on average, because discrimination
is predicted to play a role in MIN-CRE but not in MAJ-
CRE. Compared with MIN-ORD the room for exploitation
is expected to be larger because fraudulent behavior can
easily be hidden behind the pre-existing information
asymmetry regarding the appropriate repair.

Based on our four treatments we employ the follow-
ing identification strategy:

e By comparing the average repair price across the
two ORD treatments with the average repair price
across the two CRE treatments we identify the average
credence goods markup across the two customer types.

e By comparing the average repair price across the
two MA] treatments with the average repair price
across the two MIN treatments we identify the average
discriminatory markup across the two service types.

e By comparing the average repair price between
the MIN-ORD to the MAJ-ORD treatment and between
the MIN-CRE to the MAJ-CRE treatment we identify the

average discriminatory markup for each of the two ser-
vice types.

After completing the data collection for our main
experiment, we visited each repair shop in our sample a
second time: this time asking the person in the shop to
participate in a survey. The second visit was made
solely by Turkish research assistants and by a different
person than the first visit. The fact that we had already
visited the shop for our data collection was not men-
tioned. The ex post survey was conducted to elicit gen-
eral characteristics of the shop staff and their attitudes
toward immigration. Most of the questions on our sur-
vey are from the migration module of the European
Social Survey (https://www .europeansocialsurvey.org,
accessed May 19, 2023). All the design features pre-
sented in this section have been preregistered prior to
the data collection at https://aspredicted.org (see On-
line Appendix B for the time-stamped preregistration
document).

3.2. Background Information on Migration
to Antalya

Antalya is a major tourism hub located on Anatolia’s
southwestern coast with more than two million inhabi-
tants. Because of its job opportunities in the agricultural,
construction, and tourism sector, the population is
growing rapidly due to internal migration. Antalya has
also become a center of attraction for Turkish Kurds
who migrate from the southeast. In the period between
2007 and 2012, the Turkish Kurdish population in
Antalya has increased by 36%, a rate that surpasses all
other areas in Turkey. The migrants, usually from low
socioeconomic groups, tend to take low-paid jobs and
live in unfavorable conditions.'”® As there is “anti-
Kurdish sentiment” in all western Turkish cities, Turk-
ish Kurds often try to hide their Kurdish identity after
migrating. Otherwise, Kurds face the risk of being dis-
criminated in many areas of daily life or even being the
victim of hate crimes.'”

Turkey also faces a large inflow of refugees from Syria
since the start of the Syrian civil war in 2011. Figure 1
shows that the major influx of Syrian refugees in Turkey
happened before 2017. Although a clear majority of
Turkish citizens were already unhappy with the arrival
of Syrian refugees almost from the beginning, these
feelings hardened as the number of Syrian refugees in
Turkey skyrocketed and it became obvious that the
majority of Syrian refugees will likely remain in Tur-
key.*” More than 95% of Syrians in Turkey reside in
urban centers. Host communities, particularly those
who feel marginalized by ethnic, sectarian, or ideo-
logical cleavages, perceive Syrians increasingly as an
economic and political threat, and the amount of
host community hostility toward Syrian refugees is on
the rise in Turkey’s metropolitan areas. Most violent
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Figure 1. (Color online) Distribution of Syrians Under Temporary Protection by Year
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Source. Presidency of Migration Management, Ministry of Interior, Republic of Turkey.

incidents take place in working-class enclaves where
Syrian refugees compete with locals in finding unskilled
employment. Thereby the space previously occupied
mostly by Turkish Kurds who migrated from the south-
east to western cities to work in the informal sector is
now often filled by Syrians who accept lower pay.*! In
addition, many Kurds living in western metropolitan
cities have the perception that Syrians benefit from
more public assistance and greater social acceptance,
and this makes resentment toward Syrian refugees par-
ticularly acute.”

Although the opposition party Cumhuriyet Halk
Partisi (CHP) is traditionally strong in Antalya, this
does not mean that this reflects rather liberal attitudes of
the citizens toward immigration. Over the past years,
the CHP has become the representative for nationalist,
antirefugee anger in Turkey by targeting Syrians.”
Given this context, it is probably not surprising that dis-
crimination and violence against Syrian refugees have
spread from the border cities to Antalya,** although
Antalya had at the time our experiment was conducted
a relatively low ratio of Syrian refugees to the city’s pop-
ulation of 0.5% (Yitmen and Verkuyten 2020). This rela-
tively low number of Syrian refugees (compared with
other cities in Turkey) was also one of the reasons to
conduct the experiment in Antalya because in the bor-
der cities the Syrian community is very large and has its
own cellphone repair shops. As a result, the design fea-
ture that a Syrian refugee visits a Turkish repair shop
would not have been authentic in those cities.

4. Results
In total, we visited 163 shops, 40 for MAJ-ORD, 43 for
MAJ-CRE, 39 for MIN-ORD, and 41 for MIN-CRE. Of

these shops, two shops in MAJ-ORD refused the repair
because of no free capacity, and four shops in MAJ-CRE
were not able to identify the source of the problem.
Because those six shops did not provide a price quote
for the repair, we exclude them from our data set. This
leaves us with 157 shops for the analysis.”

4.1. Credence Goods Markup and
Discriminatory Markup

Figure 2 and Table 2 present the average repair price for
each treatment, and Figure 3 displays the cumulative
distribution function of the repair prices per treatment.”
The average repair price is 95 TRY in MAJ-ORD, 128
TRY in MAJ-CRE, 103 TRY in MIN-ORD, and 158 TRY
in MIN-CRE. To quantify the average credence goods
markup across the two customer types, we compare the
average repair price of the two ORD treatments (99
TRY) to the average repair price of the two CRE treat-
ments (143 TRY). As expected, the price is higher in the
CRE treatments. The difference is economically large (44
TRY or more than 40% of the average repair price in the
ORD treatments) and statistically highly significant
(one-sided ¢ test adjusted for unequal variances, p <
0.001; one-sided Mann-Whitney U test, p < 0.001).” This
finding is summarized in our first result.

Result 1 (Credence Goods Markup). The difference between
the average repair price of the ordinary good and the average
repair price of the credence good is economically large and
statistically highly significant. The average credence goods
markup across the two customer types amounts to more than
40% of the price of the ordinary good.

To quantify the average discriminatory markup across
the two service types we compare the average repair
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Figure 2. (Color online) Average Repair Price in TRY and
95% Confidence Intervals, Conditional on Treatment
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Note. MAJ-ORD, majority customers in an ordinary goods market;
MAJ-CRE, majority customers in a credence goods market; MIN-
ORD, minority customers in an ordinary goods market; MIN-CRE,
minority customers in a credence goods market.

price of the two MA] treatments (112 TRY) to the aver-
age repair price of the two MIN treatments (131 TRY).
While the price is higher in the MIN treatments, the
difference is (with 19 TRY, or about 17% of the aver-
age repair price in the MAJ treatments) much smaller
than the difference between the two service types and
it is only statistically significant with a parametric test
(one-sided t test adjusted for unequal variances, p =
0.033; one-sided Mann-Whitney U test, p = 0.127).
This finding is summarized in our second result.

Result 2 (Discriminatory Markup). The difference between the
average repair price members of the minority were charged
and the average repair price members of the majority were
charged is moderate and only statistically significant in a
parametric test. The average discriminatory markup across
the two service categories amounts to about 17% of the
price paid by a member of the majority.

Figure 3. (Color online) Cumulative Distribution Function of
Repair Prices (in TRY), Conditional on Treatment
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Note. MAJ-ORD, majority customers in an ordinary goods market;
MAJ-CRE, majority customers in a credence goods market; MIN-
ORD, minority customers in an ordinary goods market; MIN-CRE,
minority customers in a credence goods market.

4.2. Detecting Sophisticated Discrimination
Disentangling the discriminatory markup across the two
service categories, we see (Table 2) that the discrimina-
tory markup is 8 TRY in ORD and 30 TRY in CRE. These
figures imply a statistically significant discriminatory
markup for the credence goods service (one-sided ¢t test
adjusted for unequal variances, p = 0.042; one-sided
Mann-Whitney U test, p = 0.071) but not for the ordinary
goods service (one-sided f test adjusted for unequal var-
iances, p = 0.196; one-sided Mann-Whitney U test, p =
0.421).

To check the robustness of this finding, Table 3 pre-
sents two ordinary least squares (OLS) regressions with
the repair price as the dependent variable and dummies
for CRE and MIN, as well as the interaction between
these two dummies (MIN x CRE) as explanatory vari-
ables, keeping MAJ X ORD as the (omitted) benchmark.

Table 2. Average Repair Price (in TRY) and Number of Observations (in Parentheses)

Service type

Customer type ORD CRE Both service types ORD vs. CRE
MA] 95 128 112 p = 0.001 ¢t test
(38) (39) (77) p = 0.005 MW test
MIN 103 158 131 p = 0.001 ¢ test
(39) (41) (80) p = 0.001MW test
Both customer types 99 143 122 p < 0.001 ¢ test
(77) (80) (157) p < 0.001MW test

MAJ vs. MIN

p =0.196 t test
p = 0421 MW test

p =0.042 t test
p = 0.071MW test

p =0.033 t test

p = 0.127 MW test

Note. MAJ, majority customers; MIN, minority customers; ORD, ordinary goods market; CRE, credence goods market.
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Table 3. Regression Analysis (OLS) of Repair Prices

Dependent variable
(Repair price (in TRY))

Explanatory variable [1] [2]
CRE (1 = yes) 32.43*** 32,971
(10.09) (10.61)
MIN (1 = yes) 7.12 13.32
(8.24) (12.63)
MIN x CRE treatment (1 = yes) 23.11 21.06
(19.12) (19.32)
MAJ-MEM 2 (1 = yes) 6.19
(14.99)
MAJ-MEM 3 (1 = yes) —6.24
(14.26)
MIN-MEM 2 (1 = yes) —13.12
(14.72)
Constant 95.40*** 94.91***
(4.27) (6.42)
No. of observations 157 157
R? 0.144 0.150

Notes. OLS regressions (robust standard errors) with repair price (in
TRY) as the dependent variable, including, as explanatory variables,
a dummy for CRE, a dummy for MIN, a dummy for MIN x CRE,
and mystery shopper dummies—keeping the MAJ] X ORD treatment,
MAJ-MEM 1, and MIN-MEM 1 as the (omitted) benchmarks. Standard
errors in parentheses.

* % and *Significance at the 1%, 5%, and 10% level, respectively.

Column 2 of Table 3 introduces in addition dummies
for every individual mystery shopper. This is done to
control for potential fixed effects of the individual mys-
tery shoppers. Mystery shoppers from the Turkish
majority are represented by the dummies MAJ-MEM 2
and MAJ-MEM 3, keeping MAJ-MEM 1 as the (omitted)
benchmark. Members of the Syrian minority are repre-
sented by the dummy MIN-MEM 2, keeping MIN-MEM
1 as the (omitted) benchmark. For both specifications,
we see in the first line of Table 3 that CRE increases the
repair price significantly. This confirms and extends
Result 1 from the previous section; not only on average
across the two customer types, but also for the group of
majority customers in isolation, the credence goods

markup is large (about 33 TRY) and statistically highly
significant (one-sided p = 0.001). From the fact that the
dummy for MIN is not significant in both specifications,
we conclude that there is no evidence in our data for a
positive discriminatory markup in the ordinary service
context. That the interaction term MIN X CRE increases
repair prices not significantly in both specifications
means that the credence goods markup for minority
members is not significantly higher than the one for
majority members. However, the dummies for MIN and
MIN x CRE are jointly significant in both specifications
at the 5% level, and this supports the finding that there
is a positive discriminatory markup in the credence
goods context.

Regarding the dummies for the individual mystery
shoppers, none of them has a significant impact on the
repair price. In sum, this means that we find a large cre-
dence goods markup for both customer groups, a signif-
icant discriminatory markup in the credence goods
context and no evidence for a discriminatory markup in
the ordinary service context. These findings confirm our
conjecture that discrimination is by far more important
in markets where sellers can hide their fraudulent
behavior behind the preexisting information asymme-
try. We summarize these findings in our third result.

Result 3 (Interaction Between Discriminatory Markup and
Credence Goods Markup). Disentangling the discriminatory
markup across the two service categories we find an eco-
nomically large and statistically significant discriminatory
markup for the credence goods service but no significant
discriminatory markup for the ordinary goods service.

4.3. Summary of the Ex Post Survey

In total, only 76 of the 157 shops in our original data set
participated in our survey. A potential explanation for
the high attrition rate could be that at the time of the sur-
vey the political situation in Turkey was still tense.”® To
detect potential selection effects, Table 4 shows the
repair prices and the number of observations (in

Table 4. Number of Observations (in Parentheses) and Average Repair Price in TRY for the Full Sample, Surveyed

Subsample, and Nonsurveyed Subsample

Service type

Customer type ORD

CRE Both service types

MAJ Full (38): 95
Surveyed (17): 91
Nonsurveyed (21): 99
MIN Full (39): 103
Surveyed (22): 93
Nonsurveyed (17): 115
Full (77): 99
Surveyed (39): 92
Nonsurveyed (38): 106

Both customer types

Full (39): 128
Surveyed (21): 128
Nonsurveyed (18): 127
Full (41): 158
Surveyed (16): 146
Nonsurveyed (25): 166
Full (80): 143
Surveyed (37): 136
Nonsurveyed (43): 150

Full (77): 112
Surveyed (38): 112
Nonsurveyed (39): 112
Full (80): 131
Surveyed (38): 115
Nonsurveyed (42): 145
Full (157): 122
Surveyed (76): 113
Nonsurveyed (81): 129

Note. MA], majority customers; MIN, minority customers; ORD, ordinary goods market; CRE, credence goods market.
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parentheses) for the full sample, the surveyed subsample,
and the nonsurveyed subsample. Comparing the repair
prices between the surveyed and nonsurveyed subsam-
ple, it seems that the surveyed subsample tends to dis-
criminate less against minority shoppers in the ordinary
and in the credence goods context.”’ This potential selec-
tion effect would suggest that shops who showed the
highest levels of discrimination in our full sample are
underrepresented in the ex post survey. This, in turn,
suggests that the results of the ex post survey represent
more a lower bound when it comes to discrimination.

The ex post survey exposes participants to 35 ques-
tions, which are listed in Table C.1 in Online Appendix
C. The questions elicit various demographics chara-
cteristics (questions 1-7), risk attitudes (question 8), hon-
esty attitudes (question 9), religiosity (questions 10-12),
national identification (questions 13), and attitudes
toward immigration (questions 14-35). Table C.1 also
reports the responses to the survey questions separately
for two ethnicities of sellers: Turks and Kurds. The
members of both ethnicities are Turkish citizens; Turks
are the majority, according to various estimates, only
about 15%-20% of the Turkish population consists of
Kurds (see the report of Home Office 2018). We decided
to group the survey results by the ethnicity of the seller
because this part of the study was purely explorative,
and ethnicity turned out to be the only significant pre-
dictor for the repair price in various regression specifica-
tions. In addition, the discussion in Section 3.2 along
with the theory of downward social comparison (see the
later discussion) suggests that Turks and Kurds have
different views toward immigration.

The results in Table C.1 show that Kurdish and Turkish
survey participants have indeed different attitudes re-
garding immigration. The most important differences
between the two ethnicities are found in the answers to
questions 6, 13, 21, 22, 29, 30, and 31. Question 6 shows
that Turks attended school significantly longer than
Kurds. Question 13 reveals, not surprisingly, that Turks
feel significantly more attached to Turkey than Kurds.
Questions 21 and 22 show that Turks express significantly
more support for the view that immigrants take away
jobs from the local society and that immigrants generally
take out more than putting in. Questions 29 and 30 reveal
that Kurds think significantly more often that some ethnic
groups are born more intelligent and harder working
than others. Finally, an interesting finding is that Kurds
think significantly more often that most people who
apply for refugee status in Turkey are not in real fear of
persecution in their home countries (see question 31).
Taken together, Turks believe more often that migration
has negative consequences from an economic perspective
whereas Kurds exhibit more racist attitudes in general.*’

Table C.2 in Online Appendix C presents the average
price per treatment contingent on the ethnicity of the

service provider and reveals that the average repair
price is almost identical across the two ethnicities in the
ORD treatments but different in the CRE treatments. In
the latter, Kurds charge significantly higher prices than
Turks, on average (one-sided t test adjusted for unequal
variances, bootstrapped with 999 replications, p =
0.040). In light of our main results, more important is the
fact that Kurds add a noticeable discriminatory markup
in the CRE treatments (143 versus 192 TRY), whereas
Turks do not (121 versus 125 TRY). This suggests that
Result 3 is mainly driven by the behavior of ethnic
minority Turkish Kurds.

Evidence that points in the same direction is pre-
sented in Table C.3 in Online Appendix C. This table
presents two OLS regressions showing that Kurdish
expert providers charge a higher credence goods
markup from members of the minority than from mem-
bers of the majority, whereas Turkish providers do not.

Taken together, these results suggest that the sophisti-
cated form of discrimination uncovered in our analysis
is mainly driven by the behavior of Turkish sellers of
Kurdish origin who also have different attitudes toward
immigration than Turks. This would be in line with an
explanation derived from social identity theory in psy-
chology (Tajfel and Turner 1986): Minority group mem-
bers, in our case Kurds, may deal with their own
unfavorable position in society and with threats to their
self-esteem by making downward social comparisons
to other minority groups, for example, “we are more
intelligent and hardworking than other ethnicities.”
According to Wills (1981), the theory of downward social
comparison posits that persons/groups experiencing
negative affect can enhance their subjective well-being
through comparison with lower status targets. Down-
ward comparison can even be achieved through active
derogation of another person/group, thereby increasing
the psychological distance between the self and the other.
In our case, the self-esteem enhancing downward social
comparisons seem also to come hand-in-hand with dero-
gation and this results finally in discrimination against
Syrian Arab immigrants.”’ However, because of the small
sample size and potential selection effects in the ex post
survey, this explanation should be interpreted with cau-
tion. More research is needed to learn whether discrimi-
nation is really driven by different ethnicities.

5. Conclusion

The present study has made two main contributions:
First, by introducing a novel toolkit for the investigation
of discrimination against minorities in the marketplace,
it has paved the way for future work in this discipline.
Second, by applying the toolkit to a specific credence
goods market it has shown that discriminatory behavior
is by far more important in markets where sellers can
hide behind a preexisting information asymmetry than
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in ordinary goods markets where this is not possible. A
complementary survey was conducted after the main
experiment and exposed the expert providers visited
during the main experiment to a series of questions that
helped to identify potential drivers of discrimination.
The benefit of our novel design is that it can easily be
adjusted to other potential objects of discrimination
(race, gender, age, sexual orientation, etc.) and to differ-
ent credence goods markets.

Uncovering discrimination in credence goods mar-
kets seems especially important because the size of
those markets is huge and the potential for discrimina-
tion therefore large.” At the same time, uncovering dis-
crimination in such markets is tricky as expert providers
can hide behind the preexisting information asymmetry
and have an incentive to do so because discrimination is
a socially sanctioned behavior. As a consequence, the
chances for the victims of discrimination to detect this
kind of misbehavior on the experts” side on their own
are slim. Academic research on this issue seems there-
fore important: not only to pin down the extent and the
drivers of discrimination but also to find policy instru-
ments to fight it.

In the present paper, we applied the proposed toolkit
to the Turkish market for cellphone repairs. Our data
suggest that discrimination is by far more important in
the credence goods market where the discriminatory
markup is economically large and statistically highly
significant than in the ordinary goods market where it is
negligible.** This result suggests that, by focusing
mostly on ordinary goods markets, the previous litera-
ture has underestimated the adverse effects of discrimi-
nation and that discrimination of this kind may be a
much more common occurrence than assumed.

Although measuring the prevalence of discrimination
is hard, identifying its causes is even harder, because
discriminatory behavior is often the product of complex
and multifaceted influences (see Pager and Shepherd
(2008) for a comprehensive review of racial discrimina-
tion). At the same time, it is important to shed some light
on the mechanism behind discriminatory behavior,
because without understanding the drivers of discrimi-
nation it is hard to protect the victims from unequal
treatment. Within the field of economics, the two most
prominent explanations for discrimination in the mar-
ketplace are the taste-based theory by Becker (1957) and
the statistical theory by Arrow (1973) and Phelps (1972).
The taste-based theory explains discriminatory behav-
ior with animus or racism toward a specific group.
Looking back to the 1950s, at the time where this theory
was established, discriminatory behavior based on ani-
mus manifested itself in extreme ways: For example,
U.S. banks refused loans to Black home buyers only
because of their race, shop owners barred ethnic minori-
ties from access to their shops, and so on. In these exam-
ples taste-based discrimination resulted in a monetary

loss for the discriminator, which is often considered as a
defining property of taste-based discrimination. By con-
trast, statistical discrimination is per definition consis-
tent with the notion of profit maximization: In the
pursuit of higher profits, the discriminator uses observ-
able characteristics to make statistical inferences about
the willingness to pay or the outside option of the vic-
tim; this information is then used to (third-degree) price
discriminate among customers (see Guryan and Charles
(2013) for a deeper discussion). The latest psychological
research blurs the sharp line between statistical and taste-
based discrimination that economists tend to establish
(see Bertrand and Duflo (2017) for a thorough discussion).
In a similar vein, Gneezy and List (2013) argue that a taste
for discrimination can combine with statistical discrimi-
nation, with very negative consequences as a result.

Our ex post survey provides preliminary support for
the conjecture that the concepts of statistical discrimina-
tion and taste-based discrimination are not necessarily
mutually exclusive: The survey suggests that our dis-
crimination result is driven by ethnic minority expert
providers who, compared with ethnic majority sellers,
have different attitudes toward immigration, which is
an element of taste-based discrimination. At the same
time, the monetary consequence of the discriminatory
behavior for the discriminator is to increase the profit,
which is an element of statistical discrimination.

However, can animus-based and statistical discrimi-
nation really come hand in hand? At first glance, this
combination seems to lead to a contradiction: If the
behavior toward the members of the minority is profit-
maximizing behavior, why is not the same behavior
also applied to the members of the majority? Framed
differently, why do certain sellers charge high prices
only from the members of the minority and not also
from members of the majority? The answer may lie in
the moral costs experienced by the expert providers:
Downward social comparison through active deroga-
tion increases the psychological distance between the
self and members of a low-status “outgroup.” As a
result, exploiting their information advantage seems to
impose a lower moral cost for minority sellers if the
trading partner belongs to a low-status “outgroup.” In
this sense, animus-based discrimination still comes at a
cost, but the cost is a moral and not a material one. Here
we have to admit that this interpretation relies on the
results of the ex post survey and that unobserved selec-
tion effects could have influenced those results.

Explaining our results partially with a taste for dis-
crimination is also in line with the choice hypothesis by
Gneezy et al. (2012). In a study investigating the nature
and extent of discrimination against several distinct
groups across several different markets, the authors
find that the nature of discrimination (taste based versus
statistical) is less driven by the particulars of the market
or the minority considered but rather by whether the
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object of discrimination is chosen by the individual or
uncontrollable: When the object of discrimination is cho-
sen by the individual (e.g., the decision to migrate), the
evidence suggests that the nature of discrimination is
animus; by contrast, when the object of discrimination is
perceived to be out of the control of the individual (e.g.,
gender) the underlying form of discrimination tends to
be statistical. Given that all the Kurdish experts who
responded to our survey believe that most applicants
for refugee status are not in real fear of persecution in
their home countries, the decision to migrate is arguably
interpreted by them as a free choice. In this sense our
results are in line with those in Gneezy et al. (2012).

Uncovering sophisticated discrimination in the mar-
ketplace and identifying potential drivers of it is one
thing; fighting against this form of misbehavior is an-
other. Does our research suggest any specific policy
recommendations or advice for customers that are
potentially helpful in this context? As this is the first
study that investigates racial discrimination in a cre-
dence goods market and because the number of obser-
vations in our study is relatively low (especially when it
comes to the ex post survey), it seems important to
emphasize once more that more research in this domain
is needed before any policy implications can seriously
be drawn. If it is really the case that our results are at
least to large parts driven by downward social compari-
sons, it is unlikely that there exists a quick fix for this
problem and this is bad news.*> Furthermore, existing
antidiscrimination laws are of limited help in our
context as it is very difficult to collect any evidence for
discriminatory behavior in credence goods markets.
Therefore, the most promising approach is probably try-
ing to increase the moral costs of discrimination, for
instance, by sharing personal stories of marginalized
group members through interpersonal conversations.
This can be done either directly by the potential victims
of discrimination in the course of the intergroup contact
or indirectly through a campaign. For example, Kalla
and Broockman (2020) find in a field experiment that
two-way conversations in which door-to-door canvas-
sers commit to listening and sharing personal stories
produced significant and lasting change in people’s atti-
tudes toward undocumented immigrants. In contrast,
an intervention in which the door-to-door canvassers rely
solely on talking points and related facts, an approach
often followed in classical antidiscrimination campaigns,
seems to have no effect.

Our data also suggest some other advice for custo-
mers that is potentially helpful in containing the extent
of exploitation. The simplest advice would be to invest
time and effort to get a reliable self-diagnosis of the
problem: This transforms the credence good transaction
into an ordinary goods transaction, and in the market
under consideration, there is no evidence for discrimi-
nation against minorities in the ordinary goods arm of

the experiment.*® An alternative approach would be for
customers in credence goods situations to search for an
expert seller with whom customers have a shared iden-
tity. However, as greater contact across groups is a reli-
able predictor of prejudice reduction such an approach
may only serve to reinforce prejudice, reducing pro-
spects for social change through day-to-day intergroup
contact over the long term.
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Endnotes

! The Syrian Arab Republic and Turkey are natural candidates for
studying discrimination because these countries are the origin and
the host of the largest number of refugees globally over the past
years. The UNHCR estimates that up to now 6.5 million Syrians left
their homes and Turkey hosts 3.6 million refugees in total (https://
www.unhcr.org/figures-at-a-glance.html, accessed on July 7, 2023).

2 According to Darby and Karni (1973) and Dulleck and Kerschba-
mer (2006), the main fraud dimensions in markets for credence
goods are (i) overprovision, the customer gets a more expensive treat-
ment or service than the customer actually needs; (ii) underprovision,
the customer receives a treatment or service that does not solve the
problems of the customer; and (iii) overcharging, the customer is
charged for a more expensive service than was actually provided.

3 The term “natural field experiment” has been introduced by Har-
rison and List (2004). The authors distinguish between three var-
iants of field experiments: An artifactual field experiment is the
same as a conventional laboratory experiment but with a nonstan-
dard subject pool; a framed field experiment is the same as an arte-
factual field experiment but with field context added in some
important parts of the instructions; and a natural field experiment is
the same as a framed field experiment but where the subjects do
not know that it is an experiment.

#1t might be argued that attributing the whole credence goods
markup to intentional misbehavior is an exaggeration as a nontri-
vial diagnosis effort is potentially an important component of this
markup. This is correct, of course. However, in our case, where the
manipulation is fairly easy to detect and the credence goods
markup varies substantially across expert providers and treatments,
it seems safe to conclude that intentional misbehavior is a major
driver of the markup.

5 We have to acknowledge that our design does not allow to disen-
tangle whether the main driver of discrimination is the refugee sta-
tus or the Syrian Arab ethnicity or a combination of both. Another
treatment dimension would be necessary to address this issue.

6 See Kerschbamer and Sutter (2017) and Balafoutas and Kerschbamer
(2020) for surveys.

7 The paper that comes closest to ours in this respect is Balafoutas
et al. (2013). In their experiment on the cheating behavior of taxi dri-
vers in Athens the authors let some passengers (the “locals”) only
state the destination and others (the “nonlocal natives”) state the
destination and ask the driver whether the driver knows the desti-
nation, adding as an explanation for asking unfamiliarity with the
city. Although the treatment with the nonlocal natives clearly
induces a credence good context, the treatment with the locals is
somewhat ambiguous as the interpretation by the driver depends
on the beliefs of the driver: It is plausible that the driver believes
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that the passenger stating only the destination is a local who knows
the city very well (in this case the ride would be considered as an
ordinary good), but it is equally plausible that the driver believes
that the passenger has less than perfect knowledge about the opti-
mal route (in this case, the ride would be considered as a credence
good). Our treatment manipulation is cleaner in this regard by leav-
ing almost no room for speculation on the side of the expert service
provider.

8 The studies of Ayres and Siegelman (1995) and Zussman (2013)
are exceptions as used cars are usually considered as experience
goods. By contrast, we study discrimination in a market for cre-
dence goods. For a discussion about the differences between experi-
ence goods and credence goods see Dulleck et al. (2011).

9 Anticipating the discussion in Section 4.3, we emphasize already
here that none of our mystery shoppers has a Kurdish background.
We included the fieldwork coordinator in the data collection pro-
cess as we considered it as important that the person we communi-
cate with has an exact idea about what goes on in the data
generating process.

10 We control for the potential influence of individual characteristics
of the mystery shoppers in a regression model (see Table 3 in Sec-
tion 4.2). Furthermore, Table A.2 in Online Appendix A shows the
average price for each mystery shopper grouped by treatment.

" Because of the various time constraints of the mystery shoppers
it was not possible to have also a balanced sample in this
dimension.

2 We conducted an ex ante power analysis focusing on the discrim-
inatory markup in the credence goods context with the following
assumptions: We estimated a repair price of 110 TRY with a stan-
dard deviation of 40 TRY for members of the majority. For members
of the minority we estimated that the repair price would increase,
on average, by 20 Try to 130 TRY with a standard deviation of
50 TRY. The resulting power analysis (adjusted for a one-sided
test) stated that we will get a power of 71% for a total sample size
of 100 (50 observations per treatment) and that is what we
preregistered.

31n 2018, Apple ranks as the second largest smartphone vendor in
Turkey with a market share of about 17% (see https://mashable.
com/article/turkey-iphone-ban-apple-hurt, accessed July 7, 2023).
At the same time, an iPhone 5s in 2018 is considered as a reasonable
choice within the lower price segment (see https://beetelbite.com/
apple-iphone-5s-in-2018/ or https://blog.beforward.jp/electronics/
used-iphone-5s-be-forward.html, accessed July 7, 2023). Therefore,
we do not think that this phone model signals something extraordi-
nary like a high social status to the repair shops and it is plausible
that a Syrian Refugee owns such a model.

1 See https://tech.co/phones/iphone-troubleshooting-fix-common-
problems #iphone-wont-charge, accessed July 12, 2023.

15 Gee https: //www ifixit.com/Guide/iPhone+5s+Lightning+Connector+
Replacement/20261, accessed July 12, 2023.

'8 This is also true the other way around and for the sake of experi-
mental control we decided to stop the interaction of the mystery
shopper and the repair shop in case the mystery shopper realized
that the shop staff was not a Turkish citizen. This seemed necessary
because otherwise the distinction between immigrant and native in
the expert-customer relationship could be blurred or even reversed.
The resulting cancellations and shops that were not existing any-
more led to a deviation from our preregistration plan with respect
to the number of observations (163 instead of 200).

7 We recorded each mystery shopper reciting the script and Turk-
ish native speakers confirmed that the Arabic accent is immediately
noticeable and that it is easy to distinguish the Turkish and Syrian
mystery shoppers. Given that our mystery shoppers communicated
with the repair shops in broken Turkish it seems plausible that the

mystery shoppers are perceived as immigrants who are in Turkey
for a longer period of time as it is not usual that Syrian Arabs are
able to speak Turkish immediately.

18 Gee https://www.oecd.org/cfe/regionaldevelopment/resilient-
cities-antalya.pdf and https://www.hurriyetdailynews.com/kurds-
still-migrating-to-western-turkish-cities-46198, accessed July 12, 2023.

19 See hitps://www.refworld.org/docid/4feadcd02.html or https://
stockholmcf.org/3-kurdish-university-students-injured-in-allegedly-
racist-attack-at-antalya-university /, accessed July 12, 2023.

20Gee https: //www.americanprogress.org/article/ turkeys-refugee-
dilemma/, accessed May 17, 2023.

2! Turkey has an informal sector size of about 30% (relative to the
GDP) and it is estimated that about 1 million Syrians are working
informally (https://www.worldeconomics.com/National-Statistics /
Informal-Economy/Turkey.aspx and https: // reliefweb.int/report/
turkey /syrian-refugees-perceptions-formal-labour-market-southeast-
turkey, accessed May 12, 2023).

22 5ee  https://www.crisisgroup.org/europe-central-asia/ western-
europemediterranean/turkey /248-turkeys-syrian-refugees-defusing-
metropolitan-tensions, accessed May 17, 2023. In addition to these
reasons, there is also a broader political context why Kurds view the
large influx of Syrian Arab refugees into Turkey with suspicion. (1)
Many see the situation as an attempt by Turkish President Recep
Tayyip Erdogan to fundamentally alter the electoral balance in
favourably via the importation of a sympathetic Sunni Arab minor-
ity. (2) Kurds fear that Turkish-backed Arab forces are engaging in a
campaign of ethnic cleansing in Northern Syria, driving Kurds out
and encouraging the return of Syrian Arabs to the area. Public state-
ments by Erdogan himself and widely publicized human rights vio-
lations against Kurds by Syrian Arab factions trained and supported
by the Turkish government have provided some justification for these
fears (https://www.hrw.org/news/2019/11/27/syria-civilians-abused-
safe-zones, accessed May 17, 2023). When interviewed by Turkey’s
state-run TRT network, Erdogan depicted Turkey’s safe zone in North-
ern Syria as unsuitable for Kurds. “The people most suitable for
that area are the Arabs. These areas are not suitable for the lifestyle of
the Kurds,” Erdogan said (https://foreignpolicy.com/2019/11/08/
erdogan-wants-redraw-middle-east-ethnic-map-kurds-arabs-turkey-
syria/, accessed May 17, 2023).

2 Gee https: //www.setav.org/en/syrian-refugees-and-the-chps-culture-
of-hate/, accessed May 17, 2023.

24 Gee https: //www.opendemocracy.net/en/north-africa-west-asia/
antisyrian-racism-in-turkey/ or https://stockholmcf.org/another-
syrian-refugee-falls-victim-to-apparent-hate-crime/, accessed May 17,
2023.

2% Of these 157 observations, 152 shops repaired the mobile success-
fully, and as a consequence, the repair price was paid to the shops.
The remaining five shops (one in MAJ-ORD, two in MIN-ORD, and
two in MIN-CRE) are also included in our analysis because these
shops still provided a diagnosis and stated a repair quote. The
transactions with these shops were not completed because these
shops did not repair the mobile within the agreed time period
(three observations) or stated a price quote so high that it hurt the
sentiments of our Syrian experimenters (two observations).

26 1n addition, Table A.5 in Online Appendix A shows the mini-
mum, maximum, mean, standard deviation, and 10th, 25th, 50th,
75th, and 90th percentile for each treatment.

2"We apply one-sided tests whenever we formulated directed
hypotheses in Section 1.

28 In summer 2016 there was a failed coup attempt by the Turkish mili-
tary and as a consequence the Turkish government declared a state of
emergency until July 2018. Although the survey was conducted shortly
after the state of emergency has ended some shops preferred not to
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participate in a survey about immigration (which was and still is a polit-
ical topic) in this political context.

22 According to two-sided t tests and Mann-Whitney U tests, these
differences are not statistically significant for each service type in
isolation. However, a two-sided ¢ test reports p = 0.086 when com-
bining both service types, whereas the Mann-Whitney U test is still
reporting an insignificant result.

30 The stronger manifestation of general prejudices on the side of
Kurds could also be partly driven by the fact that the Kurds in our
sample have less years of schooling than the Turks (see Wagner and
Zick (1995) for further reading).

31 The theory of downward social comparison has been applied in
many different settings: The study of Branscombe and Wann (1994)
demonstrates that a threat to the own national identity leads to
reductions in collective self-esteem and derogation of other national
groups. Cadinu and Reggiori (2002) use the three-group paradigm
in the context of a framed field experiment where different profes-
sions represent the different status groups. The authors show that a
threat to the ingroup by a high-status outgroup would lead its
members to increase the level of derogation of a lower-status out-
group. Finally, the study of Fein and Spencer (1997) suggests that
derogating an already stereotyped target increases the self-esteem
among those individuals whose self-image had been threatened.

32 Actually, we even tried to learn from our mystery shoppers the
specific ethnicities of the sellers after each shop visit. Unfortunately,
it is not really possible to make distinctions amongst Turkish
natives based on observables like shop name or language as many
Kurds conceal their ethnicity because Kurds are often victims of dis-
crimination themselves (see Section 3.2 for a discussion). Therefore,
we were only able to filter out shops with non-Turkish natives as
these shops are easy to identify because of the language used.

33 For instance, healthcare expenditures alone account for about 10%
of GDP in a group of 16 OECD countries (https://www.oecd.org/els/
health-systems/health-expenditure.htm) and in the United States, the
finance sector accounts for about 8% of GDP (https://apps.bea.gov/
iTable/iTable.cfm?reqid=150&step=2&isuri=1&categories=gdpxind).
Links accessed on July 7, 2023.

34 Given that the main focus of our study was to investigate the
interaction between the credence goods markup and the discrimina-
tory markup, our study is underpowered to detect a relatively small
discriminatory markup in the ordinary goods market alone. This
implies that our finding of an insignificant discriminatory markup
in the ordinary goods market should not be interpreted as saying
that there is no such markup in this dimension. In this sense, our
insignificant result when it comes to discrimination in the ordinary
goods context is not necessarily in contrast with the results of the
studies mentioned in Section 2 that report such an effect.

35 The relationship between Kurds and Turks are the product of a
long and complex joint history between these two ethnicities, and
the possibility that Kurds may offset their unfavorable social posi-
tion by discriminating against low-status outgroups seems to be
rooted in basic social psychological processes. It is unlikely that an
intervention from a third party will change the minds of the
involved people in the short term.

38 Of course, the advice of getting informed might also be valuable
for members of the majority: If members of the majority reveal
knowledge of the source of the problem members of the majority
save, on average, 33 TRY or about 35% of the price for the ordinary
good. However, the cost-saving effect of becoming informed is
much larger for the members of the minority than for members of
the majority because the former can save not only the credence
goods markup but also the discrimination markup while the latter
can save only the credence goods markup.
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