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Riskless vs. Risky choices

Loss aversion—the psychological propensity that losses loom 
larger than equal sized gains relative to a reference point—can 
occur in riskless and in risky choices, as argued in two seminal 
papers by Amos Tversky and Daniel Kahneman (Kahneman & 
Tversky, 1979; Tversky & Kahneman, 1991).



Riskless vs. Risky choices

v An example for loss aversion in riskless choice is the 
‘endowment effect’.

vAn example of loss aversion in risky choices is the 
observation that people reject small-scale gambles that have 
a positive expected value but may involve losses.
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A lab-in-the-field experiment
v A lab-in-the-field experiment with a large non-student sample (660 
randomly selected customers of a car manufacturer)

v Lab-in-the-field experiments lie on a continuum between standard lab 
experiments and field experiments, and that they typically contain elements of 
both(Eckel & Londono, 2020, “How to tame lab-in-the field”).
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Measuring loss aversion in riskless task
v The riskless task is an endowment effect experiment 
where the ‘willingness-to-accept’(WTA) and the 
‘willingness-to-purchase’ (WTP) are elicited.

vThe gap between WTA and WTP has been 
interpreted as evidence for loss aversion in riskless 
choice.



Measuring loss aversion in riskless task

Coefficient of Loss Aversion= " = !"#
!"$

For example, using data from the mug experiments 
" = 5.75/2.25 = 2.6
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An incentive to report true value



Measuring loss aversion in risky choice task
v The risky choice task consists of six simple low-stake lotteries with 
a 50–50 chance of a fixed gain of €6 and losses that vary from €2 
to €7.

v Subjects must indicate for each of the six lotteries whether they 
want to play this lottery or not.

v In case they reject a lottery their payoff is zero.
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Measuring loss aversion in risky choice task

We can determine loss aversion in the risky choice task by applying prospect 
theory. A decision maker will be indifferent between accepting and rejecting 
the lottery if, for the amount ! gain and amount " loss:

# 0.5 ' ! + # 0.5 ' −" = 0
# 0.5 ' ! + # 0.5 [−,' " ] = 0

, = '(!)/'(")
If we assume '( . ) is linear, then the coefficient of loss aversion , = !/".
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Measuring Loss Aversion in risky choice task
v We measured the coefficient of loss aversion from answers to whether you 
would accept a bet with a 50% chance to win G , and a 50% chance to lose 
L , where:

Coefficient of Loss Aversion = !" for the smallest G given a fixed L, OR for 

the largest L given a fixed G

v Loss aversion coefficient or ratio is generally found in range 1.5  to 2.5.
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