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SESSION OVERVIEW
The endowment effect, introduced by Thaler (1980), follows 

from two fundamental findings of Tversky and Kahneman (1981): 
(i) reference-dependent preferences that (ii) reveal loss aversion, 
a heightened sensitivity to losses relative to gains.  Though much 
is now understood about reference-dependent preferences and loss 
aversion, many important questions remain for marketers. For ex-
ample, although it is clear that preferences are often reference-depen-
dent, it is less clear how reference points develop and change over 
time. Moreover, although many researchers have identified behavior 
consistent with loss aversion, we know little about the explanatory 
power of loss aversion (versus competing accounts) across contexts, 
and the cognitive underpinnings of loss aversion. The objective of 
this session is to discuss emerging research into the nature of owner-
ship and loss. 

The four papers included in this session are all in late stages of 
completion (one working paper and three papers in advanced rounds 
of review). The first two papers focus on the source and malleabil-
ity of reference points, and the latter two papers focus on the ex-
planatory power and nature of loss aversion. Ericson will begin by 
presenting experiments that tease apart competing explanations for 
reference point formation (ownership versus recent expectations). 
He finds that recent expectations about owned goods (e.g., expect-
ing not to receive them) attenuates the endowment effect, suggesting 
that reference points are not strictly determined by actual ownership. 
Then Paolacci will present experiments demonstrating that the en-
dowment effect can be reduced by forcing owners to consider trading 
for “intermediate alternatives.” His studies reveal that participants 
who trade their endowment for an intermediate alternative actually 
shift their reference point to that intermediate. Even participants who 
reject a trade to an intermediate option are affected by considering 
it—their reference point is weakened. 

Moving the focus to loss aversion, Mishra will then present 
experiments that physiologically manipulate perceived ownership 
to examine whether the endowment effect is best explained by loss 

aversion or by ownership-induced attachment. She argues for a more 
nuanced view of the underlying process—endowed participants 
are strongly influenced by attachment whereas non-endowed par-
ticipants are influenced by reference-dependence and loss aversion. 
Finally, Johnson will present research demonstrating that loss aver-
sion is neither a simple constant, nor simply a function of individuals 
or attributes. Using a large-scale field experiment where individual 
measures of loss aversion for several attributes of a product are de-
veloped, he shows that much of the variance in loss aversion can be 
explained by the consumer’s knowledge of the attribute and the at-
tribute’s importance to the consumer. 

We expect these papers will provoke productive discussions 
about the nature of loss aversion, ownership, and reference points. 
This session will appeal to a wide range of consumer behavior schol-
ars and especially those interested in the endowment effect, loss 
aversion, spending behavior, behavioral economics, and decision-
making. 

Expectations as Endowments: Evidence 
on Reference-Dependent Preferences from 

Exchange and Valuation Experiments

ExTENDED ABSTRACT
Evidence from a variety of settings indicates that people are loss 

averse: they dislike losses much more than they enjoy equal-sized 
gains. Yet little is known about the determination of the reference 
points relative to which gains and losses are defined. Kahneman and 
Tversky’s (1979) highly influential prospect theory, where loss aver-
sion was first introduced, left the reference point imprecise. It has 
often been taken to be the status quo (Samuelson and Zeckhauser 
1988), meaning that individuals are reluctant to give up things they 
currently possess. An alternative view, advocated by Kőszegi and 
Rabin (2006, 2007, 2009), is that reference points are determined 
by recent expectations about outcomes, which need not correspond 
to the status quo. Since the status quo often determines expectations, 
much existing evidence is consistent with either alternative. How-
ever, the implications of loss aversion frequently differ depending 
on the assumed reference points. This study provides new experi-
mental evidence that reference points are determined, at least in part, 
by expectations: people appear loss averse around their expected 
outcomes.

We present two experiments in which we manipulate expecta-
tions separately from endowments. Our first experiment tests wheth-
er expectations affect exchange behavior. We endow all subjects with 
the same item (a mug), and randomize the probability that they will 
be allowed to exchange that item for an alternative (a pen). We find 
that subjects who are more likely to expect to keep their endowed 
item (because they have a low probability of being allowed to ex-
change) are more likely to choose to keep their item if given the 
opportunity to exchange. This finding is predicted if individuals have 
expectation-based reference points, but not by theories that identify 
the reference point with the status quo or by theories in which prefer-
ences do not depend on reference points. It suggests that the expecta-
tion of continued ownership, rather than current formal ownership 
per se, induces a reluctance to part with possessions (a phenomenon 
Thaler [1980] called the “endowment effect”). As a consequence, 
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loss aversion need not impede transactions that individuals expect 
to occur.

Our second experiment measures the effect of expectations on 
subjects’ monetary valuation of an item. Subjects are not initially en-
dowed with any item, but learn that they will receive a mug for free 
with either high (80%) or low (10%) probability. All subjects also 
know that with probability 10%, they instead have a choice between 
the mug and money. We elicit their mug/money choices for varying 
amounts of money, which gives a measure of their willingness-to-
accept (WTA) for the mug. To increase the precision of our estimated 
treatment effect, we also elicit WTA for an unrelated item, a pen. 
This allows us to proxy for idiosyncratic factors that affect valua-
tion of university merchandise.  We estimate that subjects who were 
randomly assigned to have a high expectation of leaving with the 
mug value the mug about 20-30% higher than subjects who were less 
likely to leave with the mug, an effect that is both statistically and 
economically significant.

Moreover, we also conduct a variation of our second experi-
ment to untangle whether expectations matter because people expe-
rience gains and losses with respect to a reference point, or because 
likely ownership of an item increases individuals’ estimates of its 
consumption utility. According to the former theory, expectations 
should only affect the valuation of the mug currently in a person’s 
reference point. The latter theory, which we refer to as “motivated 
taste change”, instead predicts that expecting to own one mug should 
also increase the valuation of a second, identical mug. We do not find 
any evidence that motivated taste change is the source of our results: 
subjects’ expectations of getting one mug do not affect their valua-
tion of a second mug conditional on getting the first mug.

The Intermediate Alternative Effect: Considering a Small 
Tradeoff Increases Subsequent Willingness 

to Make Large Tradeoffs

ExTENDED ABSTRACT
Countless studies have demonstrated that ownership of a good 

makes decision-makers reluctant to trade that good for an alternative. 
This “endowment effect” (Thaler 1980) is most often interpreted as 
a manifestation of reference-dependent preferences that exhibit loss 
aversion—the tendency for losses to have greater hedonic impact 
than comparable gains (e.g., Tversky and Kahneman 1981). We in-
troduce a straightforward method to reduce the common reluctance 
to trade an endowment for a “target alternative.” We propose that 
the process of deciding whether or not to trade the endowment for 
an “intermediate alternative” (an option that possesses some char-
acteristics of the endowment and some characteristics of the target 
alternative) subsequently reduces the extent to which trading for the 
target alternative is viewed as a loss, which in turn stimulates trad-
ing. We hypothesize that this “intermediate alternative effect” oper-
ates by weakening the extent to which one’s endowment is treated as 
a reference point. In addition, if the intermediate is actually adopted, 
the reference point shifts in the direction of the target alternative. 

The notion that considering (even rejecting) an intermediate al-
ternative can weaken one’s reference point is consistent with work 
demonstrating that individuals with extensive trading experience, 
such as professional sports card dealers (List 2003) and real-estate 
investors (Genesove and Mayer 2001), are less affected by loss aver-
sion. Facing an opportunity to trade one’s endowment for an inter-
mediate alternative might instill a “trading mindset,” reducing the 
extent to which one’s endowment represents one’s reference point 
(cf. Knetsch and Wong 2009). This should, in turn, make the pros-
pect of trading one’s endowment feel like less of a loss. 

Moreover, when people actually trade for the intermediate al-
ternative, their reference point should shift toward the target, which 
should in turn increase the attractiveness of the target. This intuition 
builds on prior work demonstrating that similarity between alterna-
tives reduces the reluctance to trade (Chapman 1998). Thus, people 
who refuse to “leap” from their endowment to a distant target alter-
native might instead “walk” to it. 

Study 1 tested our basic behavioral hypothesis that people who 
consider trading their endowment for an intermediate alternative will 
subsequently be more likely to trade for a distant (target) alternative 
than people who do not initially consider the intermediate alterna-
tive. In a hypothetical concert scenario, participants were endowed 
with a set of four seats in a theater and were asked whether they 
would trade that set for an alternative set. The endowment was a set 
of side-by-side seats in the back of the theater, and the “target” was 
a set of completely separated seats in the front row, or vice versa. In 
the Baseline condition, participants were asked whether they wanted 
to trade their endowment for the target. In the Intermediate condi-
tion, participants decided whether they wanted to trade their endow-
ment for an intermediate alternative (a set of partially separated seats 
in the middle of the theater) before deciding whether they wanted 
to trade for the target. As predicted, participants were significantly 
more likely to trade for the target in the Intermediate condition than 
the Baseline condition (47% vs. 30%). 

Study 2 used real choices and examined whether trading for 
the intermediate shifts one’s reference point or merely weakens it. 
The endowment was two bags of attractive M&M’s (custom-printed 
with the school’s logo), and the target was four bags of unattract-
ive M&M’s (custom-printed with a spider picture), or vice versa. 
There were three conditions: Baseline, Intermediate, and Parallel. 
The Baseline condition was the same as in Study 1. In the Intermedi-
ate condition, participants first decided whether they wanted to trade 
their endowment for an intermediate alternative (one attractive bag 
and two unattractive bags). In the Parallel condition, participants first 
decided whether they wanted to trade their endowment for a “paral-
lel” alternative that differed only slightly from the endowment (dif-
fering only in the extent to which the picture was outlined vs. filled 
with color). Overall, consistent with Study 1, trading was signifi-
cantly greater in the Intermediate condition than the Baseline condi-
tion (47% vs. 25%), with the Parallel condition falling in between 
(35%). When we focused only on participants who adopted either 
the intermediate or the parallel alternative, we found that intermedi-
ate-adopters were significantly more likely than parallel-adopters to 
subsequently trade for the target (63% vs. 33%). Because adopting 
the parallel alternative can only weaken one’s reference point, but 
not shift it in the direction of the target, this significant difference 
suggests that adopting the intermediate alternative does not merely 
weaken the reference point, but shifts it as well. 

Study 3 provided a more sensitive test of the reference point 
dynamics underlying the intermediate alternative effect. It was a 
concert scenario similar to Study 1, and there were three conditions: 
Baseline, Intermediate, and No Endowment. In the Baseline condi-
tion, participants were endowed with a set of side-by-side seats that 
were moderately far from the stage. They were then asked to imagine 
that they had to move to a set of side-by-side seats in the back row 
(even further back than the endowed set), and were asked how satis-
fied they would be with those seats. In the Intermediate condition, 
participants were first asked whether they wanted to move to a set of 
partially separated seats in the middle of the theater, and were then 
asked how satisfied they would be with the back-row seats. In the 
No Endowment condition, participants were simply asked how satis-
fied they would be with the back-row seats. Intermediate-adopters 


