

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		

		
            

		
		
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Myopic Loss Aversion Revisited: the Effect of Probability Distortions in Choice Under Risk

	
    
        
            
            







    
    










    
    
    
    











			
                    IEW Working Paper No. 249
 
        

    
	

	
	
		
		
			21 Pages
		
		

		Posted: 19 Feb 2007
		
		
		
	

	
		
			
			




	See all articles by Pavlo R. BlavatskyyPavlo R. Blavatskyy
Montpellier Business School
Ganna Pogrebna
University of Bonn - Institute of Business Administration I


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: December 2006

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		When the performance of a risky asset is frequently assessed, the probability of detecting a loss is high, which averts the loss averse investors. This effect is known as myopic loss aversion (MLA). This paper reexamines several recent experimental studies documenting the existence of MLA. A closer look at the experimental data reveals that the effect of MLA is largely neutralized by the overweighting of small probabilities and the underweighting of moderate and high probabilities. Remarkably, the two effects exactly balance each other out for conventional parameterizations of cumulative prospect theory. MLA alone cannot explain the observed investment decisions. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Myopic loss aversion, experiment, probability weight, prospect theory

	
	

	
    

    
	

	
	
		JEL Classification: D81, C91, D14

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Blavatskyy,  Pavlo R. and Pogrebna,  Ganna, Myopic Loss Aversion Revisited: the Effect of Probability Distortions in Choice Under Risk (December 2006). IEW Working Paper No. 249,  Available at SSRN: https://ssrn.com/abstract=754644 or http://dx.doi.org/10.2139/ssrn.754644 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Pavlo R. Blavatskyy (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Montpellier Business School  ( email )

			

			
			
				
				
				
					2300 Avenue des Moulins
Montpellier, 34080
France

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Ganna Pogrebna

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Bonn - Institute of Business Administration I  ( email )

			

			
			
				
				
				
					Adenauerallee 24-42
D-53113 Bonn
Germany

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      290

			

		
		
		
			Abstract Views

			    2,193

		

		
		 
		
			Rank

			  192,576

		

		
	


	
		
            
            	        4 Citations
		

	

	
		
			
				       19 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Financial Decision-Making and Portfolio Choice Under Behavioral Preferences: Implications for the Equity Home Bias Puzzle

                        
                            By
                                
                                
                                    
                                    Alessandro Magi
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Portfolio Choice with Loss Aversion, Asymmetric Risk-Taking Behavior and Segregation of Riskless Opportunities

                        
                            By
                                
                                
                                    
                                    Martin Vlcek
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Behavior Finance and Estimation Risk in Stochastic Portfolio Optimization

                        
                            By
                                
                                
                                    
                                    Jose L. B. Fernandes, 
                                    
                                
                                    
                                    Juan Ignacio PeÃ±a, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Optimal Portfolio Allocation Strategies with Dynamic Factor Models

                            
                                By
                                    
                                    
                                        
                                        Nikolaos S. Thomaidis, 
                                        
                                    
                                        
                                        Efthymios Roumpis, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Dynamic Behavioral Approach to Strategic Asset Allocation: Living with Uncertainty and Diverse Objectives

                            
                                By
                                    
                                    
                                        
                                        Paulo M. F. Cacella
                                         and 
                                    
                                        
                                        Jose L. B. Fernandes
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
