


Loss Aversion, Regret Aversion, and Safety

Decision Architecture Research Library Entry 04  ·  2

DECISION ARCHITECTURE RESEARCH LIBRARY
Foundations of Decision Science  ·  Entry 04

Loss Aversion, Regret Aversion, and Safety
Daniel Kahneman & Amos Tversky  ·  Knetsch & Thaler  ·  Loomes & Sugden  ·  Zeelenberg  ·  
Slovic  ·  Loewenstein et al.

Definition.  Loss aversion is the plain, stubborn truth that losing a dollar stings more than 

finding a dollar satisfies. Regret aversion is what happens when people steer their choices 

to dodge the later ache of realizing they picked wrong. And risk, as the evidence keeps 

insisting, is experienced more than it is computed; it's colored by dread, by the amount of 

control you feel you have, and by how sharply you can picture the hazard, not just by the 

naked odds. What ties these together is the downside. A possible loss gets weighed on its 

own balance, and that balance runs heavier, more personal, more guarded than the one 

people use for gains. This entry is about that imbalance, and why prospects can concede 

you're the better answer and still stay put.

The Incumbent Survives Another Review

I've been in a version of this meeting so often I could run it without notes. It's the annual 

manager review. The incumbent has lagged its benchmark for three straight years. The 

consultant has done the work and brought a genuinely stronger option, better process, better 

results, a cleaner match for the mandate. The committee looks at both. Heads nod. The 

challenger looks better. Everyone agrees.

Then, right on schedule, someone offers the phrase that ends the conversation while pretending 

to extend it: "Let's keep them on the watch list and revisit next quarter."

Motion passes. Chairs scrape. The incumbent, now twelve quarters into underperformance, 

earns the chance to underperform a thirteenth. And next quarter, experience says the watch list 

will behave exactly as watch lists behave, it will sit there, solemn and inert.

For a long time I treated that meeting as a malfunction. Later I realized it was functioning 

perfectly, just not in service of what the agenda claimed. The printed purpose was to choose the 

best manager. The real purpose was to make sure nobody in the room could be tagged with a 

change that later looked foolish. Keeping the mediocre incumbent is the kind of risk that rarely 

attaches to a single name. Switching to the stronger challenger is a decision that does.



Loss Aversion, Regret Aversion, and Safety

Decision Architecture Research Library Entry 04  ·  3

The evidence got weighed. Something else got weighed too, something not in the slide deck at 

all, the downside, in its own unit of measure, with a thumb pressed hard on the scale.

This entry is about the research behind that thumb.

The Asymmetry at the Center

Kahneman and Tversky's "Prospect Theory: An Analysis of Decision under Risk" 

(Econometrica, 1979) rewired how we describe real choice, and two ideas matter most here. 

People don't evaluate outcomes as final levels of wealth; they size them up as gains and losses 

relative to a reference point, usually the status quo. And the curve for losses is steeper than the 

curve for gains. In plain terms, a loss of a given size hurts more than an equal gain pleases.

Kahneman and Tversky's later cumulative model estimated that gap at roughly 2.25 to one. 

That is a useful way to picture the imbalance, not a fixed multiplier for every buyer. The 

downside can carry extra weight, and you don't make that extra weight disappear by doing 

better arithmetic on the upside.

"Loss Aversion in Riskless Choice" (Quarterly Journal of Economics, 1991) makes an extra 

point that matters in practice: this isn't limited to casino-style gambles. The pattern shows up in 

mundane exchanges where no probabilities are in play. Judging value from a reference point is 

a general habit of mind. Betting just made it visible first.

Kahneman, Knetsch, and Thaler made the idea visible in "Experimental Tests of the 

Endowment Effect and the Coase Theorem" (Journal of Political Economy, 1990). Hand 

someone a mug and, almost immediately, they may ask about twice as much to part with it as 

someone else will pay to acquire it. Ownership redraws the reference point. What you have 

becomes "normal," surrendering it registers as a loss. The exact size of the gap varies with the 

setting and method; the asymmetry is the point.

Swap the mug for an incumbent manager. When a firm considers replacing its current provider, 

the pain of a new hire failing is felt more intensely than the pleasure of a new hire 

outperforming. That asymmetry helps explain why so many underwhelming incumbents keep 

their accounts. Changes get scored against today's state, losses loom larger than gains, and 

people drift toward leaving things alone. Status quo bias gets its own treatment elsewhere. 

Here, the claim is narrower and sharper: the downside is doing the heavy lifting.

Thirty-five years in this business, and I still catch myself doing it.

The Fear of Having Chosen Wrong



Loss Aversion, Regret Aversion, and Safety

Decision Architecture Research Library Entry 04  ·  4

Not every downside is financial. Some of it is regret, the ache you imagine you'll feel if you later 

learn a different choice would have turned out better.

Loomes and Sugden formalized that intuition in "Regret Theory" (The Economic Journal, 1982). 

People picture the comparison between what they got and what they passed up, then they bake 

that anticipated regret into the decision before the outcome exists. An option that looks weaker 

on paper can still win if it protects the buyer from the regret they expect to carry.

That's the logic behind the old line that nobody ever got fired for buying the safe, established 

name. I've lost finals to that sentence. Every boutique that has pitched after a household brand 

has, too. If you haven't lost to career risk, you've never pitched an emerging manager. The safe 

choice wins because it's easier to defend when things go wrong. Being best matters less than 

anyone in the room likes to admit.

Zeelenberg adds the detail that makes this actionable. In "Anticipated Regret, Expected 

Feedback and Behavioral Decision Making" (Journal of Behavioral Decision Making, 1999), he 

shows that anticipated regret bites hardest when the decision maker expects feedback, when 

they think they'll find out what the rejected option would have delivered. If you'll see what you 

missed, you decide more defensively. If you'll never know, regret loosens its grip.

Investment committees live inside the worst version of that setup. Pass on a manager and the 

track record keeps printing, quarter after quarter, like a scoreboard for the road not taken. The 

rejected fund's returns show up again in the next packet, one column away from the pick you 

defended. Zeelenberg would predict peak caution in that environment, and anyone who has 

watched a watch list limp through four reviews knows the prediction holds.

Risk Is Felt, Not Computed

Slovic's work keeps making the same uncomfortable point: perceived risk doesn't line up neatly 

with probability times magnitude. In The Perception of Risk (2000), the psychometric approach 

comes through clearly. What makes something feel risky is its character, dread, lack of control, 

catastrophe potential, unfamiliarity. Those traits drive behavior far more than expected harm 

does.

Flying, statistically, is safer than driving. Yet it can feel more dangerous because you aren't at 

the controls and because a crash is vivid, catastrophic, and easy to picture. Two hazards with 

similar statistical danger can feel miles apart, and it's the feeling that tends to steer action.

Loewenstein, Weber, Hsee, and Welch give the principle its clean name in "Risk as Feelings" 

(Psychological Bulletin, 2001). Emotional reaction often breaks away from reasoned 

assessment, and when they pull in different directions, emotion can get the final say. Anxiety 

and dread move people even when analysis points elsewhere.
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That's why risk conversations with prospects rarely go the way the pitch deck imagines. What 

stops a buyer is rarely the calculated probability of harm alone. It's the felt exposure, the new 

firm they can't picture, the transition they don't control, the mental image of explaining a failure 

to a board. You can't spreadsheet someone out of an emotion. Lots of firms still try.

Why This Belongs in Decision Architecture

The Safety gate rests on a simple claim: proof demonstrates possibility, not safety. The 

research above is why those are not the same. Proof speaks to the upside, what can be 

achieved, what the firm can deliver. Loss aversion, regret, and felt risk sit on the downside, and 

that downside gets processed on a separate, heavier scale.

So a buyer can be convinced you're capable and still refuse to move. Capability is a gain-side 

fact. The hesitation is a loss-side feeling, money at risk, reputation at risk, the regret of a choice 

that later needs defending. Proof doesn't really reach that account. Something else has to.

This is where the Trust Gate earns its place. Trust, in this framework, is the point where the 

remaining uncertainty becomes acceptable even though risk hasn't vanished. That happens 

when the felt downside has been reduced enough to act. Decision Architecture already names 

the downside categories in play, financial, professional, emotional, reputational, operational, 

personal, including the fear of looking foolish afterward. That last one is anticipated regret with 

the mask off.

Safety settles the loss account after proof has funded the possibility account. Skip that step and 

you get the most common stall in high-stakes buying: a prospect who says you're good, maybe 

even best, and still doesn't move. The watch list is that stall, printed on committee letterhead.

Wish I'd figured this out twenty years ago. It would have saved me a stack of beautifully argued 

losing proposals.

The AI era stretches the gap. Machine assistance has crushed the cost of producing proof. 

Possibility can now be manufactured at scale and polished by anyone. None of that 

automatically lowers felt risk. As proof becomes cheap and abundant, safety becomes what the 

buyer waits for. And Zeelenberg's point cuts deeper in this climate: when outcomes and 

comparisons are easier to surface after the fact, anticipated regret rises, and decision makers 

tighten up, becoming more cautious and more safety-hungry. In that world, a firm that answers 

every hesitation with more proof is responding to a question the buyer stopped asking.
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The Marketing Read

Every review of a professional-services relationship is two campaigns running at the same time. 

The incumbent is selling the risk of change. The challenger is selling the cost of staying. And the 

buyer weighs both on a scale where the downside can count roughly double in the classic 

model.

Most firms never figure out which campaign they're in. The incumbent under review defends its 

record, which accepts the challenger's framing and moves the fight to the challenger's home 

field. Wrong game. The research above says the incumbent's winning message is the risk of a 

new solution: transitions stumble, relationships reset, and there's a ramp-up period nobody puts 

in the proposal. An incumbent can deliver all of that without saying one word about the 

challenger. The buyer's own loss-math handles the rest.

The challenger's opponent, meanwhile, was never the incumbent's work. It's the buyer's fear of 

explaining a switch that went wrong. That fight has its own playbook, and the rest of this section 

belongs to it.

So before you write a word of marketing, ask one question: which side of the loss ledger is my 

buyer sitting on? Then write to that side. It's a thirty-second question, and most firms have never 

asked it once, which is why so much professional-services marketing is addressed to a buyer 

who doesn't exist.

Start by locating the stall. If the buyer is still testing whether you can do the work, you're in the 

possibility account, and proof is the right currency. If they've already agreed you can do it and 

still won't act, stop reaching for more proof. You're now arguing on the wrong side of the ledger.

On the loss side, what's being purchased is defensibility. Your internal champion isn't only 

choosing a provider, they're quietly drafting the memo they might have to send if this goes 

badly. Help them write it. Point to others like them who made the same move. Lay out the 

transition week by week. Describe, in concrete terms, what happens if something goes wrong, 

and how the damage gets contained. The established name wins here by default. A challenger 

has to build this material deliberately.

Return some control to the buyer, because control is a big ingredient in how risk feels. Offer a 

phased start, a pilot, a clear exit path, a first step that can be reversed. Each option shrinks the 

imagined catastrophe into something closer to a manageable trial. The economics of a pilot are 

often worse for the seller. Psychologically, it can be the entire game.

Don't ignore the scoreboard problem. The manager they don't hire keeps reporting returns. The 

agency they don't pick still runs the campaign. If your prospect will be able to see what "no" cost 

them, name that fact, gently. Anticipated regret is not a tool reserved for incumbents.
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And then the hard truth. Stop celebrating the meeting where everyone agreed you were better. 

That agreement fully funds the possibility account and leaves the loss account untouched. Until 

you've given someone a story they can survive telling after a failure, you haven't really asked for 

the business. You've asked for a place on the watch list, and you already know what watch lists 

do.
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