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Abstract 

 

Mandatory arbitration clauses are now included in almost every contract that a consumer signs 

with a large corporation, such as banks, insurance companies, and cable and internet providers. 

Because these clauses are typically hidden in the fine print, consumers may have a limited 

understanding of these clauses, and under current law, consumers also have little recourse to 

fight mandatory arbitration clauses. As a result of these factors, little is known about consumers’ 

demand for services and products without such clauses. This project will be among the first to 

examine consumers’ understanding of mandatory arbitration, provide estimates of consumers’ 

willingness to pay for contracts without mandatory arbitration, and correlate how the provision 

of information changes consumers’ willingness to pay for contracts without mandatory 

arbitration.  

 

I. Introduction  

 
This project will address the following research questions: 

1. Are consumers aware of mandatory arbitration clauses and their related rights? 

2. How much are consumers willing to pay to avoid mandatory arbitration clauses? 

3. Can improved information change the willingness to pay to avoid mandatory arbitration 

clauses? 

 

To execute this, we will conduct a survey with an embedded experiment using the RAND 

American Life Panel (ALP). Respondents will answer questions designed to measure their 

awareness, beliefs, and perceptions of mandatory arbitration clauses for a range of services and 

products. We will also ask about their willingness to pay to avoid these clauses via an embedded 

experiment, which will randomly provide certain respondents with information about mandatory 

arbitration.1 We will field our survey to a probability sample representative of the general 

population, enabling us to examine heterogeneity by certain demographic groups and how 

respondents’ answers correlate with past surveys fielded in the ALP. 

 
1 Throughout the survey, we will allow respondents to skip answering individual questions, in keeping with 

Institutional Board Review protocols, which require that individuals not be forced to answer questions.  
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II. Experimental Design  
 

Research Question 1: Are consumers aware of mandatory arbitration clauses and their related 

rights? 

 

To answer this research question, we will elicit respondents’ overall familiarity with, 

exposure to, and understanding of mandatory arbitration. These include questions about whether 

they have ever heard of arbitration in general and mandatory arbitration, how often they read 

terms of service when signing up for new products or services, and how enforceable they believe 

these terms of service are. We will also elicit whether respondents have signed mandatory 

arbitration agreements in the past by identifying products and services which they assume 

financial responsibility for. At the end of the survey, we include three similar questions to those 

from a prior survey (Sovern et al. 20152) which elicits consumers’ understanding about the 

implications of mandatory arbitration; by repeating similar questions, we will be able to compare 

whether consumer knowledge has changed over time between these two samples.  

 
Research Question 2: How much are consumers willing to pay to avoid mandatory arbitration 

clauses? 
 

To measure willingness to pay to avoid mandatory arbitration, we will use an iterative 

multiple price list strategy.  Multiple price lists are a method developed in experimental and 

behavioral economics to identify willingness to pay. Suppose product A is a contract with 

mandatory arbitration and product B is an otherwise identical contract without mandatory 

arbitration. Respondents are asked to compare these two products (A and B) at multiple price 

points and assess which product they would choose at each pair of prices. By making a selection 

in each row of the table, the researcher can identify how much more (or less) respondents are 

willing to pay for product B relative to product A.  The value where a respondent switches from 

choosing product B to choosing product A identifies the willingness to pay. This willingness to 

pay is calculated by taking the last price point for product B minus the price of product A. 

 

We use an iterative multiple list price experiment, which works as follows. Suppose a 

respondent is willing to pay $41 but not $42 for product B (the contract without mandatory 

arbitration). We will then ask the respondent to further refine her willingness to pay by providing 

price points between $41 and $42.  This iterative element will allow us to obtain more precision 

in the willingness to pay estimate and to estimate very low marginal willingness to pay (less than 

$1).3  

 

For the most part, people respond to these questions monotonically; we will consider 

different methods for respondents that do not respond monotonically, such as removing them 

from the analysis sample, taking the lowest switch point in identifying their willingness to pay, 

 
2 Sovern, Jeff, Elayne E. Greenberg, Paul F. Kirgis, and Yuxiang Liu. “Whimsy little contracts with unexpected 

consequences: An empirical analysis of consumer understanding of arbitration agreements.” Md. L. Rev. 75 (2015): 

1. 
3 Respondents are given the option of not answering questions. In the event that no values are selected, the iterative 

stage does not occur.  In the event that the respondent’s answers are non-monotonic, the iterative stage defaults to 

the highest price chosen for contract B as the starting point.  
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or taking their highest switch point in identifying their willingness to pay. If a respondent says 

that she would choose product B (without mandatory arbitration) at all price points, a follow-up 

question is asked to assess whether (s)he would switch to product A (with mandatory arbitration) 

at an even higher price point. If a respondent says she would always choose product A (with 

mandatory arbitration), the iterative stage is not relevant and thus not shown. 

 

We have selected four products for each consumer: mobile phone service, credit cards, 

either renter’s or homeowner’s insurance (depending on whether the respondent is a homeowner 

or a renter), and car insurance (asked only of those who own or lease a car).  These products 

were selected to represent a range of prices and contract duration. While each price may differ 

from the true costs that an individual pays for these products, they are within the realm of 

reasonable costs. We anchor the price of the contracts with mandatory arbitration at $20 per year 

for credit cards4, $40 per month for cell phones, $150 per year for renter’s insurance or $150 per 

month for homeowner’s insurance, and $80 per month for car insurance.5 We randomize the 

order in which a given respondent sees the four products, to minimize order effects on our 

estimates of willingness to pay. As mentioned, if the respondent answers that she does not own 

or lease a car, she is not shown any of the questions about car insurance. If the respondent 

entirely skips questions about any of the products (it is permitted to do this in accordance with 

IRB approval), she is not shown any of the questions for which she did not provide an answer.  

 

Given the relatively low probability that a dispute will rise to a level that requires 

arbitration or a lawsuit, our hypothesis is that the average willingness to pay to avoid mandatory 

arbitration will be low.  As a result, our multiple price lists have prices that increase in $1 to $5 

increments depending on the product.  While our multiple price list strategy could fail to 

distinguish those with very high willingness to pay, we believe with a second iteration we will be 

able to capture willingness to pay within $1 (or $5) for the vast majority of respondents who 

assess a positive value to avoiding mandatory arbitration (since few should be willing to pay 

more than 25% of the base price to avoid mandatory arbitration).  At equal prices, the product 

without mandatory arbitration should strictly dominate the product with mandatory arbitration, 

since a customer can always choose arbitration (i.e., arbitration is always in the individual’s 

option set), and so we allow only a few increments below the anchored price for the product with 

mandatory arbitration. Should someone not appreciate that mandatory arbitration strictly 

dominates at the same (and lower) prices, we will consider doing the analysis multiple ways, 

such as removing these individuals from the analysis sample, treating these individuals as having 

a 0 willingness to pay, or including them in the sample as is (with a negative willingness to pay).  

 

 
4 It is important to note that there are credit card companies that offer cards without mandatory arbitration, and there 

are cards that offer new customers the option to opt out in the first month or two of being a customer (depending on 

the company); however, long-standing customers are not offered this option. 
5 We benchmarked these fees with average fees in the market for each product. Note that the annual fee for credit 

cards is lower than most existing annual fees, but represents an average of the expected fee including cards that have 

no fee at all.  Cell phone costs are reasonable for contracts that have multiple phones on one contract.  Estimates of 

average renter’s and homeowner’s insurance policy costs suggest that the renter’s insurance cost is probably a little 

on the low side, while the homeowner’s cost is a little on the high side, but we wanted the shown dollar amount to 

be equivalent (although the time period is different). Car insurance costs vary dramatically by state and level of 

coverage, this estimate is lower than average costs, but because the lowest costs in some states are very low, we did 

not want to the average to be too high for people living in those states. 
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One we have calculated willingness to pay to avoid mandatory arbitration, we will assess 

what characteristics may affect willingness to pay. These include knowledge of mandatory 

arbitration clauses, potential exposure to these clauses through ownership or contracts with 

specific product types, demographic characteristics (e.g., gender, race/ethnicity, age, 

socioeconomic status), and respondent characteristics (e.g., numeracy, financial literacy).  

 
Research Question 3: Can improved information change the willingness to pay to avoid 

mandatory arbitration clauses?  
 

Our research will also test how the provision of information about mandatory arbitration 

clauses influences willingness to pay by conducting a randomized experiment within the survey.  

This builds off of existing literature (Sovern et al. 2015), which finds that even after reading a 

contract that included a mandatory arbitration clause, many did not understand their rights to sue 

under the contract.  

 

We will execute this analysis by randomizing respondents into one of three conditions 

prior to the willingness to pay questions: the control, which provides no additional information, 

and two treatments that present additional information explaining mandatory arbitration.  The 

first treatment explains what mandatory arbitration is in typical legal writing, and the second 

treatment explains what mandatory arbitration is in plain language. These conditions are listed 

below:  

 

Control (no information): “Many organizations include a mandatory arbitration clause 

in the terms and conditions that you agree to when you purchase a product or sign up for 

a service.” 

 

Treatment 1 (legal language): “Many organizations include a mandatory arbitration 

clause in the terms and conditions that you agree to when you purchase a product or sign 

up for a service. These agreements state:  

In the event a dispute shall arise between the parties to this [contract, lease, etc.], it is 

hereby agreed that the dispute shall be referred to United States Arbitration and 

Mediation for arbitration in accordance with United States Arbitration and Mediation 

Rules of Arbitration. The arbitrator’s decision shall be final and binding and judgment 

may be entered thereon. In the event a party fails to proceed with arbitration, 

unsuccessfully challenges the arbitrator’s award, or fails to comply with arbitrator’s 

award, the other party is entitled of costs of suit including a reasonable attorney’s fee for 

having to compel arbitration or defend or enforce the award.” 

Treatment 2 (plain language): “Many organizations include a mandatory or binding 

arbitration clause in the terms and conditions that you agree to when you purchase a 

product or sign up for a service.  

 

These agreements state that rather than going to court, the company can decide that 

disputes will be settled by an arbitrator. In that case, you give up your right to sue the 

company in small claims court, a court of law, or in a class action suit.” 
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The readability score for the control is equivalent to a 14.6 grade level.  The readability 

level for the additional language included in treatment 1 is equivalent to a 19.5 grade level. The 

readability level for the additional language in treatment 2 (compared to the control) is 

equivalent to an 8.8 grade level. The readability level in treatment 2 is in line with well-designed 

surveys which typically aim for a 9th grade reading level to reflect the fact that the general 

population includes those who read at a lower level and because survey respondents may not pay 

careful attention when reading more difficult material. 

 

III. Empirical Strategy 
 

Research Question 1:  

 

For the questions which ask overall familiarity with, exposure to, and understanding of 

mandatory arbitration (Research Question 1), we will assess mean and median values for the 

responses along with the standard error. For questions which have non-binary responses, we will 

present both summary metrics (e.g., mean / median), as well as the distribution of answers.  

 

Research Question 2:  
 

For the questions which ask about consumers’ willingness to pay to avoid mandatory 

arbitration (Research Question 2), we will identify the “switch point” where each of the 

respondents moved from choosing to purchase the contract without mandatory arbitration to the 

contract with mandatory arbitration (e.g., the highest price at which the individual prefers 

contract B). We can then subtract the price of contract A from the average switch point across 

respondents to calculate the average willingness to pay for a contract without mandatory 

arbitration, and we can calculate the associated standard error. Analogously, we can run the 

following regression in Stata at the respondent level i, which will also enable us to capture the 

average switch point and the associated standard error:  

 
             𝑅𝑒𝑔𝑟𝑒𝑠𝑠 𝑆𝑤𝑖𝑡𝑐ℎ𝑝𝑜𝑖𝑛𝑡𝑖                [1] 

 

where 𝑆𝑤𝑖𝑡𝑐ℎ𝑝𝑜𝑖𝑛𝑡𝑖 is a continuous i x1 vector reflecting the switch point for each respondent i. 

The constant term 𝛽0 produced from this regression reflects the average switch point. We will 

subtract the price of contract A to calculate the average willingness to pay.   Our primary 

specifications will execute this regression separately for each of the four products because we 

expect individuals to have different priors about how hard it is to deal with different types of 

companies, and therefore how likely they are to have a dispute with these companies. In 

secondary specifications, we will also explore pooling across all products to obtain a single 

willingness to pay estimate and to more easily test WTP differences between the four products.  
 

We will also perform similar regressions which enable us to determine how the average 

willingness to pay differs for different demographic groups:  
 

     𝑅𝑒𝑔𝑟𝑒𝑠𝑠   𝑆𝑤𝑖𝑡𝑐ℎ𝑝𝑜𝑖𝑛𝑡𝑖   𝐺𝑟𝑜𝑢𝑝𝑖                 [2] 
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where 𝑆𝑤𝑖𝑡𝑐ℎ𝑝𝑜𝑖𝑛𝑡𝑖 is a continuous i x1 vector reflecting the switch point for each respondent i, 

and 𝐺𝑟𝑜𝑢𝑝𝑖 is an i x1 vector reflecting membership in the given demographic group (1 or 0) for 

respondent i (e.g., Female).  In the above, the constant term 𝛽0 produced from this regression 

reflects the average switch point for the group with membership equal to 0 and the coefficient on 

𝐺𝑟𝑜𝑢𝑝𝑖 reflect the incremental effect on the switch point for those with group membership equal 

to 1. As above, we will subtract the price of contract A to calculate the average willingness to 

pay. Similar regressions to [2] will include continuous and dummy vectors for other respondent-

level characteristics.6 We can also include variables which indicate the order in which the 

product was presented to account for order effects.  
 

Research Question 3:  
 

Our research design will also enable us to distinguish differences between the different 

treatment arms. First, we will assess baseline differences in demographic and respondent 

characteristics across the three different treatment arms to determine whether the randomization 

was successful. We anticipate that there will be balance across these characteristics given our 

randomization procedure.   

 

Next, we will assess the impact of the provision of information on willingness to pay by 

including an indicator variable for being in a given treatment arm. This is given by the below:  

 
𝑅𝑒𝑔𝑟𝑒𝑠𝑠   𝑆𝑤𝑖𝑡𝑐ℎ𝑝𝑜𝑖𝑛𝑡𝑖   𝑇𝑟𝑒𝑎𝑡𝑚𝑒𝑛𝑡 1𝑖   𝑇𝑟𝑒𝑎𝑡𝑚𝑒𝑛𝑡 2𝑖                 [3] 

 

where the variables are defined analogously as those in [1] and [2]. The coefficient on 

  𝑇𝑟𝑒𝑎𝑡𝑚𝑒𝑛𝑡 1𝑖 and  𝑇𝑟𝑒𝑎𝑡𝑚𝑒𝑛𝑡 2𝑖 will allow us to identify the incremental effect on the switch 

point for those in the treated groups. As above, we plan to include demographic and other 

respondent-level characteristics to understand mediating factors.  

 

IV. Variables of Interest  
 

As discussed above, we will correlate the answers in our survey with standard 

demographic questions asked in the American Life Panel, such as gender, race/ethnicity, and 

age.  We will also connect our results with other respondent-level information from prior 

American Life Panel surveys such as respondent-level measures of cognitive skills.   

 

V. Sample Size  
 

We will field this survey to 1,500 ALP respondents, with 500 respondents in each 

treatment arm.  Given that we do not have any estimates or pilot data for willingness to pay for 

 
6 Alternatively, we could run regressions of the form: 𝑅𝑒𝑔𝑟𝑒𝑠𝑠  𝑆𝑤𝑖𝑡𝑐ℎ𝑝𝑜𝑖𝑛𝑡𝑖 if Group == 1 and 

𝑅𝑒𝑔𝑟𝑒𝑠𝑠  𝑆𝑤𝑖𝑡𝑐ℎ𝑝𝑜𝑖𝑛𝑡𝑖 if Group == 0.  
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consumer products, this sample size estimate is based off our experience with prior surveys.  

 

VI. Appendix  
 

The full survey instrument is available at: 

https://alpdata.rand.org/index.php?page=data&p=showsurvey&syid=576 

 

Screen shots of the survey instrument are presented below. 
 

 
 
 

 
 
 
 

https://alpdata.rand.org/index.php?page=data&p=showsurvey&syid=576


8 

 

 
 
 

 
 
 
 



9 

 

 
 
 

 
 
 



10 

 

 
 

 
 
 
 



11 

 

 
 
 

 
 

 



12 

 

CONTROL:  
 

 
 
 
TREATMENT 1:  
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TREATMENT 2:  
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