
control: People mistakenly believe that choosing the ticket made it more likely that
they would win the lottery (see also Tafarodi, Milne, & Smith, 1999). A desire to
avoid regret may also underlie the effect (Bar-Hillel & Neter, 1996). People may be
reluctant to exchange a lottery ticket they selected because they fear that the ticket
they sell will turn out to be the winning ticket. This explanation emphasizes the role
of the simulation heuristic and counterfactual thinking (Kahneman & Tversky, 1982a).

2. Choosing a Course of Action

People commonly select a course of action from among a range of alternatives. For
example, investors decide which of two stocks to buy, and medical patients choose
among various treatment options. In cases like these, we can begin to predict people’s
behavior by multiplying two factors: (1) the desirability of the outcome and (2) the
probability that the outcome will occur. The product, known as the expected-utility of
a decision, is a variation on the expectancy-value model (see Chapter 2).

In theory, people should always choose the option with the highest expected utility,
as it represents the most rational choice. However, people’s actual behavior deviates from
this rational approach to decision making. In particular, people tend to be risk averse for
gains. They prefer a certain, low payoff option to a low probability-high payoff one (i.e.,
a bird in the hand is worth two in the bush). In contrast, they are risk-seeking for losses.
Instead of accepting a certain, but low cost loss, they gamble on a less certain but poten-
tially more costly alternative (i.e., they will bet the farm to save the barn).

To understand these effects, imagine that you are given a choice between two
options, shown under problem 1 in the top half of Table 4.12: Either you will be given
$500 or you can play a game of chance in which you have a 25 percent chance of

Social Judgment 133

TABLE 4.12 Expected Utility for Two Choice Problems

Expected
Utility
(Probability �

Probability Value Value) Common Choice

PROBLEM 1: RISK AVERSION FOR 
GAINS
Option 1: You win $500. 1.00 $500 $500 Approximately 75% of

people choose this option.
Option 2: You have a 25% chance 0.25 $2,500 $625
of winning $2,500 (and a 75%
chance of winning nothing).

PROBLEM 2: RISK SEEKING FOR 
LOSSES
Option 1: You lose $500. 1.00 �$500 �$500 

Option 2: You have a 25% chance 0.25 �$2,500 �$625 Approximately 75% of
of losing $2,500 (and a 75% chance people choose this option.
of losing nothing).

Source: Kahneman and Tversky (1979).
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