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 MULTIPLE PRICE LIST

Risk aversion and incentive effects
CA Holt, SK Laury - American economic review, 2002 - pubs.aeaweb.org

Although risk aversion is a fundamental element in standard theories of lottery choice, asset
valuation, contracts, and insurance (eg, Daniel Bernoulli, 1738; John W. Pratt, 1964;
Kenneth J. Arrow, 1965), experimental research has provided little guidance as to how risk ...
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HOLT AND LAURY

(2002)

Table 3.1. A Menu of Lottery Choices Used to Evaluate Risk Preferences

Option A

Option B

Your
Choice
AorB

Decision 1

Decision 2

Decision 4

Decision 5

Decision 6

Decision 10

$40.00 if throw of die is 1
$32.00 if throw of die is 2-10

$40.00 if throw of die is 1-2
$32.00 if throw of die is 3-10

$40.00 if throw of die is 1-4
$32.00 if throw of die is 5-10

$40.00 if throw of die is 1-5
$32.00 if throw of die is 6-10

$40.00 if throw of die is 1-6
$32.00 if throw of die is 7-10

$40.00 if throw of die is 1-10

$77.00 if throw of die is 1
$2.00 if throw of die is 2-10

$77.00 if throw of die is 1-2
$2.00 if throw of die is 3-10

$77.00 if throw of die is 1-4
$2.00 if throw of die is 5-10

$77.00 if throw of die is 1-5
$2.00 if throw of die is 610

$77.00 if throw of die is 1-6
$2.00 if throw of die is 7-10

$77.00 if throw of die is 1-10
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Table 3.1. A Menu of Lottery Choices Used to Evaluate Risk Preferences

Your
Choice
Option A Option B AorB

S $40.00 if throw of die is 1 $77.00 if throw of die is 1
SCsion $32.00 if throw of die is 2-10  $2.00 if throw of die is 2-10

$40.00 if throw of die is 1-2 $77.00 if throw of die is 1-2

Decision 2
S $32.00 if throw of die is 3-10  $2.00 if throw of die is 3-10
Dacaerd $40.00 if throw of die is 1-4 $77.00 if throw of die is 1-4
$32.00 if throw of die is 5-10  $2.00 if throw of die is 5-10
SedicanE $40.00 if throw of die is 1-5 $77.00 if throw of die is 1-5
$32.00 if throw of die is 6-10  $2.00 if throw of die is 610
1 $40.00 if throw of die is 1-6 $77.00 if throw of die is 1-6
Decision 6

$32.00 if throw of die is 7-10  $2.00 if throw of die is 7-10

Decision 10  $40.00 if throw of die is 1-10  $77.00 if throw of die is 1-10
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Table 3.2. Optimal Decisions for Risk Neutrality and Risk Aversion

Risk Neutrality Risk Aversion (r= 0.5)

Probability Expected Payoffs for U(x) = x Expected Utilities for U(x) =
of the High Safe Risky Safe Risky

Payoff $400or $32  $77 or $2 $40 or $32 $77 or $2
0.1 $32.80 $9.50 D 215
0.2 $33.60 $17.00 57 2.89
0.3 $34.40 $24.50 5.86 3.62
0.4 $35.20 $32.00 5.92 4.36
05 $36.00 $39.50 597 5.09
0.6 $36.80 $47.00 6.06 5.83
D/ $37.60 $54.50 6.12 6.57
0.8 - $38.40 $62.00 619 7.30
0.9 $39.20 $69.50 6.26 8.04

1.0 $40.00 $77.00 6.32 Bl /
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Figure 3.2. Percentages of Safe Choices with Real Incentives

(20x) and Hypothetical Incentives. Source: Holt and Laury (2002).
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Table 3.3. Average Numbers of Safe Choices: Order and Incentive Effects

Experiment Incentives 1% 20x 50x 90x
Holt and Laury (2002) Real 2 o B 6.8° 728
208 subjects & 8
Hypothetical A e Sl e 2
Holt and Laury (2005) Real 5475 6.7°
168 subjects Hypothetical 5:6° 575

Key: Superscripts indicate Order (* = 1st,® = 2nd, © = 3rd, ¢ = 4th)
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Figure 3.3. The Holt and Laury (2005) Experiment with No Order Effects
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RizEsm 3 : Cohn, A, Fehr, E., & Maréchal, M. A. (2017). Do
professional norms in the banking industry favor risk-
taking?. The Review of Financial Studies, 30(11), 3801-
3823.
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Holt, C. A. (2019). Markets, games, and strategic behavior: An
introduction to experimental economics. Princeton University
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