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Abstract: In the field of behavioral economics, loss aversion stands as a pivotal concept that
significantly influences customers’ behavior and decision-making. This study aims to explore
the applications of loss aversion in business, finding how loss aversion is used to attract and
retain customers in advertisements and business strategies. Through a synthesis of
experimental data and theoretical insights, the paper elucidates how businessmen can
strategically utilize this bias to enhance customers’ engagement and retention, and uses a
series of applications in business to show the power of loss aversion. This study's exploration
of loss aversion within the business sphere underscores its profound impact on consumer
psychology and decision-making processes. By dissecting the mechanisms through which
loss aversion operates, we unlock opportunities for businesses to refine their strategies,
enhancing customer engagement and loyalty. The strategic application of loss aversion
principles not only promises to boost immediate sales but also to cultivate enduring consumer
relationships—a critical asset in the dynamic business landscape.
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1. Introduction

The concept of loss aversion dates back to the 1970s, proposed by Daniel Kahneman and Amos
Tversky [1]. They discovered through a series of experiments that people tend to exhibit stronger
emotional reactions when facing potential losses than when facing equal potential gains. Then they
defined the phenomenon as “the response to losses is more extreme than the response to gain. The
displeasure associated with losing a sum of money is generally greater than the pleasure associated
with winning the same amount.” [2] There is no denying that this concept plays an important role in
our daily lives. It is a critical factor in financial market fluctuations, consumer purchasing behavior,
and policy-making. It assists economists, psychologists, and policymakers in better understanding the
patterns of human behavior in the face of uncertainty, thereby enabling the design of more effective
incentive mechanisms and interventions.

By looking through some persuasive essays and experiments, this paper illustrates the applications
in two parts. The first part discusses how loss aversion is used in advertisements to attract customers.
The second part explains how to use loss aversion in business strategies to persuade the customers.
And the conclusion is given in the end.

© 2024 The Authors. This is an open access article distributed under the terms of the Creative Commons Attribution License 4.0
(https://creativecommons.org/licenses/by/4.0/).
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2.  Application 1: Advertisement

The first application is based on an essay titled The Effects of Gain Versus Loss Message Framing
and Point of Reference on Consumer Responses to Green Advertising [3].

In this paper, the researchers employed a 2 (Message Framing: Gain vs. Loss) x 2 (Point of
Reference: Self vs. Environment) factorial design and the 5-point Likert scale ( 1 =
strongly disagree, 5 = strongly agree) to conduct the stastical analysis.

They recruited 241 participants via an online panel tool (61.8% female, mean age 36.67 years,
76.8% White American). Participants were randomly assigned to one of four groups and were
instructed to view a green washing machine advertisement for no less than 30 seconds. Then they
were interviewed about their viewpoints on advertising, brand attitudes and purchase intentions.

The advertisement’s text was crafted to present messages in two distinct ways: one highlighting
the benefits of selecting the suggested product (a gain-framed approach), and the other highlighting
the drawbacks of not selecting it (a loss-framed approach). Additionally, the advertisement varied the
Point of Reference by focusing on either the personal gains or losses, such as monetary savings or
expenses for the consumer (self-focused messaging), or by emphasizing the environmental impact,
such as the potential for conservation or the risk of pollution (environment-focused messaging).

Through several computations, the researchers finally got some figures and one of them is related
to the loss aversion, which is listed in Figure 1.
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Figure 1: Effects of message framing on advertising responses [3] (Aad: attitude towards the ad;
Abrand: attitude towards the brand; PI: the intention to purchase)

Figure 1 illustrates that primary influence of message framing was observed in relation to attitude
toward the advertisement (F(1,239) = 47.83, p < .001), attitude toward the brand (F(1,239) =
22.03,p < .001), and the intention to purchase (F(1,239) = 47.83, p < .05). According to this
chart, there was a notable increase in the attitude towards the advertisement(Mgain = 3.96, SD =

1.05, Mloss = 2.92, SD = 1.26), the brand (Mgain = 4.10, SD = .81, Mloss = 3.58, SD =

91), and the intention to purchase (Mgain = 3.21, SD = 1.05, Mloss = 2.65, SD = 1.26)
among participants in the gain-framed condition compared to those in the loss-framed condition.

The result seemed to be contrary to the loss aversion, as it illustrated that these participants were
more willing to see the advertisement under Gain-Framed than under the Loss-Framed.

The researchers made one assumption that the loss-framed message always influences the urgency
of giving a response. In contrast, this study is focused on promoting the consumption of a green
household product, which is less of urgency, so people approach consumption with a more positive
predisposition.

That constitutes one possible answer; however, an alternative perspective is also under our
consideration.

There is another chart serving as a proof.
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Figure 2: Effects of self-referencing on advertising responses under the loss frame

Figure 2 showcased that self-focused/loss-framed messages elicited more favorable attitudes
toward the advertisement ( Mself —loss = 3.25 ; Menviro —loss = 2.62 , F(1,237) =
9.35,p < .05), more favorable attitudes toward the brand (Mself —loss = 3.81; Menviro —
loss = 3.37, F(1,237) = 8.24, p < .05), and greater purchase intention (Mself — loss = 3.07;
Menviro — loss = 2.27 (F (1,237) = 12.31 p < .05) than environment-focused/loss-framed
messages.

In simple terms, when the loss-frame is self-oriented, participants exhibit a much more favorable
attitude towards the ad, the brand, and a greater intention to purchase compared to when the focus is
on environment. This demonstrates the efficacy of loss aversion in influencing consumer responses.

Therefore, it can be explained as that the loss aversion did have an influence, and what it had done
was to make the customers avoid seeing the loss [4]. In this way, we can interpret why the participants’
attitude to the ads is quite lower under loss-frame than under gain-frame.

After analyzing this experiment, we should know that the effect of loss aversion is not as simple
as we see. It is not simply said that putting “if you don’t buy, you will out” can always be better than
“buy this, then you can gain”. Leading by the loss aversion, customers may avoid to seeing the
advertisement which illustrate they will lose something. If customers even do not like to see it, how
can they click it? Thus, it is important to find a better sentence we put on the advertisement. For
example, maybe we can use “buy this, then you can save something.” This sentence can not only use
loss aversion by the words “save”, but also make the customers more willing to see it. But to prove
it , more experiments are still needed to be done.

3.  Application 2: Business Strategies
In addition to the advertisements, there is another application: Business Strategies.
3.1. Strategy 1

An experiment about hotel choice below is also used as intro, which is extracted from a paper called
Loss aversion in hotel choice: PsychoPhysiological evidence [5].

The research was conducted by enlisting participants through a web-based recruitment site, which
yielded a group of 109 university students from Macau who were undergraduates. All individuals
involved gave their consent in writing, and they were required to make choices across 50 trials, each
presenting three attributes (service and food quality, entertaining, atmosphere) and prices for two
hotels.

Empatica E4 wristbands were used to measure participants’ electrodermal activity (EDA), and
Eprime 2.0 was utilized to present the task on a 21-inch monitor. And EDA data were sampled at 4
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Hz, smoothed, and analyzed using continuous deconvolution analysis to extract skin conductance
responses (SCR).
After the experiment, the researchers got the figure
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Figure 3: skin conductance response when Participants choose the default versus the alternative
option in an upgrade versus downgrade decision [5]

Figure 3 shows the skin conductance responses (SCR) when participants chose between the default
and alternative options in both upgrade and downgrade decisions.

The chart reveals that when participants switched from the default to the alternative option, there
is a significant increase in SCR, suggesting heightened emotional arousal during the change. And this
heightened emotional arousal may be associated with concerns about the additional costs, which will
lead to immediate “loss”.

Hence, the paper concludes that when deciding to deviate from the default, the potential for loss
alerts the decision-maker by provoking a more intense emotional arousal, which can demonstrate the
existence of loss aversion.

Inspired by this phenomenon, some strategies can be proposed to counter or utilize the loss
aversion.

Initially, to counter the loss aversion, the change can be made more valuable.

If the choice is downgrade, it can highlights opportunity cost along with the price difference. There
is a proof in the paper, saying that The concept of opportunity neglect in psychology can serve as a
reference when persuading consumers to shift from a higher-priced, higher-quality default option to
more affordable alternatives [6]. The researchers discovered that consumers tend to opt for the lower-
priced option when the provider emphasizes the opportunity cost in addition to the price discrepancy.

When it comes to upgraded choice, it can strengthen this price-quality perception as the paper
stated that hoteliers might aim to reinforce the association between price and quality to boost
consumers' anticipatory enjoyment of the hotel experience, potentially mitigating the impact of loss
aversion.

Besides these, we can also utilize loss aversion with the default strategy.

This study can still use the sentences in the paper to prove it. “Striving to become a default choice
is particularly important for hotels that are not ‘top-of-the-line.” Appearing first may offer some
protection for these ‘underdogs.” Empirically, our findings suggest that such default status may give
them a boost of choice probability by approximately 5% to 10%.”

3.2. Strategy 2

Then, there is another strategy that comes out of this, namely, the brand loyalty.
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We can assume from the previous experiment that when people choose a brand in a new category,
they are more likely to choose the same brand next time [7]. As time goes by, the loyalty of the brand
forms. And what can also explain brand loyalty in loss aversion is that if we choose another new
brand, we will lose the service that the prior one gave us, which will lead to our aversion, even though
we can get some new services. This is more evident in electronic products, whose switch costs are
high. For example, if our computer is Mac now, we will still buy Mac when we need a new one
instead of buying the one with the Windows system, and vice versa. In this way, the switch costs
enhance our loss aversion, which further enhances our brand loyalty.

So, the businessmen can use the strategy to improve the switch costs, and what they should do is
to innovate [8]. Be more creative and provide the products that other companies cannot provide, in
order to let the customers cannot leave them, which is not only beneficial to the customers as they
can get more new things, but also beneficial to the whole society.

3.3. Strategy 3

Apart from prior strategies, the last business strategy is about the payment: the Installment.

In November 2023, Iresearch released a document named “Mutual Benefit and Revitalization
Growth: A Study on the Value of Installment Payment Tools”. The paper states that nearly 70% of
merchants who have used the interest-free installment payment tool have experienced an increase in
sales. What’s more, after allowing customers to use Ant credit Pay with interest-free installment, the
turnover of the Rongsheng refrigerator flagship store has increased by 15% to 20%, and the turnover
of high-end refrigerators has increased more significantly, reaching 30% [9].

The reason behind the result is just the loss aversion. If there must be a loss, it is obvious that we
will choose to lose less instead of losing more, so when we pay for something, what we focus more
is the immediate loss. The payment by installment decreases the immediate loss we have, which
makes us more willing to buy the products [10].

Thus, when it comes to setting the payment strategy, the enterprise can give the customers the
option to pay by installment.

4. Conclusion

The exploration of loss aversion within the business context reveals its multifaceted influence on
consumer behavior and decision-making. This paper has delved into the intricate ways in which loss
aversion can be harnessed to enhance customer engagement and retention. Through the analysis of
advertising strategies and business tactics, it becomes evident that loss aversion is not merely a
psychological bias but a powerful tool for influencing consumer actions.

In the realm of advertising, the study has demonstrated that while loss-framed messages may not
always outperform gain-framed ones, they can significantly influence consumer attitudes and
intentions when self-referenced. This insight suggests that advertisers must carefully consider the
framing of their messages to resonate with consumers’ inherent aversion to loss.

Moreover, the strategic use of loss aversion in business strategies, such as default options and
innovative product offerings, can effectively increase customer loyalty and perceived value.

The installment payment example highlights another dimension of loss aversion, where the
immediate reduction in perceived loss can lead to increased sales. This strategy capitalizes on
consumers’ preference for minimizing immediate financial outlay, thereby making high-value
purchases more palatable.

In conclusion, loss aversion is a pivotal concept that businesses must understand and apply with
nuance. By leveraging loss aversion through thoughtful advertising, strategic business practices, and
payment options, companies can foster stronger customer relationships and drive long-term success.
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The strategic application of loss aversion principles is not just about immediate gains; it’s about
building a sustainable and loyal customer base that is vital in today’s competitive marketplace. As
businesses continue to evolve, the adaptability of loss aversion strategies will be crucial in
maintaining consumer engagement and retention.
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