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1. Introduction

Contest-like situations are ubiquitous in the social and economic landscape. A plethora of competitive events exemplify
a contest, ranging from electoral competitions to military conflicts, lobbying, college admissions, and sporting events. In all
of these scenarios, contenders exert costly efforts to vie for limited prizes, while their input is nonrefundable regardless of
win or loss.

A vast literature examines the strategic substance of contest games. The majority of these studies assume risk-neutral
contestants. A contest environment nonetheless provides a natural and relevant “laboratory” to examine the implications
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of economic agents’ risk attitudes for their competitive behaviors and strategic decisions amid risk and uncertainty. The
stochastic nature of a contest causes inherent uncertainty in contestants’ payoffs, while their effort choices affect the prob-
abilistic distribution of contest outcomes and the variation in payoffs across states, which thus endogenously determine the
level of risk involved in the game. Contestants’ risk attitudes fundamentally reshape their competitive incentives and strate-
gic interactions. The resultant equilibrium behavior would presumably deviate from the prediction of the usual risk-neutral
benchmark. This paper aims to shed light on the strategic interactions in contests while allowing for richer contestants’
preferences.

The economics literature often examines choices amid risk and uncertainty in a risk-averse model, and a handful of
studies have incorporated risk aversion in contest settings.! We instead consider expectations-based loss-averse contestants
a la Készegi and Rabin (2006, 2007) in a multi-player noisy contest in which contestants differ in their valuations of the
prize.

A typical loss-averse contestant is defined by two behavioral traits: He (i) evaluates gain and loss against a reference
point (reference-dependent preferences) and (ii) perceives a loss more significantly than a gain of the same magnitude (loss
aversion). As pointed out by O’Donoghue and Sprenger (2018), the notion of loss aversion plausibly rationalizes a wide
variety of economic behaviors and, in particular, those that conflict with the implications of standard expected-utility
frameworks with risk-averse agents. Further, the reference points, as proposed by Koészegi and Rabin (2006, 2007, 2009),
are endogenously formed based on contestants’ rational expectations about possible outcomes. Increasing evidence in both
the field and laboratory supports the nontrivial roles played by expectations in forming reference points.”> The notion of
expectations-based loss aversion, as a compelling alternative to describe risk attitude, lays a foundation for coherent and
disciplined analysis of decision problems in a broad array of contexts.

Our setting enables a rich analysis of contests with expectations-based loss-averse players. The heterogeneous contes-
tants could respond to such preferences in fundamentally different ways, since they perceive gain or loss differently due
to their disparate expectations about the outcomes and, therefore, different reference points. The heterogeneous responses
triggered by loss aversion are further diffused and compounded through contestants’ strategic interaction. Notably, a contest
game generates distinctively intricate strategic substance. As Dixit (1987) demonstrates, players’ best responses are often
nonmonotone in contest games: In contrast to Cournot or Bertrand competitions, one’s effort choice is a strategic comple-
ment to that of his opponent when he is in the lead, while it is a strategic substitute when he is behind. It remains unclear
a priori how the equilibrium interactions unfold and depart from those under standard preferences, since this involves both
the direct effect of loss aversion on individual contestants and the subsequent strategic spillover.

Ko6szegi and Rabin (2007) develop the notion of choice-acclimating personal equilibrium (CPE) to depict the consistent be-
havior of expectations-based loss-averse individuals. Under CPE, an agent’s action influences future outcomes and, ultimately,
his reference point; his action choice internalizes its implications for expectations about future outcomes and the gain or
loss evaluated against the expectations-based reference point. Recently, Dato et al. (2017) and Dato et al. (2018) extend
this concept to a game-theoretical model. Following Dato et al. (2017) and Dato et al. (2018), we adopt choice-acclimating
personal Nash equilibrium (CPNE) as the solution concept.

Incentive effects of loss aversion in contests Contestants’ effort choices must strike a balance between the material utility de-
rived from the contest and the psychological gain-loss (dis)utility. The disutility caused by loss aversion is proportional to
pi(1 — p;i), where p; is contestant i’s probability of winning. The term p;(1 — p;) measures the uncertainty in outcomes ex-
pected by the contestant. Two effects arise in the contest game. Let us interpret them in a simple case of two heterogeneous
contestants who differ in their prize valuations.

First, a (direct) uncertainty-reducing effect comes into play. Loss-averse contestants are compelled to reduce the psycho-
logical disutility. The weaker contestant tends to cut back on his effort because this further diminishes his winning odds.
Intuitively, he is pessimistic about his chances of winning, so he lowers his ex ante input to limit the pain in the event
of losing the competition. In contrast, the stronger contestant would expect a relatively optimistic outcome, and tends to
increase effort to prevent losing unexpectedly: A higher effort increases p; and decreases uncertainty.

Second, an (indirect) competition effect ensues: When the uncertainty-reducing effect causes each individual contestant to
adjust his effort choice, his opponent must respond strategically. Recall the aforementioned nonmonotone best responses in
contests. When the uncertainty-reducing effect encourages the favorite to step up his effort, the underdog is further dis-
couraged, since he expects smaller odds to win: Both the (indirect) competition effect and the (direct) uncertainty-reducing
effect lead the underdog to concede further. In contrast, when the underdog cuts back on his effort, the favorite is tempted
to reduce his effort in response, since a less competitive opponent allows the latter to slack off without suffering lower
winning odds: The two effects oppose each other, and the overall effect on the favorite’s equilibrium effort is ambiguous
and depends on the degree of player heterogeneity.

It is important to stress that both effects are nonmonotone in nature and depend on a contestant’s relative standing in
the competition. The former is driven by the reference-dependent preferences: Heterogeneous contestants form different

1 See Skaperdas and Gan (1995); Konrad and Schlesinger (1997); Cornes and Hartley (2003b, 2012b); Schroyen and Treich (2016); and Fu et al. (2021a).
2 Notable contributions include Abeler et al. (2011); Crawford and Meng (2011); Gill and Prowse (2012); Banerji and Gupta (2014); Song (2016); Berger
et al. (2018); Goette et al. (2019); and Dreyfuss et al. (2021); among many others.
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expectations; gain or loss is thus perceived disparately, which compels a favorite to take a different action to reduce uncer-
tainty vis-a-vis an underdog. The latter effect is caused by the nature of strategic interactions in contests. The interaction of
the two effects triggers intricate responses to loss aversion from heterogeneous contestants, which are demonstrated by our
results.

Snapshot of results We first verify that a unique CPNE in pure strategy exists for moderate levels of loss aversion.> Gill
and Prowse (2012) and Dato et al. (2018) show that the CPNE in a two-player symmetric contest coincides with the Nash
equilibrium (NE) under standard preferences. In contrast, we demonstrate that the CPNE departs from the NE whenever (i)
they are heterogeneous, and/or (ii) the number of contestants exceeds two. For instance, when the contest involves three or
more symmetric contestants, they uniformly reduce their efforts when loss aversion is present.

The tension between the uncertainty-reducing effect and the competition effect determines the equilibrium. In the afore-
mentioned two-player asymmetric contest, both effects lead the weaker contestant to decrease his effort. In contrast, the
two forces conflict with each other for the stronger, and he decreases his effort if and only if the contest is sufficiently
lopsided.

More intricate responses arise when three or more heterogeneous contestants are involved. Bottom contestants are dis-
couraged: They reduce their efforts and may even drop out of the competition by placing a zero bid. Subtler effects, however,
loom large for those in the upper bracket: They may either increase or decrease their efforts, and their responses can be
nonmonotone, in the sense that the top contestant slacks off, while those in the middle step up their bids. Our analysis
provides a complete account of three possible patterns that may emerge in the equilibrium. We elaborate on the logic that
underpins the results based on the tension between the (nonmonotone) uncertainty-reducing and competition effects in
Section 3.2.

Despite the mixed responses in individual equilibrium efforts, we obtain unambiguous observations about the effect of
loss aversion on aggregate incentive and the equilibrium winning probability profile. Overall effort always drops in the
contest, regardless of the diverging responses of individual contestants. A more elitist redistribution pattern may arise: Loss
aversion leads to a smaller set of active contenders, and stronger contestants always end up with higher winning odds.

We further examine two alternative settings. First, we consider a model of risk-averse contestants and demonstrate that
its prediction differs from that of our expectations-based loss-aversion setting. We develop a rationale that sheds light
on the contrasting roles played by risk aversion vis-a-vis loss aversion in shaping contestants’ choices. Second, we show
that our main results obtained under CPNE are largely robust when an alternative equilibrium concept—i.e., the preferred
personal Nash equilibrium (PPNE)—is adopted.

Related literature The notion of expectations-based loss aversion a la Koészegi and Rabin (2006, 2007, 2009) has been ap-
plied to a broad spectrum of decision problems, such as household insurance choice (Barseghyan et al., 2013); household
consumption choice (K6szegi and Rabin, 2009; Pagel, 2017); firms’ marketing and pricing strategies (Herweg and Mieren-
dorff, 2013; Heidhues and Ko6szegi, 2014; Karle and Peitz, 2014; Rosato, 2016; Carbajal et al., 2016; Hahn et al., 2018); and
optimal wage schemes (Herweg et al., 2010). The numerous studies along this line have mainly focused on stand-alone
decision making.

Our paper contributes to the burgeoning literature on the strategic interactions between loss-averse players that sheds
light on how their strategic choices and interactions are governed by such preferences. Gill and Stone (2010) and Dato et
al. (2018) pioneer the study of contests/tournaments with the presence of expectations-based loss aversion.* Both studies
consider two-player simultaneous-move rank-order tournament models and primarily focus on the equilibrium fundamen-
tals in the games.® Our study differs from these in both setting and focus. We consider a multi-player Tullock contest with
heterogeneous contestants and provide a thorough account of the impact of loss aversion on contestants’ incentives and
equilibrium outcomes.

A handful of studies incorporate expectations-based loss aversion in auction models. Lange and Ratan (2010) show that
predictions of bidders’ behavior largely depend on whether the auctioned items and money are consumed along the same
dimension. Eisenhuth and Grunewald (2018) compare first-price auctions with all-pay auctions, and show that the revenue
ranking also depends on how individuals evaluate gain and loss. Rosato and Tymula (2019) provide experimental evidence
for the difference in bidding behavior in real-item auctions vis-a-vis induced-value auctions. Balzer and Rosato (2021) study
common-value auctions, while Rosato (2019) analyzes sequential auctions. Mermer (2017) investigates optimal revenue-
maximizing prize allocation in an all-pay auction model, and shows that a contest designer may split her prize purse into
several uniform prizes when contestants are loss averse. Eisenhuth (2019) studies a revenue-maximizing mechanism and
shows that the optimal auction is an all-pay auction with a minimum bid when gain and loss are evaluated in separable di-
mensions. Auction studies typically assume incomplete information and ex ante symmetric bidders, which yield equilibrium
bidding strategies as functions of bidders’ private types. In contrast, we consider a complete-information Tullock contest

3 Gill and Stone (2010) and Dato et al. (2018) show that CPNE may cease to exist when contestants are highly loss averse. We focus on the case of
moderate loss aversion in the main text; analysis of the contest game under strong loss aversion is provided in Online Appendix A.

4 Relatedly, Gill and Stone (2015) and Daido and Murooka (2016) adopt reference-dependent preferences in models of team production.

5 Gill and Prowse (2012) present a theoretical model in which contestants move sequentially. Rosato (2017) considers a sequential negotiation model
that allows for a loss-averse buyer.
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model. A pure-strategy equilibrium exists, which allows us to model ex ante asymmetric competition and explicitly explore
the implications of loss aversion for strategic interactions between heterogeneous players.

Our paper also contributes to the thin literature on contests with behavioral elements. Anderson et al. (1998) allow for
boundedly rational bidders in all-pay auctions. Baharad and Nitzan (2008) provide a rationale for rent under-dissipation
based on probability distortion. Cornes and Hartley (2012a); Miiller and Schotter (2010); and Chen et al. (2017) introduce
non-expectations-based loss aversion in contest models. Keskin (2018) studies a multi-player rent-seeking contest in which
contestants have cumulative prospect theory (CPT) preferences. He characterizes the endogenous CPT equilibrium (Keskin,
2016) and compares the equilibrium prediction with those from expected-utility-theory models.

The remainder of the paper is organized as follows. Section 2 sets up the model and presents a preliminary analysis
that establishes the existence and uniqueness of CPNE in a generalized lottery contest model under moderate loss aversion.
Section 3 characterizes the equilibrium under a more specific contest technology and examines the impact of expectations-
based loss aversion on contestants’ incentives and equilibrium outcomes. Section 4 considers two extensions, and Section 5
concludes. All proofs are collected in the Appendix A, and additional results are relegated to an online appendix.

2. Model and preliminaries

There are N > 2 contestants competing for a prize. The prize bears a value v; for each contestant i € N' = {1,..., N},
which is common knowledge. Without loss of generality, we assume v{ >---> vy > 0.

2.1. Winner-selection mechanism

Contestants simultaneously exert nonnegative efforts to compete for the prize. We consider a generalized lottery contest,
with its winner selected through a ratio-form contest success function (CSF): For a given effort profile x = (x1,...,xn), a
contestant i wins with a probability

fi(xi) if SN x>0
pi®) =1 T i) Z;j] =
N if }2;_1x=0,

where the function fi(-) converts one’s effort entry into his effective bid in the lottery and is typically labeled the im-
pact function in the contest literature.® A Tullock contest provides the most salient special case of this winner-selection
mechanism, which assumes an impact function fi(x;) = (x;)".” We impose the following conditions on {fi(~)}f’:].

(1)

Assumption 1. f;(:) is a twice-differentiable function, with f](x;) >0, f"(x;) <0, and f;(0) =0.
2.2. Contestants’ preferences

Contestants are assumed to be expectations-based loss averse, as in K6szegi and Rabin (2006). To put this formally, fixing
opponents’ effort profile x_; = (x1,...,Xi—1, Xi+1,--.,XN), @ contestant i’s expected payoff for exerting x; when he expects
himself to exert effort X;, denoted by U;(x;, Xi, X_;), is given by

Ui(xi, X, X_) = pi(xi, X_i) X [Vi +n[1—piRi,x_)] x M(Vi)}
+[1 = pitxi. -] x {0+ npiRi, 2_i) x w(—=vi)} — X + nu i — x), (2)

where the parameter 1 > 0 is the weight a contestant attaches to his gain-loss utility relative to his material utility; @ (-) is
the universal psychological gain-loss utility and is defined as the following:

© = c ifc>0,
PO=1 ac ifc<o.

The parameter A is assumed to exceed one, which captures a contestant’s loss aversion in the sense that he is more sensitive
to a loss than to a gain of the same magnitude.

By Equation (2), the contestant, when expecting that he will exert an effort X;, would perceive a gain of (X — x;) =
X —x; > 0 when his effort x; is below his expectation %;, and sense a loss of | (X — x;)| = A|; — x;| otherwise.® Furthermore,

6 Two rationales for the microeconomic underpinning of the popularly adopted CSF (1) are provided in the literature: (i) a noisy-ranking approach
adapted from the discrete-choice model (Clark and Riis, 1996; Jia, 2008) and (ii) a research tournament analogy (Loury, 1979; Dasgupta and Stiglitz, 1980;
Fullerton and McAfee, 1999; Baye and Hoppe, 2003).

7 The parameter r indicates the precision of the winner-selection mechanism in the contest. A larger r implies that a higher effort can more effectively
increase one’s winning odds. In the extreme case of r approaching infinity, the contest boils down to an all-pay auction in which a higher bid guarantees a
sure win. Note that Assumption 1 requires 0 <r <1.

8 We restrict our attention to pure strategy without loss of generality. It can be shown that a choice-acclimating Nash equilibrium in mixed strategies
does not exist by an argument similar to the proof of Proposition 3 in Dato et al. (2018).
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he expects to win with probability p;(X;,x_;) and lose with probability 1 — p;(X;, x_;). This forms his stochastic reference
point along the prize dimension. A contestant compares the realized outcome of the contest with each possible outcome in
the reference lottery. In particular, winning the contest feels like a gain of [1 — p;(X;, X_;)] x u(v;), while losing it generates
a loss of p;(X;, x_i) x |u(=vy)|.

We assume that contestants evaluate prize and effort separately when deriving expression (2). Lange and Ratan (2010)
consider first-price and second-price auctions with expectations-based loss-averse bidders. They contend that model predic-
tions differ substantially when bidders evaluate their gain and loss from money and the auction item separately vis-a-vis
when they evaluate them jointly based on the net utility of the transaction. In contrast, our results would be immune to
such modeling nuances due to the all-pay feature of the contest game whenever contestants play pure strategies.’

2.3. Equilibrium concepts

Our analysis primarily focuses on the solution concept of CPNE. The notion of CPE (Készegi and Rabin, 2007) requires
that reference points be formed through rational expectations, and a loss-averse agent’s action choice fully internalizes its
impact on his expectations and the gain-loss utility measured against the expectations-based reference point. Dato et al.
(2017) and Dato et al. (2018) integrate this notion into the analysis of strategic interaction between loss-averse players and
develop the solution concept of CPNE. In our context, a CPNE is formally defined as follows.

Definition 1. (Choice-acclimating personal Nash equilibrium) The effort profile ¥* = (x],...,x}) constitutes a choice-
acclimating personal Nash equilibrium (CPNE) in pure strategy if for all i € \V,

Ui (xf, x7, &%) = Ui(x;, xi, X*;), for all x; € [0, 00).

By Definition 1, each contestant’s expectation about future outcomes will have fully adapted to his actual strategic choice
when the uncertainty is resolved; he then commits to a strategy that maximizes his expected utility given his opponents’
strategy profile. In other words, the expectation is choice acclimating. The notion of choice acclimating, according to Készegi
and Rabin (2007), is more plausible when the action is chosen long before the outcome of the contest is realized, and thus
each contestant’s belief can eventually be adapted to the effort level he has chosen.'°
2.4. Equilibrium existence and uniqueness

A CPNE requires x; = X; for all i € \V. Integrating the condition into expression (2) and carrying out the algebra yield

Ui (%, %) := Ui (X, Xi, X_) = pi(xi, X_1) Vi — Xi—n (A — 1)pi(xi, X_)[1 — pi (x5, X_)]v; . (3)

material utility gain-loss utility

Obviously, our setup degenerates to a standard contest model if the second term vanishes, i.e., if n(A — 1) = 0. For notational
convenience, let us denote n(A — 1) by k. This is the overall weight in the contestant’s expected utility attached to the net
loss caused by loss aversion (see also Herweg et al., 2010; Dato et al., 2018), and hence can be viewed as a composite
measure of the intensity of contestants’ reference-dependent loss aversion.

Simple math verifies that a contestant’s expected utility fl,-(~) is strictly concave in his effort x; for k < 1/2.'" A contes-
tant’s effort choice can therefore be pinned down by the prevailing first-order condition. Denote by BR;(x_;) a contestant
i's best response, which can be derived as the following:

o Ui, %)
0 lf T < 0,

BRi(x_;) = ~ Xi=0
the unique solution to Uiki-x1) _ o otherwise.

0X;

A CPNE is thus an effort profile ¥ = (x1, ..., xy) with x; = BR;(x_;) for all i e \V.

9 In a first-price or second-price auction, a bid incurs a cost if and only if one wins. The evaluation of gain and loss in different outcomes thus depends
on whether the auction item and money are consumed in separable dimensions of consumption space. In contrast, a contest requires a nonrecoverable bid,
and the effort cost is sunk irrespective of the realized outcome. Therefore, the evaluation is independent of the nuance.

10 Koszegi and Rabin (2006, 2007) propose another equilibrium concept, the (preferred) personal equilibrium, to depict the scenario in which a player makes
his decision shortly before the outcome is realized, which prevents his past expectations from being adapted to his actual action choice, i.e., contestants’
expectations are choice unacclimating. Our main results are robust to this alternative equilibrium concept. See Section 4.2 for more discussion.

~ 1" e 2
1 To see this, note that % =(1-pipivi x {(l —k+2kpi)f;[(():’)) + (—2 + 4k — 6kp;) pi I:J}'.((::;:| } Moreover, we have f'(x;) <0 from Assumption 1;

and —2 + 4k — 6kp; < —6kp; <0 for k < 1 and p; > 0. Therefore, "(;—Uz’ <0 forx >0ifk<1.
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Szidarovszky and Okuguchi (1997); Stein (2002); and Cornes and Hartley (2005) establish the existence and uniqueness
of Nash equilibrium in the contest game under standard preferences, which corresponds to the case of k =0 in our setup.
We now demonstrate that this result can be retained when contestants are moderately loss averse a la Készegi and Rabin
(2007).

Proposition 1. Suppose that Assumption 1 is satisfied and k =n(,» — 1) € [0, %]. Then there exists a unique pure-strategy CPNE of the
contest game.

Proposition 1 requires moderate loss aversion. It is well known in the literature that a CPNE may fail to exist when
contestants are excessively loss averse.'? Our analysis mainly focuses on the case of k < 1/3; the implications of a large k
will be discussed in Online Appendix A.

3. Equilibrium analysis

In this section, we characterize the unique CPNE in the contest game and delineate how expectations-based loss-averse
contestants’ incentive and behavior depart from those of their counterparts with standard preferences. To gain more mileage,
we focus on the popularly adopted lottery contest model with a linear impact function (see Stein, 2002, and Franke et al.,
2013, among many others). The following assumption is imposed throughout the rest of the section.

Assumption 2. fi(x;) =x; for allieN.

In Online Appendix B, we relax the restriction of a linear impact function and show that our main results are robust.
Denote by x* = (x], ..., xy,) the equilibrium effort profile in the unique CPNE, which is fully characterized in the next result.

Proposition 2. Suppose that Assumption 2 is satisfied andk =n(. — 1) € [0, %] In the unique CPNE, contestant i’s equilibrium effort
x¥, with i e N, is given by

0 if1—kyvi<s,

*
X =gi(s) = \/(1—3k)252+8k52(1—k—%)—(1—3k)s (4)
i otherwise,

where s > 0 is the unique solution to Z,N:] gi(s) =s.

The equilibrium characterization relies on a key property of the contest as an aggregative game: A contestant’s ex-
pected payoff (3) depends only on his individual output x; and the total effort Z?’:l x;j, which enables the powerful tool of
backward-reply correspondence (see Selten, 1970; Novshek, 1985; Acemoglu and Jensen, 2013) in equilibrium analysis and,
subsequently, share correspondence (Cornes and Hartley, 2005) in contests. In fact, s is the aggregate equilibrium effort of
all contestants.

Next, we investigate the impact of reference-dependent preferences on contestants’ equilibrium effort choice. For this
purpose, we slightly abuse the notation and write x; as x;(k), i.e.,, a function of the degree of loss aversion k. It can be
verified that xj (k) is differentiable almost everywhere.

3.1. Contests with two contestants: N = 2

Although the equilibrium effort profile x*(k) := (x’{(k), .. .,x’,’i,(k)) is fully characterized in Proposition 2, a closed-form
solution is unavailable in general because the total effort in equilibrium, s, is implicitly determined by the condition
ZIN:] gi(s) = s. To provide a lucid account of the impact of reference-dependent preferences, it is useful to first restrict
our attention to a two-player case, as in the literature (e.g., Gill and Stone, 2010, 2015; Dato et al., 2017).

Assuming N = 2, the equilibrium effort profile (xi‘ k), x5 (k)) can be solved explicitly as the following:

Corollary 1. Suppose that Assumption 2 is satisfied, k € [0, %], and N = 2. The equilibrium effort pair (XT k), x5 (k)) is given by

0 0(1—-90)

M0 =G T arep

kvq,

and

12 See Dato et al. (2017) and Dato et al. (2018) for detailed discussion of the nonexistence of CPNE.

6
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Z;

BRy(z—i; k)
x, = Z]#z Tj BRz‘(w—ﬁO)
Ej;ei Zj
Fig. 1. Best Response Function for Contestant i: x; = BR;(x_;; k).
1 1-06
x5 (k) = vy — kvq,
(14 6)? (140)3

where

1 V1 1+k Vi 2 1+k 2 4v1
o=-|(—-1 L1 =1
2 (vz >X1—1<+\/(vz ) “\1=«k + vy

A closer look at the equilibrium result leads to the following comparative statics.

Proposition 3. Suppose that Assumption 2 is satisfied and N = 2. The following statements hold:

(i) If vi = va =: v, then x] (k) = x5 (k) = %vfork € [0, %] and hence % o= % o= 0.
(ii) If vq > vo, then % Lo < 0. Moreover, %‘ Lo > 0 if and only if“;—; <3.

Part (i) of Proposition 3 states that when contestants are homogeneous, the unique pure-strategy CPNE is symmetric and
identical to the unique Nash equilibrium for contestants with standard preferences. This observation echoes the findings of
Gill and Stone (2010, Proposition 2) and Dato et al. (2017, Proposition 1) in alternative contest settings. However, part (ii)
of Proposition 3 demonstrates that loss aversion plays a significant role for heterogeneous contestants, which causes the
predictions to diverge from those in a standard framework. Loss aversion reduces the weak contestant’s equilibrium bid; the
strong contestant may either increase or decrease his effort, depending on the degree of heterogeneity between the contes-
tants. When the dispersion of contestants’ prize valuations remains moderate, i.e., v{/vy < 3, the strong contestant exerts
more effort under loss aversion; he nevertheless decreases his effort level when the competition is excessively asymmetric,
ie, vi/vy > 3.

Incentive effects of loss aversion: decomposition Recall that when contestants’ expectations are choice acclimating, one’s utility
is given by

Ui (X, X—i) = pi(xi, X_i) Vi — Xi—kpi (xi, X_)[1 — pi (X;, X_) Vi .

material utility gain-loss utility

The psychological gain-loss utility is proportional to p;(x;, X_;)[1 — pi(Xi, X_;)], which is a natural measure of the uncertainty
regarding the outcome of the contest. A loss-averse contestant dislikes uncertainty and is inclined to take action to reduce
it. We now decompose the incentive effect into two sources.

First, a (direct) uncertainty-reducing effect is caused by expectations-based loss aversion. Note that the uncertainty mea-
sure, p;(xi,X_i)[1 — pi(x;j, ¥_;)], strictly increases with p;(x;, x_;) first and strictly decreases once p;(x;, X_;) exceeds 1/2. A
loss-averse contestant, to reduce uncertainty about the outcome, is tempted to decrease (increase) his effort if his winning
probability falls below (exceeds) the threshold 1/2: The underdog is poised to drive down p;(x;, ¥_;) toward zero, while the
favorite would push it toward one. To put this more intuitively, the underdog expects a less likely win—which compels him
to reduce unnecessary efforts—while the favorite steps up his effort to avert an inadvertent loss.

The effect is illustrated with Fig. 1, which plots a contestant’s best response in the contest game with and without loss
aversion. The presence of loss aversion causes an inward rotation of the best response curve: With k > 0, a contestant steps
up his bid in his best response to a given }_;;x; for x; > >, ,; x;; he backs off for x; <> _; ;.

The uncertainty-reducing effect triggers an (indirect) competition effect that comes into play through the strategic inter-
action between contestants, since each must adjust his effort choice in response to the change in the effort of his opponent.
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As stated previously, opponents’ efforts are strategic complements to a contestant i if he is in the lead (ie., x; > > i Xi)
and strategic substitutes otherwise (i.e., x; <) i X 7).

In our context, on the one hand, a more aggressive favorite—due to the uncertainty-reducing effect—further disincen-
tivizes the underdog because of the strategic substitutability; on the other hand, the concession of the underdog allows the
favorite to slack off because of the strategic complementarity, since a lower effort may still render him equally likely to win.

Interpretation This rationale sheds immediate light on the knife-edge case of symmetric two-player contests, in which each
contestant wins with an equal probability. Define U;j(x;, X_;) := — kpi(xj, X_i)[1 — pi(x;, X_;)]v;, which is a contestant i’s
gain-loss utility. It follows immediately that
Ui (xi, %—i)
ax,-

opi(xi, X_;)
—k[1—2pi(xi, x_)] %W-
1

Its magnitude, ‘8[71(xi,xj)/8xi), indicates one’s marginal benefit when adjusting his effort choice to improve his gain-loss

utility and thus the strength of the uncertainty-reducing effect. The term boils down to zero in the symmetric case because
pi(xi, x_;) = 1/2: The uncertainty-reducing effect vanishes on the margin, and the competition effect thus fades away.
Contestants thus behave as if they are under standard preferences, which leads to the prediction of part (i) of Proposition 3,
as in Gill and Stone (2010, Proposition 2) and Dato et al. (2017, Proposition 1).

When contestants are heterogeneous, the CPNE deviates from the Nash equilibrium under standard preferences. Note
that both the uncertainty-reducing and competition effects weaken the underdog’s effort incentive, and hence he would
reduce effort unambiguously. In contrast, the strong contestant’s effort choice is subject to competing forces. He is inclined
to increase his effort to reduce uncertainty, while he is tempted to slack off because of the weaker opponent’s concession.
As Proposition 3(ii) indicates, the tension depends on the degree of asymmetry in the competition. The favorite would
decrease his effort if and only if the distribution of prize valuations is excessively dispersed, i.e., vi/vy > 3: In that case,
the competition effect for the favorite suffices to overturn the uncertainty-reducing effect.

Contestants tend to be more sensitive in response to changes in their opponents’ actions when the contest is more
asymmetric. Fig. 2 depicts contestants’ best responses in three scenarios, with and without loss aversion. The best-response
correspondence is concave, which implies stronger strategic dependence when x1/x, is large; conversely, it vanishes when
efforts are close. It is thus intuitive to conclude that the competition effect is magnified when the contest is more asym-
metric. We then obtain Proposition 3(ii).

3.2. Contests with three or more contestants: N > 3
We now extend the analysis to contests with three or more contenders. We first consider the symmetric case with

vi=v >0 for all i € V. In contrast to the symmetric two-player contest, the CPNE departs from the Nash equilibrium
under standard preferences.

Proposition 4. Suppose that the contest involves N > 3 homogeneous contestants with vi =---=vy =:v > 0 for all i € N'. When
Assumption 2 is satisfied and k € [0, %], a unique symmetric CPNE exists, in which all contestants exert an effort x*(k), with

x*(k)=N_1 (1—N_2k>v.

N2 N

A contestant’s equilibrium effort strictly decreases with k, i.e., dx*(k) /dk < 0.

Proposition 4 states that with three or more homogeneous contestants, loss aversion always weakens effort incentives:
A contestant’s equilibrium effort x*(k) strictly decreases with k. The contrast with the observation obtained in the sym-
metric two-player case reveals the nuance caused by additional players. To see this, recall that the impact of loss aversion
fades away in the two-player case because each contestant wins with a probability of 1/2. In a multi-player case, every
contestant is technically an underdog despite the symmetry: One wins with a probability of 1/N and behaves as if he
were competing against an opponent who bids N — 1 times as much as he does. The uncertainty-reducing effect compels
all contestants to decrease their efforts, as the single underdog does in the asymmetric two-player contest. However, the
competition effect differs from the bilateral case. Each contestant i responds to Z#i xj, which amounts to (N — 1)x; for a
symmetric effort profile. The competition effect encourages each contestant to step up efforts, since i Xj decreases due
to the uncertainty-reducing effect. However, Proposition 4 shows that the competition effect does not suffice to reverse the
uncertainty-reducing effect.

We then proceed to the more complex case of asymmetric players. The equilibrium analysis is complicated by the fact
that a player may choose to stay inactive—i.e., exerting zero effort—in which case a corner equilibrium arises. A closed-form
solution to the equilibrium with expectations-based loss aversion—i.e., k > 0—is in general unavailable. However, we verify
that contestants’ equilibrium efforts are well behaved, which allows us to conduct comparative statics of k at k = 0. The
observations suffice to demonstrate the subtle incentive effects imposed by loss aversion in the extended setting.
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(c) (v1,v2,k) = (4,1,0.2)

Fig. 2. Equilibrium Effort Profiles: (x}(k), x5(k)) and (x}(0), x3(0)).

Denote by M(k) the set of active players under parameter k. Proposition 2 implies that a weaker contestant must
have resigned before a stronger one does, and thus the set of active players is M(k) = {1,...,|M(k)‘ } For notational
convenience, let m := |M(O)|. In other words, m is the number of active players when contestants have standard preferences
(i.e., k = 0). The following proposition can be obtained.

Proposition 5. Suppose that N > 3 and Assumption 2 is satisfied. Then one of the following three possibilities regarding %ik

k=0

dxy dxy, .

(d—kl o’ " :0> must hold:
dx¥ .
@) 7+ ) 050forallzeN:
(b) There exists a cutoff Ty € {1, .. — 1} such that ’ > Oforl efl,..., 7y} and %;' ’ < 0 otherwise;
k=l
. -~ . -~ dx; .

(c) There exists a cutoff Tx € {2, .. — 1} such that dk o < 0, i " >0forie {2, ces ‘L'X}, and o < 0 otherwise.
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Fig. 3. Impact of Reference-dependent Preferences on Player Incentives.

The incentive effect of loss aversion depends on the profile of contestants’ prize valuations and the number of contes-
tants. Despite the complexity, Proposition 5 states that three patterns are possible. In case (a), all contestants decrease their
efforts. Equilibrium efforts bifurcate in case (b), in that strong contestants step up their efforts and weaker contestants do
the opposite. Case (c) instead depicts a nonmonotone pattern: A set of middle-ranked contestants—i.e., {2, ey ?X}—increase
their bids and the rest are all discouraged, including the top contender (i.e., contestant 1).

We now illustrate these results and elaborate on the underlying logic. The rationale based on the tension between the
uncertainty-reducing and competition effects continues to apply to multi-player settings.

Three-contestant scenario: Fig. 3(a) We begin with a three-contestant setting and illustrate it in Fig. 3(a). The horizontal
axis represents the ratio v,/vy and the vertical axis v3/vq, with both ranging from 0 to 1. The area below the diagonal
encompasses all parameterizations relevant to our model, i.e.,, with v{ > v, > v3. The bottom-right region of the figure
depicts a situation in which contestant 3 stays inactive. We focus on the scenarios in which all three contestants are active.

Case (a) of Proposition 5 takes place in the lower portion of the relevant region, with all contestants decreasing their
efforts. This observation is in parallel to the finding of Proposition 3(ii) in the highly asymmetric two-player contest. In
this case, v, and/or v3 are small compared with vq, which allows contestant 1 to dominate the competition. Contestant
1 is tempted to slack off, by the competition effect, when his two (weak) opponents concede; this more than offsets the
uncertainty-reducing effect, as in the two-player setting.

Case (b) arises in the middle portion of the relevant region, which represents a scenario of a less lopsided competition,
in the sense that the prize valuations of contestants 2 and 3 are closer to vq. An analogy can be drawn between this

10
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observation and that of Proposition 3(ii) for a mildly asymmetric two-player contest, with equilibrium efforts bifurcating
between the strong and the weak.'>

Case (a) is revived in the upper portion of the diagonal, in which cases v, and v3 are closer to v{, so a more even race
is in place. The observation here, however, is driven by a different force than that in the case of large asymmetry, i.e., the
lower portion of the relevant region. Analogous to the situation depicted in Proposition 4 (symmetric multi-player contests),
contestant 1 should be viewed, technically, as an underdog despite his moderate advantage over each individual opponent.
The uncertainty-reducing effect, which outweighs the competition effect, leads all contestants to reduce their efforts.

As can be seen in Fig. 3, case (c) cannot arise in a three-player contest. This observation can formally be established.

Corollary 2. Suppose that N = 3 and Assumption 2 is satisfied. Then either case (a) or case (b) holds; case (c) never occurs.

Next, we consider a setting with four contestants. We demonstrate that case (c) is likely and interpret the intuition.

Four-contestant scenario: Fig. 3(b) We now add an additional player to the setting. We assume that the fourth contestant
is homogeneous to contestant 3, i.e.,, vi > v > v3 = v4, Which allows us to fit the four-player scenario into the two-
dimensional diagram. Similar to Fig. 3(a), the area below the diagonal in Fig. 3(b) is a full collection of the parameterizations
relevant to the setting. Contestants 3 and 4 must employ the same strategy in the equilibrium. As a result, the set of
parameterizations that cause contestant 3 to remain inactive in the three-contestant scenario are identical to those that
lead both contestants 3 and 4 to drop out of the competition in the current one. Again, we focus on the region in which all
contestants remain active and exert positive efforts.

Case (c) of Proposition 5 is now possible with the additional player. The observation can again be interpreted by the
tension between the uncertainty-reducing and competition effects. The interaction of the two inherently nonmonotone
effects ultimately gives rise to the nonmonotone pattern.

A close inspection of Fig. 3(b) reveals that the ascent of case (c) requires a strong contestant 1 and weak contestants 3
and 4: Contestant 1, as the favorite, wins with a probability more than 1/2; contestants 3 and 4 are marginal contenders
with only slim winning odds, so the addition of contestant 4 does not challenge contestant 1’s dominance.

First, loss aversion compels contestants 3 and 4 to reduce their efforts to lower uncertainty. Note that the gain-loss
utility, defined as Gi(xi,x_i) = —kpi(x;, x_)[1 — pi(x;, x_j)]vi, is concave in p;(x;,X_;), which implies a more pronounced
uncertainty-reducing effect for a smaller p;(x;, X_;). The uncertainty-reducing effect strengthens substantially for contestant
3 when contestant 4 joins the competition, since this substantially lowers his winning odds. We can then expect relatively
more significant effort reduction from the weakest contestant(s), which more than doubles that from contestant 3 in the
three-contestant setting.

The effort reduction from contestants 3 and 4 further triggers the competition effect, as the other contestants will re-
spond. We now expound on the disparate responses from contestants 1 and 2. Recall that both the uncertainty-reducing and
competition effects are nonmonotone in nature—depending critically on a contestant’s relative standing in the competition—
which causes the complexity.

Contestant 2, as an underdog in this case, is compelled to reduce his effort by the uncertainty-reducing effect. However,
more significant effort reduction by the weakest contestants, caused by the addition of the fourth contestant, strengthens
the competition effect, which may more than offset the uncertainty-reducing effect on contestant 2 and lead him to increase
his effort instead. In contrast, contestant 1, as the favorite, increases his effort to reduce uncertainty. The competition effect
nevertheless requires that he reduce his effort. The amplified competition effect overturns the uncertainty effect and leads
contestant 1 to slack off.

Ten-contestant scenario: Fig. 3(c) This rationale will further unfold in Fig. 3(c). It depicts a situation in which six more
contestants identical to contestants 3 and 4 are included in the competition, with v{ > vy > v3 =... = vqo. The area for
case (c) increases, compared with Fig. 3(b). The addition of weak contestants further strengthens the uncertainty-reducing
effects on the set of marginal contenders, which, in turn, amplifies the competition effect on the two stronger contestants;
competition effects are more likely to overturn the respective uncertainty-reducing effects on them.

13 This case, as well as the scenario of moderate asymmetry in the two-player case, resembles the bifurcation effect observed in Lange and Ratan (2010)
and Balzer and Rosato (2021). Both consider auctions in which each bidder’s type (private valuation or private signal for the object’s value) is independently
and identically distributed. They show that with loss aversion, a bidder of a high type tends to bid more aggressively than the risk-neutral benchmark,
while one of a low type bids less. However, the similar observations are driven by different mechanisms. In our model, the bifurcation stems from (i)
the uncertainty caused by the stochastic winner-selection mechanism and (ii) the direct strategic interaction between heterogeneous contestants and the
resultant nonmonotone competition effect. In contrast, in an auction model, ex ante symmetric bidders face opponents of unknown types, which causes
the uncertainty and, in turn, the bifurcating responses by bidders of different types.

11
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3.3. Equilibrium outcome

Despite the mixed responses to loss aversion in terms of individual efforts, we can obtain unambiguous predictions
regarding its impact on equilibrium outcomes, i.e., the set of active contestants, total effort, and equilibrium winning prob-
ability profile.

Active contestants Recall that M (k) refers to the set of active players under loss aversion k and M (k) = {1, e
The following can be obtained.

Mol }.

Proposition 6. Suppose that Assumption 2 is satisfied, k € [0, 11, and N > 2. Then M (k) € M (0) and thus| M (k)| <|M(0)|.

Proposition 6 states that whenever a pure-strategy equilibrium exists, i.e., k € [0, %], expectations-based loss aversion
always leads to a smaller set of active contestants. That is, weak contestants are more likely to drop out of the competition

when they are subject to loss aversion. The intuition is straightforward. It can be verified that ’aﬁ,»(xi, X_i) /3x,~’ is decreasing

when ¥x; falls below ) i Xiv which implies that the uncertainty-reducing effect discourages relatively weaker contestants
more significantly.

Total effort Proposition 5 shows that three possible patterns can be observed in response to loss aversion for individual
equilibrium efforts. However, its impact on total effort—i.e., Zf’:l x{—is clear-cut.

Proposition 7. Suppose that N > 2 and Assumption 2 is satisfied. The following statements hold:

(i) If|M(0)| =2 and vy = vo =: v, then 1| x¥(k) = S v fork € [0, 1] and hence "} | % =0
dx¥ B

(i) Otherwise, Y | | <0

k=0

Consistent with Proposition 6, Proposition 7 affirms the overall discouraging role played by expectations-based loss aver-
sion. Although loss aversion triggers disparate effort responses from heterogeneous contestants, total effort always decreases
except for the knife-edge case in which two homogeneous top contenders remain active in the competition: The game de-
generates to the symmetric two-player contest in which the impact of loss aversion disappears.

Equilibrium winning probabilities Denote the equilibrium winning probability profile by p* := (pj,..., p}). Note that
M(k) = M(0) for small k. The following result can be obtained.

Proposition 8. Suppose that N > 2 and Assumption 2 is satisfied. The following statements hold:

(i) If vi =+ = v =: v, then p} = 7 for all i € M(0) and k € [0, §;
(i) If vi > --- > v aq(0), With strict inequality holding for at least one, then there exists a cutoff T, € {1,..., N — 1} such that
% *

. dp; .
| >0 fori <ty and @ <0fori> T1p.

Despite the mixed patterns of changes in effort incentives (dx?‘/dk)‘k , loss aversion causes winning probabilities to

bifurcate between strong and weak contestants. A more elitist distribution_pattern results, as winning odds are increasingly
concentrated on the top contestants.

4. Discussion and extension

In Section 3, we assume loss-averse contestants a la K6szegi and Rabin (2006, 2007) and adopt the solution concept of
CPNE. Next, we consider two variations. We first consider a contest with risk-averse contestants. We then consider another
popularly adopted equilibrium notion, the preferred personal Nash equilibrium (PPNE).

4.1. Loss aversion vs. risk aversion

In this part, we analyze the contest game in which we assume risk-averse contestants. We then compare the equilibrium
prediction with that with loss-averse contestants. To simplify the analysis, we follow the literature (e.g., Skaperdas and Gan,
1995; Cornes and Hartley, 2003a; Jindapon and Yang, 2017; March and Sahm, 2018) and assume that contestants’ preference
exhibits constant absolute risk aversion (CARA), with a utility function

12
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u(c) = ,with y > 0. (5)

1—exp(—yc)
4
The parameter y can be interpreted as a measure of the degree of risk aversion. Risk neutrality is a special case, because a
linear utility, u(c) = c, would result when y approaches 0.
Effort is costly and depletes a contestant’s wealth at a unitary price. Fixing an effort profile x = (x1, ..., xy), contestant
ie N={1,...,N} ends up with a wealth of v; — x; if he wins—which occurs with probability p;(x;, x_j)—and —x; if he
loses—which occurs with probability 1 — p;(x;, ;). His expected utility is given by

Ui (i, X_i) := pi(xi, X_Du(vi — X)) + [1 = pi(xi, X_) | u(=x;).
Yamazaki (2009) shows that a unique pure-strategy equilibrium exists with heterogeneous risk-averse contestants under
nonincreasing absolute risk-aversion preferences.'* His result can readily be applied to our setting with CARA preferences.
Denote by x*(y) := (x‘{(y), .. .,x;,(y)) and M*(y) the unique equilibrium effort profile and the set of active players un-
der risk-aversion parameter y, respectively. The following result in parallel to Proposition 2 can be obtained, which fully
characterizes the equilibrium in the contest game.

Proposition 9. Suppose that contestants are risk averse with an identical utility function in the form of (5) and Assumption 2 is
satisfied. Then contestant i’s effort in the unique pure-strategy equilibrium x*(y) = (x{ ¥)yenes x;\,(y)), with i € N, is given by

e 1 L o
xr(y)={ rva-e7" X <Z|M*(y)| 1 )71 ZIM*(M s ifi e M*(y),

j=1 ]7e—yvj j=1 1ie—yvj~

fie N\ M*(y),
where M*(y) = {1

M*(y)| } and the number of active players—i.e.,

M*(y)|—is given by

S
j=1 ]_e_yvj

(a1 i) -1

|M*(y)|=max{n=2,...,N|e """ <

The equilibrium result allows us to conduct the comparative static analysis of risk aversion. We first consider a two-
player setting. Denote by (pq(y),pg(y)) the equilibrium winning probability profile under risk aversion. The following
result ensues.

Proposition 10. Suppose that contestants are risk averse with an identical utility function in the form of (5). Further, Assumption 2 is
satisfied and N = 2. The following statements hold:

. e YV . dx* . dx? . d2x* . d%x%
(i) If vi=vy =:v, thenxi (y) =x5(y) = % X LZ‘—_VV and hence limy 0 7+ = limy\ 0 g7 = 0, limy 0 Wzl =limy\o sz <
1
0,and pj(y) =p5(¥) = 5.
i) | then li 90> li 5 and hence li Wi 0>l 93 M I 2 % _0and
(ii) If vi > vo, then imy\0 g, > 0> limy~\0 77, and hence limy~0 77 > 0 > limy, o 7. Moreover, limy 0 i 7y =0an
. 2 d%xr
limy\0) 4 ﬁ <0.

The result stands in contrast to the prediction obtained under loss aversion. First, recall, by Proposition 3(i), that in a
two-player symmetric contest, the equilibrium coincides with the NE and the impact of loss aversion vanishes. By Proposi-
tion 10(i), risk aversion leads symmetric contestants to decrease their efforts. Second, by Proposition 10(ii), heterogeneous
contestants’ equilibrium efforts bifurcate under risk aversion, while the occurrence of bifurcation under loss aversion re-
quires moderate heterogeneity by Proposition 3(ii).

Recall that the number of active players under risk neutrality is m. We further proceed to a setting of three or more
risk-averse contestants and obtain the following.

Proposition 11. Suppose that contestants are risk averse with an identical utility function in the form of (5). Further, Assumption 2 is
satisfied and N > 3. If vi > - -- > v, then one of the following two possibilities regarding <limy\o %}, <o limy o ?—;) must hold:

(a) limy\o % <O0forallieN;

14 See also Cornes and Hartley (2012a).
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. . dx* . . dx* .
(b) There exists a cutoff Ty € {1,...,m — 1} such that lim,\ o % >0forie {1, e rx*} and limy\ o % < 0 otherwise.

Proposition 11 shows that in equilibrium, contestants’ effort responses to risk aversion may exhibit two possible patterns.
Both—i.e., (a) all decreasing efforts and (b) bifurcation in contestants’ efforts—arise in the case of loss aversion. However, by
Proposition 5, a third pattern may arise under loss aversion: The strongest contestant and the set of the weakest decrease
their efforts, while middle contestants step up their bids. Such a nonmonotone response pattern, by Proposition 11, does
not arise in the setting of risk aversion.

The contrasting predictions demonstrate the different role played by loss aversion than that of risk aversion. To interpret
the observations, we first rewrite a risk-averse contestant’s expected utility as

Ui (xi, X—i) == pi(xi, X_)u(vi — xi) + [1 — pi(xi, X_) Ju(—x;)
= pi(xi, i) [u(vi — xi) — u(—xi)] + u(—x;).

The contestant’s effort choice, x;, determines his utility for losing, i.e., u(—x;), his winning probability p;(x;, x_;) for given
x_i, and the utility differential between winning and losing, i.e., u(v; — x;) — u(—x;).
In the limiting case of risk neutrality (linear utility function), the expected utility can be written as

pi(xi, ) [(vi — xi) — (=x)] + (—x7).

The third channel is muted because (v; — x;) — (—x;) boils down to v;, which is independent of the effort choice x; and
differentiates the decision problem under risk neutrality from that under risk aversion.
We now turn to a loss-averse contestant, in which case the expected payoff is

Ui®) = [pi (i, x_)vi — %] — kp; (xi, x_)[1 — p; (xi, X_)]v;.

In contrast to his risk-neutral counterpart, the effort choice affects not only his winning probability and the material utility
for losing, but also the gain-loss utility —kp; (xi, X_i)[1 — pi (Xi, X_i)]vi.

Decomposition of expected utility functions unveils the fundamental difference between risk aversion and loss aversion
in the resultant decision problems. As O’'Donoghue and Sprenger (2018) point out, risk aversion is primarily driven by the
concern about the distribution over wealth states, while loss aversion is defined by gains and losses relative to references. A
risk-averse contestant is concerned about consumption smoothing and thus consciously manipulates his consumption levels
across states, which determines the utility differential [u(v; — x;) — u(—x;)] between win and loss.

Loss aversion generates an alternative decision problem. A contestant is concerned about the probabilistic distribution of his
consumption and thus manages the outcome of the contest—i.e., his winning odds p;(x;, x_;)—to reduce the pain inflicted by
the uncertainty as measured by p;(x;, X_;)[1 — pi(xj, X_;)]. It is important to note that the gain-loss utility is nonmonotone
in p;(xj, X_;), which reflects its reference-dependent nature. As a result, contestants of different standing in the competition
respond differently in their effort choices because of their disparate expectations. Such nonmonotonicity does not arise in a
risk-averse setting, which dismisses the nuanced pattern of case (c).

4.2. Alternative equilibrium concept

Dato et al. (2017) and Dato et al. (2018) adapt the notion of personal equilibrium (PE) and develop the concept of personal
Nash equilibrium (PNE) in game-theoretical contexts, which is formally defined as follows.

Definition 2. (Personal Nash equilibrium) The effort profile ™ = (x*,...,xy) constitutes a personal Nash equilibrium
(PNE) in pure strategy if for all i € \V,
Ui (7™, X, &%%) = Ui (xg, x{™, &™), for all x; € [0, 00).

The concept of PE requires that a contestant’s reference point be fixed (i.e., choice unacclimating), and not adjust to his
choice of effort when taking action. A PNE further requires that all contestants be willing to follow their credible effort
plan. The notions of PE and PNE are arguably more plausible for contexts in which outcomes are realized shortly after
players take actions, in that their expectations do not have enough time to adapt to actual decisions and can be considered
exogenous.

In contrast to CPNE, contestants with fixed expectations under PNE are attached to the amount of effort they expected to
sink, and thus there may exist multiple plans a contestant is willing to implement. Multiple equilibria may often arise. To
address the issue of multiple equilibria, K6szegi and Rabin (2006) argue that agents should be expected to choose their most
preferred PE, which gives rise to the concept of preferred personal equilibrium (PPE) and preferred personal Nash equilibrium
(PPNE), PPE’s game-theoretic variant (Dato et al., 2017; Dato et al., 2018).

Following Dato et al. (2018), denote by ®;(x_;) the set of pure-strategy PEs of contestant i for a given effort profile of
his opponents, ¥_; = (X1, ..., Xi—1, Xi+1, ..., Xn). PPNE is formally defined as follows.

14



Q Fu, Y. Lyu, Z. Wu et al. Games and Economic Behavior 133 (2022) 1-27

Definition 3. (Preferred personal Nash equilibrium) An effort profile ™ = (x7*, ..., xy") constitutes a preferred personal
Nash equilibrium (PPNE) in pure strategy if for all i € NV,

U™, x™, &%) = Ui(xi, xi, X75), for all x; € ©;(x™).
For a generic contest game, we first obtain the following.

Proposition 12. There exists a unique pure-strategy PPNE in the contest game if Assumption 1 is satisfied and k € [0, %].

In parallel to Proposition 1, Proposition 12 establishes the existence and uniqueness of PPNE for moderate loss aversion.'”
Recall that a contestant attaches a weight n to his gain-loss utility relative to the material utility. We further obtain the
following.

Proposition 13. Suppose that Assumption 1 is satisfied and fix A > 1. Then there exists a threshold 7} € <0 ) such that for all

1
» 30-1)
n < 1), the unique CPNE of the contest game coincides with the unique PPNE.

Proposition 13 states that PPNE is equivalent to CPNE when 7 is sufficiently small, which implies that the contestant’s
concern about his gain-loss utility remains tempered: The prediction obtained under Section 3 would remain intact in this
case even if PPNE were adopted as the solution concept.

When 7 exceeds the threshold, the prediction under PPNE may depart from that under CPNE. In Online Appendix C, we
demonstrate in two examples that the main results under Section 3 remain robust.

5. Concluding remarks

This paper explores the equilibrium interactions in contests with loss-averse contestants a la Koszegi and Rabin (2006,
2007). We first establish the existence and uniqueness of CPNE in the contest. We then investigate the incentive effects of
loss aversion, as well as its impact on the equilibrium winning probability profile. We demonstrate that loss aversion yields
subtle effects on contestants’ behavior: It catalyzes a (direct) uncertainty-reducing effect, which further triggers an (indirect)
competition effect. The tension between the two effects could lead contestants to either increase or decrease their efforts.
Despite the ambiguous impact of expectations-based loss aversion on incentives, we show that its impact on the set of
active players, total effort, and equilibrium winning probability profile is clear-cut. Finally, we consider two extensions and
show that (i) loss aversion generates different predictions from those of risk aversion, and (ii) the main results are robust
under the alternative equilibrium concept of PPNE.

Our analysis also generates empirically relevant implications. Several of our results may inspire future experimental or
empirical studies. For instance, Proposition 3(ii) predicts, in a bilateral setting, how the equilibrium effort profile under
loss aversion would deviate from that under risk neutrality with respect to the degree of asymmetry in the contest: Bifur-
cation arises in a moderately asymmetric contest, while efforts drop for both contestants when the contest is excessively
lopsided. Such predictions suggest the possibility of empirically identifying the roles played by loss aversion in contest-like
settings. For multi-player cases, effort responses to loss aversion vary in a complex manner among contestants. However,
Proposition 8(ii) shows clearly that winning probabilities bifurcate for loss-averse contestants. The experimental literature
has traditionally focused on contestants’ effort choices, whereas our results may open up an avenue for laboratory studies
regarding contestants’ winning probabilities.

This paper is an early foray into the implications of expectations-based loss aversion in contests. Large room remains
for future studies. First, this research stream calls for richer model settings. Recently, Goette et al. (2019) examine the role
of heterogeneity in gain-loss attitude in identifying models of expectations-based reference dependence in an individual-
decision setting. It is important to examine the competition between contestants who differ in their levels of loss aversion.'®
Our study assumes a complete-information setting. It is intriguing to speculate on how our results may extend when the
contest involves incomplete information. It is well known that a lottery contest is in general intractable when contestants’
types are privately known. A formal analysis is analytically challenging but worthwhile for further research. Second, many
classical questions on contest design can be reexamined assuming loss-averse contestants. Loss aversion may generate novel
implications for contest design, since the optimum must internalize the impact of such preferences on contestants’ strategies.
In a recent study, for instance, Fu et al. (2021b) examine the optimal contest design when contestants are expectations-based
loss averse, and demonstrate that the optimum departs from those obtained under standard preferences (risk neutrality or
risk aversion). We leave exploration of such possibilities to future research.

15 Although PPE is uniquely determined in situations of individual decision-making and can be considered to be a reasonable selection criterion, the
existence of PPNE cannot always be guaranteed in general. See Dato et al. (2017) for detailed discussions.

16 In Online Appendix D, we consider a two-player contest and provide a preliminary analysis that allows for heterogeneous loss aversion. We demonstrate
that our main predictions do not lose their bite in the alternative setting, but a more comprehensive study is warranted to explore the nuances of such
heterogeneity when the number of contestants exceeds two.
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Appendix A. Proofs
Proof of Proposition 1

Proof. Define y; := fi(xi), ¥ := (¥1,...,Yn), and §:= Zyﬂ ¥j. Moreover, denote the inverse function of fi(-) by ¢;(:) :=
fi_1(~). Contestant i’s expected payoff in expression (3) can then be rewritten as

NJ/i vi—k NYi <« 11- NYi
> j=1Yj 2j=1Yj 2i=1Yi

Giyiy )= vi — @i (¥i).

<0, or
yi=0

AL (i Y1)
a .

1

It can be verified that ﬁ,-(-) is strictly concave in y; > 0 under Assumption 1 for k < % Therefore, if

equivalently, ¢/(0)s > (1 —k)v;, then y; = 0. Otherwise, y; > 0 and solves

%}l}"’) = 0. Carrying out the algebra, we have

s—Yi Yi 1
a x <1 —k+ Zk?) = X 1 (Yi). (A1)

Note that s = 0 cannot arise in equilibrium. Otherwise, x; =--- =xy =0 and a contestant has strict incentive to deviate
by increasing his effort x; =0 to a sufficiently small positive amount. For all s > 0, let us define

if (1 —kyvi < ¢/(0)s,

i(s) = ) ) A2
&i(S) unique positive solution to = (l —k+ 2k%) = V%d){ (yi) otherwise. (A2)
From the above analysis, the effort profile x = (x],...,xy) constitutes a CPNE if and only if Z{L gi(s) =s, or equiva-
lently, x (s) := fV:] g"T(S) —1=0. Define
8i(s)
pi(s) ===
s
Then (A.2) indicates that p;(s) =0 for s > (1¢7£<(;)‘/i' For s < (14;_,8)"‘, it follows from (A.1) that
(1= p) x (1 —k+2kp;) vi —s x ¢] (pis) =0, (A.3)
which in turn implies that
[(pis) + pis x ¢! (pis
¢; (pis) + pis x ¢ (pis) (A4)

/ — —
p;i(s) = (1 -3k +4kpi) vi + 52 x ¢ (pis)’

from the implicit function theorem. Because ¢; > 0 and ¢;" > 0, the numerator on the right-hand side of the above equation
is strictly positive. Next, we show that the denominator is strictly positive.
Clearly, we have

(1= 3k +4kp;) vi +5* x ¢{ (pis) = 4kpivi +s* x ¢/ (pis) > 0,

where the first inequality follows from k < % To complete the proof, it remains to show that y(s) = Zf\’:] pi(s) —1=0 has

a unique positive solution for the case of k < %

A=kyvq
#7(0)

verify that p;(s) is continuous in s and thus x (s) is continuous in s. Second, note that

(1-kvq _ 1
\Teo )T

Moreover, it follows from (A.3) that

), and is constant for s > “q;k());” . It is straightforward to
i

First, note that p;(s) is strictly decreasing in s for s € <0,

lim p;j(s) =1,and lim x (s) =N —-1>0.
s\op’() s\OX()
Therefore, there exists a unique positive solution to y (s) =0, which concludes the proof. O

Proof of Proposition 2
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Proof. Note that fj(x;) = x; implies instantly that y; = x;, and thus s := Zf\’ﬂ yi= Z,(V:] x;. Fixing k € [O, %:| the function
gi(s) defined in (A.2) can be simplified as
0 if (1 —k)v; <s,

8gi(s) = \/(1—3k)252+8ks2(1—k— %)—(1—3k)s
" d otherwise.

It follows from the proof of Proposition 1 that in the unique CPNE, we must have that x;" = gi(s), where s > 0 is the unique
solution to Zflzl gi(s) = s. This concludes the proof. O

Proof of Corollary 1
Proof. It follows from the first-order conditions W =0 and %Z‘XT) =0 that
! x1=xX} g X=X,
x5 X5 (x5 — x*
v — 2(*2 *13) vi=1, (A5)
(x1 + XZ) (x1 + Xz)
and
x5 XE(xh — X3
* 1*2 2= 1(*] *23) v2=1. (A.6)
(X1 + Xz) (x1 + Xz)
Let 0 :=x]/x5. Then (A.5) and (A.6) can be rewritten as
1 1-6
vy — kvi=x¥ + x5,
110" " Ggep1=htR
and
0 0@ —1)
vy — kvy =x7 4+ x5.
1+0 > (A+e2 >~ 1772
Combining the above two equations yields
1 1-6 0 0@ —1)
V1 — kV] = V) — Vo,
146 (1+6)2 1406 (1+6)2
which is equivalent to
v v
(1—k6? — (—1—1> x (14+Kk8 — —L(1 -k =0. (A7)
Vo V2

Solving for 6, we have that

1 1+k 2/14k\* 4
o= | (Y o) Iy () () A (A8)
2 V) 1—k Vo 1—k vy

Substituting (A.8) and 6 = x7 /x5 into (A.5) and (A.6), we can solve for xj(k) and x; (k) as the following:

0 0(1-09)

(k) = - ; A9
xj (k) 702" " arer (A.9)
and
1 1-6
(k) = - kvy. A10
RO=G e T arep © (A-10)

Proof of Proposition 3

Proof. Part (i) of the proposition is trivial, and it remains to prove part (ii). Define £ :=v1/v, > 1. In what follows, we add
k to 6 to emphasize that 6 depends on k. It follows from (A.7) and the implicit function theorem that

dotky [0+ (L — Dok — ¢
dk ~ 20—kl — (- DA +k)
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Note that 6(0) = ¢ from (A.8). Therefore, we can obtain that

dod | _ e —De—t _20—1)

dk k0 20— (t—1) 1+¢

(A11)

Differentiating xj (k) in (A.9) with respect to k yields

dxjk)  1-0(k) y do k) - [e(k)]2 —40(k) +1 5 do (k) < kyn o) [1—0k)]

= 1— 1 Vi1,
dk  [1+o0)]  dk [1+600]* dk [1+600]
together with (A.11), we have that
dx; (k) 1-¢ 204 —1) L1 —2) Le-1)3-10
= X 1— 1= Vi1,
dk | _, (a+0? 14+¢ (1+0)3 (1404
from which we can obtain that
dx; (k)
2003,
| <UOCE
k=0
Next, we show that dxg,ik) <0 for all £ > 1. Differentiating x5 (k) in (A.10) with respect to k yields
dx3 (k 1 dx* (k 1 k
2(0) =—— X (k) - X 40 k) x X (k).
dk 0 (k) dk [g(k)]z dk
Note that x7(0) = ﬁw from (A.9). Therefore, we have that
dx3 (k) 1 ¢—-1)3-9 1 204 —1) l e-1DH3BL-1)
=X ————V; — —= X X vi=— vi<0. O
dk | _, ¢ (1+04 27 1+ T A+0? (1404
Proof of Proposition 4

Proof. The equilibrium characterization follows immediately from Proposition 2, and is omitted for brevity. O
Proof of Proposition 5

Proof. The following result due to Stein (2002) fully characterizes the equilibrium for the benchmark case k = 0 without
reference-dependent preferences.

Lemma 1. (Stein, 2002) Suppose that Assumption 2 is satisfied and k = 0. Then the equilibrium effort profile, x*(0) =
(x3(0), ..., x5(0)), is given by

x;*(O):{S(O)_ LOL ifiet,....m), (A12)
ifie N\ {1,...,m},

where m is the number of active players and is given by

1 11
m=max{n=2... . N/@-1)— <) —1. (A13)
Vn n Vj
i=1
and
N m—1
SO =) X0 = (A14)
i=1 Zi:lv_,-

We can now prove the proposition. The proof for the case in which m =2 follows immediately from Proposition 3.
Further, the proof for the case in which m >3 and v{ =--- = v;;; follows immediately from Proposition 4. Therefore, it
remains to consider the case in which m > 3 and vq{ > --- > vy, with strict inequality holding for at least one. It can be
verified that [ M (k)| =|M(0)| =m for sufficiently small k > 0.
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Denote the equilibrium winning probability profile by p* := (p7,..., py). Recall s= Z, 1%7. In what follows, we add k
to (x7,..., xN), (P71, ---, py), and s to emphasize that they depend on k.

Combining (A.12) and (A.14) yields that
x{(0) 1 s(0)
s©0) vi

pi(0)= ,Vie{l,...,m}. (A15)

Further, the first-order condition

al; (%, x* .
’(ax—)'(ix") =0 [see also (A.3)] can be written as

[stk) — x:()] x [sk) — 2x3 ()| kvi + [sG0]* = s(k) [s(k) — x: (k)] vi =0, Vi € {1,2,...,m},

where s(k) = Zf’: 1% (k) = > x; (k). Differentiating the above equation with respect to k yields the following:

(ds(k) dx (k) ds(k) dxf(k))
kV,‘

- dk )[s(lc)—zx,-(k)]lcv, [s(k)—x(k)]( —2—

+ st = x (0] [stk) — 2x7 (o] vi + 3 [s(k )]z ds(k)

dk dk

[(k)—x(k)] - (I)( )v,:o,we{l,z,...,m}.

Evaluating the above equation at k = 0, we can obtain

3 ds(k) ds(k)
[s(0) —xF(0)] x [s(0) = 2x7(O)] + = [sO* ——| ———| x[s(0)—x{(0)]
Vi dk | dk K0
ds(k) dx; (k) ;
- - =0,V . . .
s(0) ( ik T 0,vVie{l,2,...,m} (A16)
= k=0
Summing up all the conditions in (A.16) yields
m m
5 12 5 ds(k) 1 ds(k)
(m—3)[s(0)] +ZZ[X,- (] +3[s(0)] i ZV—i—Z( —1Ds(0) =0,
i=1 k=0 i=1 k=0
from which we can obtain
dsy|  m—3)[sO) + 2ym, [><*(0)]2 A7)
dk | 3P Y 13 —2m—1s(0) '
The above equation can be rewritten as
2
_ 2 m _ OFP
dsco (m=3)[sOF +231L, {s(O) }
dic | _, 35O XL, 4 —2(m = 1s(0)
2
0 2
m=3)[sOP+23 7, {s<0> - @} 2[sOP x YL, &
=— =5(0) — L (A18)
3(m—1)s(0) — 2(m — 1)s(0) m-—1
where the first equality follows from (A.12) and (A.17); the second and third equalities follow from (A.14).
Combining pj (k) = x;(k)/s(k) and the first-order condition ()U'(;i;xi’) =0 [see also (A.3)], we have that
X=X}
Zk[p;“(k)] +(1—3k)p;} (1<)—1+k+Q—0 Vie{l,...,m}.

Vi

Differentiating the above equation with respect to k and rearranging yield

dppo _ —2[pf(0]" +3p7 0 —1 - 3 G
dk 4kp? (k) +1 — 3k

,Viel{l,...,m},
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which in turn implies that

dpj (k) _ ) . 1 ds(k)
7 =-2[p{(0)]"+3p;(0) —1- T (A19)
k=0 k=0
, 1 2[sP x XL &
=-2[p;(0)]"+3p;(0) —1— — x {5(0) — '
Vi m-—1
* 2 * * 2 Z:n:l Vl_zz m—1 ’
==2[p{ (@] +3p; ) —1-[1-pf O] x {1- X ST
m—1 Y0
=-2[1-pfO)]x {1—- ——— —pf0)¢.Vie{l,...,m}. (A.20)

[zt

The second equality follows from (A.18) and the third equality follows from (A.14) and (A.15).
Let

m-nyn, 5
.
m 1 2
diz1v;
It is straightforward to verify that p < % for m > 3. Moreover, we must have p > 0. Otherwise, dp; &) 0> 0 for all i € M(0)

dk
dp; (k dp? (k
from (A.20), and thus 0= YN pi ) L O:ZT:l pl’i—,i)

p=1-—

R 0 0, a contradiction. A closer look at (A.20) yields

k=

dp* (k (m—-1) Zm:1 i
p(lﬂi() >0©p;‘(0)>f)51——12v’2 (A21)
k=0 [sz=1 vl,:l
Next, it follows from xj (k) = pj (k) x s(k) that
dx; (k) _ dp; (k) ds(k) "
dk T SO+ =g~ xPi@
k=0 k=0 k=0
_ X 2 1 l ds(k) ds(k) N
=1{-2[p{(®] +3p;©0) -1 v X Tdk x s(0) + Ty x p; (0)
k=0 k=0
ds(k 0
=—s(0)[1—p;O][1-2p] 0]+ % X [p?‘(O) % ,)]
k=0 Vi
R B o
=—s(0) x [1=2p}(0)] x S0 - pi(0)
=—s(0) x [1 =2p}(0)] x [2p — p} (0)] (A22)
2 m-1 s [2BOF <X 5
=—5(0)x | — x —— — 1| X - L1, (A.23)
vi 3 v Vi m—1

where the second equality follows from (A.19); the fourth equality from (A.15); the fifth equality from (A.14), (A.18), and
the definition of p; and the last equality from (A.14), (A.15), and (A.18). Define

Ji. 2m—1)

=——>0
1 )
Yiliy;

and
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. 5(0) ~ m-DYL, 5
2O xy, L - 2
POTRR L am- Dy, s - (T )

m—1
Let v := min{v¥, v#} and v := max{v¥, v¥}. Equations (A.22) and (A.23) imply that

> 0.

dx; (k) 0 < min ! 2p ¥(0) < max ! 2p
dk v 2P =P = 2P
k=0
SV<Vi<V.
If v="7, then dxg,ik) <0 for all i e V. Suppose that v < V. The profile of prize valuations v = (v1,..., Vm,..., Vy) has

to belong to one of the following five cases:

Casel: vi <vorvy>v. Then dx;,gk) 0 <0 for all i € M(0), which corresponds to the pattern described in Proposi-
tion 5(a). B

Casell: v <vy<vy <Vv. Then dxélgk) o > 0 for all i € M(0), with strict inequality holding for at least one. This case is
s s ds(k) : m  dx; (k) L
impossible because =~ o = Dt ik o < 0 by Proposition 7.

Caselll: v;; < v<vy <v. Then there exists a cutoff of prize valuation above which % o > 0 and below which

dx* (k . . . ..
X;i—k() o < 0. This corresponds to the pattern described in Proposition 5(b).

CaseIV: v < v;; < v<vy. This implies that p;(0) > min { % 213} > p, where the last strict inequality follows from p € (0, %).

Together with (A.21), we have that % > 0 for i € M(0). This in turn implies that Zf’:l dpé,fk) o=
K= =

m dp; (k)
i=1 dk k=0

> 0, which is a contradiction. Therefore, this case is also impossible.
dx; (k)
I N <0 for

all i € M(0) and again we have the pattern described in Proposition 5(a). Suppose instead there exists some
contestant t € {2,...,m — 1} such that v; € (v,Vv) and vi > v; > vi;. Next, we show that the pattern described

dxi (k) dx; (k)
dk _ <0 and —dk k=0 < 0. We

Case V: v;; < v <Vv<vy. If there exists no contestant whose prize valuation lies between v and Vv, then

in Proposition 5(c) must arise. It suffices to rule out the situation in which

consider the following two sub-cases:

Sub-case (i): p > 1. The postulated v, <v < v; <V < vq implies that p37(0) > p{(0) > min {%, 2[3} = % Together

a
with the fact that p;,(0) > 0, we have that ZIN:] pi(0) = p7(0) + pf(0) + p;,(0) > 1, which is a contra-
diction.

= 1 dx3 (k) dx3 (k) 1951 _ 1

Sub-case (ii): p<z. Because — o <0 and —Z o <0, we must have pj(0) > p3(0) > max{i, Zp} = 3.

Together with the fact that p; (0) > 0, we can obtain that Z{V:l p;(0) = pi(0) + p5(0) + p;(0) > 1,
which is again a contradiction.

To summarize, there are three possible patterns on (dxc}lgk) s dxgk(k) ) as Proposition 5 predicts. This concludes
k=0 k=0
the proof. O
Proof of Corollary 2

Proof. Suppose to the contrary that case (c) occurs for some combination of (v1, v, v3). It follows immediately that v >

% *
v,. Moreover, all three players must stay active under k = 0. Otherwise, dxl},fk) " 0= 0 and dx;,f") o > 0 cannot hold by
K= =

Proposition 3.
Without loss of generality, we normalize vi1 = 1. By Lemma 1, all three contestants remaining active in equilibrium under
k = 0 requires that

1. 11
LY Vie(1,2,3) > — < —+ 1. (A.24)
Vi - Vi V3 Vo

j=1"J
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Next, it follows from (A.22) that

dx?* (k) 5
(ljk =—s(0) x [1—2p;(0)] x [2p — p} (0)],
k=0
22?:1 viz
where p=1— [ ’T. s(0) = 232 r»and pf(0)=1— %. Therefore, for case (c) to occur, we must have 2p < pj < %
ik s

which in turn implies that
1\ [4 1 1\> 4
3(—) - |—+2)x—4+|{—) ——+3=0.
V3 V2 V3 V2 V2
However, the above inequality cannot hold. To see this, note that
1\ /(4 1 1\ 4
3(—) - {—+2)x—4+(—) ——+3
V3 V2 V3 V2 V2
1 3 4 1\> 4
<{—4+1){—+3——=2)+[—) ——+3
Vv Vo V2 V2 V2
1
<4|{1——) <0,
V2

where the first inequality follows from (& +1) < ;- < ;- and (A.24), and the second inequality from v, < vy = 1. This
concludes the proof. O

Proof of Proposition 6

Proof. Suppose to the contrary that |M(I<)| > }M(0)| +1=m+ 1. Then we have that

m+1 m+1 [

3 01 1 1\? sk
*k) = = 1+—-) —8—~~2
i;pl(o > : 4k+4\/< +k> 8 v,

i=1 [
m+1 [ 2
31 1 1 (1 =k)vms
P T 1+-) —§-— - "1°
>; 4 4I<+4\/< +k> kv;

1
% 31 1( 1 vm+1>2+16vm+l(vi—vm+1>

1
+ k Vi \/l.2

m+1
3 1 1 1 v
> ———+—<1+——4 ”;“)}

m+1 m m
_  Vmt1) _ _ Vmt1 5@ _
(-5 =2 ()= (- 0)

i=1 i=1

where the first equality follows from (4); the first inequality from contestant m + 1’s participation constraint s(k) < (1 —
k)Vmy1 in (4); the second inequality from vq > --- > vj4q; the third inequality from (4) and the fact that contestant m + 1
is inactive under k = 0; and the last equality from the rearrangement of (A.14). Clearly, the above inequality contradicts

m+1 | Mk N

dopit< Y pidy <) pit=1.
i=1 i=1 i=1

This completes the proof. O

Proof of Proposition 7
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Proof. Part (i) of the proposition is straightforward. Clearly, we must have |M(k)| > 2. Moreover, it follows from Proposi-
tion 6 that m =|M(0)| =2 indicates that |M(k)| < 2. Therefore, we must have [M(k)| =2 and x}(k) + x5(k) = 3v from
Proposition 3(i).

Next, we prove part (ii) of the proposition. The proof for the case in which m =2 and v{ > v, is straightforward; and it
remains to prove the result for the case in which m > 3. By Equation (A.17), we have that

Z _ m=3)[s@P +2 Y7, [ )]
— o 3BOPYL L —20m—1s0)

It is evident that the numerator is strictly positive for m > 3. Moreover, we have that

dx; (k) _ ds(k)

dk

k=0

2

m _ m B B ,
3[5(0)]22l—2(m—1)s(0)= m-1 21_2(,“_1)"1 1 _m-1n*

3 -
. m 1 . m 1 m 1
i Vi Yiciv | TV Yiciy,  Xisly

N dx (k)

where the first equality follows from (A.14). This in turn implies that ) ;" O

k=0

Proof of Proposition 8

Proof. Part (i) of the proposition is obvious, and it remains to prove part (ii). Recall that |M(k)| = \M(O)| =m for suffi-
ciently small k > 0. Plugging (A.15) into (A.19) yields

dpi(k ds 1
pi (k) ——2[5(0)]2><—+ s(0) — — x —,Vie{l,...,m}. (A.25)
dk dk Vi
k=0 =0
Combining (A.14), (A.18), and (A.25), it can be verified that dpg,:k) o > 0 is equivalent to
k=
Zl 1 v,
Vi >
Zl 1 v
Moreover, simple algebra would verify that
1
v Zl 1 v, and v erl:l v_,
1> ’ m 4] .
Zl 1 v Z:n:l ?
Therefore, there exists a cutoff 7, dp (k) ai D o

o >0 fori <7y and o < 0 otherwise. O

Proof of Proposition 9
Proof. The analysis closely follows that of Stein (2002) and is omitted for brevity. O
Proof of Proposition 10

Proof. Suppose that N = 2. By Proposition 9, the equilibrium effort pair (xq(y), xg(y)) can be derived as follows:

. _ 1 (‘] — e_yVZ) (1 — e_VVI) (‘] — e_yvl) e_yVZ
M) = y x 1—ev(vVitv2) x (1—evvi)erva4 (1—evV2)ervi’
and
N 1 (] — e—yvz) (] — e*VW) (1 — e—yvz) e~V
KWy = ; x 1 —e—Y(Vi+va) x (] _ e—]/Vl)e—)’Vz + (] _ e—yvz)e—yv1 ’

Part (i) of the proposition is straightforward and it remains to prove part (ii). Suppose that v{ > v,. From the above
equilibrium characterization, we can obtain

1—e7v2)(1—e ¥V
s(y)—Zx(y)— . 1_8_3fze_yvl )

i=1
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and
(1 — e—VVl) e~ V"2
1— e—Vvl) e~YVva 4 (1 — e—sz) e—vvi’

p?()/)=1—p§(y)=(

Carrying out the algebra, we have that

d * dZ * 2
lim s*(y) = V1V2 lim S(V)zo,and lim 5(2’/)=_ (viva)
¥Y\O0 Vi+vy y\O dy yN\O dy 6(vi+ Vo)
Further,
dp* dp* _
lim pi() = —"— and tim P10 _ _jiy 20D _ vavalvi = va)
\O Vi+ V2 yNO  dy yNO  dy 2(vi+v2)

Note that x](y) =s*(y) x pj(y). Therefore, we have that

_dx(y) . dst(y) dpj(y) . (v1v2)?(vi — v2)
lim —L = lim x lim p} + x lim s* =— = >0.
A R R A L R A A S Ty e
Similarly, it follows from x3(y) =s*(y) x p5(y) that
L dxs(y) L dst(y) dp5(y) . (v1v2)2(v1 — v2)
lim ——2 = lim x lim p} + x lim s* = = <0.
R A L R A H 2(vi+v2)3

This concludes the proof. O
Proof of Proposition 11

Proof. It can be verified that limy\o|M (y)| =m, where m is the number of active contestants under risk neutrality and
is given by (A.13). Further, we can show that players 1 to m exert positive effort and players m+ 1 to N remain inactive for
sufficiently small y > 0. Therefore, llmy\o dy =0forie{m+1,...,N} and it suffices to consider players 1 to m.

From the equilibrium characterization established in Proposition 9, we can obtain that

. dxi(y) m—1 1 1 m-—1 .
11]‘[}) d = 2)( E_V—Xmil ,16{1,...,m}.
yNo - dy [Z'}L VLJ] i Y=y,

de

decreases with i. Moreover, it is straightforward to verify that (i) lim,\o ”'(V) <0 for m> 3 and
1()/)

Evidently, limy\ 0 =}

(ii) the sign of hmy\o depends on the distribution of prize valuations (vq,..., vp). These altogether indicate that
(limy\o %} llmy\o o ) has two patterns, as Proposition 11 predicts, which concludes the proof. O
Proof of Proposition 12
Proof. Recall y = (yq,...,yn) in the proof of Proposition 1. Contestant i’s expected utility in expression (2) can be rewritten
as
. i yi
Wi (yi, yi, y_i) = ix|A+M+nr - D"+
D 1y] iz VitVi
~ Vi
—¢i(y) + 0 (¢ (Fi) — i (¥) — Nh=—"———"Vi, (A.26)
( Z j#i Vi T Vi

where y; := fi(x;) and y; := fi(X;). To prove the existence and uniqueness of PPNE of the original contest game, it suffices to
show that there exists a unique PPNE of the modified contest game in which contestant i € A chooses y; > 0 simultaneously
and his utility function is given by (A.26).

Note that under Assumption 1, {;(y;, ¥, ¥_;) is strictly concave in y; for y; > §; and y; < J;, respectively. Therefore, a
sufficient and necessary condition for j; > 0 to be a personal equilibrium is

Al (Vi Vi . oLl (Vi. Vi .
lim Wi (yYi, Yi, ¥—i) <0,and lim Ui (Yi, Vi, ¥—i) >0
yiNJi i yi/ i i

24



Q Fu, Y. Lyu, Z. Wu et al. Games and Economic Behavior 133 (2022) 1-27

which is equivalent to
A N
¥i N i Vi
N . . A
Zia Vit (Shiyi+ )

A+mei(I) <vi| 1+n+nt—1) 5 < (1+n0)¢; (i)

For s > 0, define &; (s) and g;(s) as

o if £ vi < ¢(0)s,
g.(s) 1= y 1+n)» (A.27)
! unique positive solution to =¥ [1 +n+nk—-1) ‘] ¢ (yj) otherwise,
and
_ 0 ifvi < ¢;(0)s,
8i(s) = i 1+,7 (A.28)
unique positive solution to = (141 + n(x — 14 ——®!(y;) otherwise.

It can be verified that %= y’ [1 +n+n— 1)%] strictly decreases with y; for k=n(A — 1) < 5. Therefore, both & (s) and

g;(s) are well defined, and it is straightforward to show that g (s) < gi(s). Define g; (s) as

g,(s) ifgi(s) =g,(s),
gl(s) =1 gi(s) ifg,(s) <gi(s) <Ti(s). (A29)
gi(s) if gi(s) = gi(s),

()

where gj(s) is defined in (A.2) in the proof of Proposition 1. It can be verified that &Y s strictly decreasing in s for

s < ¢}0> X 1]+77nk v; and is equal to zero otherwise. Similarly, g'(s) is strictly decreasing in s for s < 7 (0) x vi and is equal to
f
zero otherwise. Recall that g’(s) is strictly decreasing in s for s < % x v; and is equal to zero otherwise. Therefore, g"T(S)

Vi
#;(0)
Note that ﬁi(yi, y_) :=(yi, yi, y_;) is strictly concave in y; for all i € N under Assumption 1 for k € [0, %]. Therefore,

**_

(¥7*, ..., y§°) constitutes a PPNE of the modified contest game if and only if s** := Zf\’ﬂ yi¥ satisfies

N o T oo
S(s™)
Zg’(** =l,andy}k*=g2(s**),‘v’ie/\/’.

5 S
i=1
. . . o . N gT(s) . ..
It remains to show that there exists a unique posmve solution to ) ;_; ='— =1, which follows from the monotonicity of
T
IN:] gl‘( ) llms\o ZN g, (s) =N> .l and ZN g, (5) ¢
1

Proof of Proposition 13

Proof. With slight abuse of notation, denote the CPNE under n by x*(n) = (xT(n), .. ,,x’,i,(n)); and let yi(n) := fi (x;“(n))
and s*(n) := ZlNzl yi(n) for all i e N. It suffices to verify that the unique CPNE is also a PPNE of the contest game for
sufficiently small 7 > 0, holding fixed A > 1. It can be verified that the set of active contestants under sufficiently small n
coincides with that under n = 0. Without loss of generality, we can assume that the contestants are ordered with respect

to P (0)' that is,

V1 VN
- > ... > .
#1(0) = T ¢y (0)

Then there exists a cutoff T such that x{(0)>0forix< 7 and x;(0) = 0 otherwise.
First, consider an active contestant i € {1,...,T}. It suffices to show that gi(s) < gi(s) < g;(s) from (A.2) and (A.29) as
1\ 0, which is equivalent to

yim 1 s () — yi(m) yim
[1—n(k—1)+2n(k—1)s*(n)} " T X [S*(TI)]Z [1+n+n(k—1)s*(n)},

s () — yi(m)
[s*an]°
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and
s () — yi(m) yi@m 1 s*(m) — yi () yi@m)
—— L 1—-n =D +2n(x - 1= ! 1+n+nA—
[s* ]’ [ MemDEme Tl } ST ) [ s }
from (A.27) and (A.28). The first inequality is equivalent to

y?(n)> nA
s*(m) ~ 1+2nr°

yim) _ yi©
s*(m) T s*(0)

which clearly holds for sufficiently small n due to the fact that lim;\ o
second inequality can be simplified as

> 0 = limy\o Similarly, the

ni
1+2nr°

yim - 1+n
s*(m) 142y’

yiap _ yi© T 1+
s = s < 1= 1mpo 755
Next, consider an inactive contestant i € A"\ {1,...,T}. Note that g; (s*(n)) =0 for sufficiently small 7; together with

which also holds for sufficiently small n due to the fact that lim\

(A.2), we have that v; < ¢/(0) x 17]57;7)1) for i > T + 1 for sufficiently small . Consider the two following cases depending
on vz relative to ¢?+1 (0)s*(0).

Case (a): vz, <@~ . (0)s*(0). Then v; < ¢>/(O)s*(0) for i > T + 1. Moreover, ——-L vi < ¢{(0)s*(n) for sufficiently small .

T+1 1+ni

Otherwise, suppose, to the contrary, that lJHMV, > ¢{(0)s*(n) for sufficiently small 5. Then we have
v; = lim > lim [¢/(0)s* = ¢/(0)s*(0),
i=hm A ’_n\o[d)‘( )s ()] = ¢;(0)s*(0)

which contradicts v; < ¢;(0)s*(0). Therefore, g (s* (n)) =0 for sufficiently small n from (A.27). It follows immedi-
ately from (A.29) that g:r (s*(m) =0 for sufficiently small 7.

Case (b): vz 1=¢. ,(0)s*(0). We focus on the case in which "”‘ > T2+ the analysis for the case in which "T“

ORGSR OR O
Y&2_ s similar. For ease of exposition, let vsyy := O 1f T 4+ 2 > N. Then there exists A > 0 such that VT,“ —4
¢2.2(0) #2100
¢,V ”(20). Consider the following vector of prize valuations:
T+2

VA= V1, ..., V3, Ve — A, Vg2, ..., VN).

In words, all contestants except contestant T + 1 have the same prize valuations under v = (vq,...,vy) and va,
whereas contestant T + 1’s prize valuation under v, is less than that under v = (v1, ..., vy). It is straightforward
to verify that the unique CPNE under v coincides with that under v for sufficiently small n from (A.2). Similarly,
the unique PPNE under v coincides with that under v for sufficiently small n from (A.2), (A.27), (A.28), and
(A.29). Further, we can conclude from the analysis in case (a) that the unique pure-strategy CPNE under v coin-
cides with the unique pure-strategy PPNE under v for sufficiently small n. Therefore, the unique pure-strategy
CPNE under v also constitutes the unique pure-strategy PPNE under v for sufficiently small . This concludes the
proof. O

Appendix B. Supplementary material
Supplementary material related to this article can be found online at https://doi.org/10.1016/j.geb.2022.01.018.

References

Abeler, Johannes, Falk, Armin, Goette, Lorenz, Huffman, David, 2011. Reference points and effort provision. Am. Econ. Rev. 101 (2), 470-492.

Acemoglu, Daron, Jensen, Martin Kaae, 2013. Aggregate comparative statics. Games Econ. Behav. 81, 27-49.

Anderson, Simon P., Goeree, Jacob K., Holt, Charles A., 1998. Rent seeking with bounded rationality: an analysis of the all-pay auction. J. Polit. Econ. 106 (4),
828-853.

Baharad, Eyal, Nitzan, Shmuel, 2008. Contest efforts in light of behavioural considerations. Econ. J. 118 (533), 2047-2059.

Balzer, Benjamin, Rosato, Antonio, 2021. Expectations-based loss aversion in auctions with interdependent values: extensive vs. intensive risk. Manag. Sci. 67
(2), 1056-1074.

Banerji, Abhijit, Gupta, Neha, 2014. Detection, identification, and estimation of loss aversion: evidence from an auction experiment. Am. Econ. ]. Microecon. 6
(1), 91-133.

Barseghyan, Levon, Molinari, Francesca, O'Donoghue, Ted, Teitelbaum, Joshua C., 2013. The nature of risk preferences: evidence from insurance choices. Am.
Econ. Rev. 103 (6), 2499-2529.

26


https://doi.org/10.1016/j.geb.2022.01.018
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibA7D941A283D2369C8F2F4FBB86A775AFs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib761B9D44EEB71AE2DCCCB8F43B03AE23s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibE8DCC69D07D25FCDA478FC214AD15523s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibE8DCC69D07D25FCDA478FC214AD15523s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib58A4A5992009BD3389F4D51118F45178s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibEDE1E310815B7D37C4EC38BE9063B49Bs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibEDE1E310815B7D37C4EC38BE9063B49Bs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib990D404FA7DB77A77387A0C892412FB5s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib990D404FA7DB77A77387A0C892412FB5s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib6CE4819BD1BE72F91643F0E21A566F32s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib6CE4819BD1BE72F91643F0E21A566F32s1

Q. Fu, Y. Lyu, Z Wu et al. Games and Economic Behavior 133 (2022) 1-27

Baye, Michael R., Hoppe, Heidrun C., 2003. The strategic equivalence of rent-seeking, innovation, and patent-race games. Games Econ. Behav. 44 (2), 217-226.

Berger, Sebastian, Goette, Lorenz, Song, Changcheng, 2018. Competing sources of reference points: Evidence from a real-effort experiment. Working Paper.

Carbajal, Juan Carlos, Ely, Jeffrey C., 2016. A model of price discrimination under loss aversion and state-contingent reference points. Theor. Econ. 11 (2),
455-485.

Chen, Zhuogiong Charlie, Ong, David, Segev, Ella, 2017. Heterogeneous risk/loss aversion in complete information all-pay auctions. Eur. Econ. Rev. 95, 23-37.

Clark, Derek ]., Riis, Christian, 1996. On the Win Probability in Rent-Seeking Games. Mimeo.

Cornes, Richard, Hartley, Roger, 2003a. Loss aversion and the Tullock paradox. Working Paper.

Cornes, Richard, Hartley, Roger, 2003b. Risk aversion, heterogeneity and contests. Public Choice 117 (1), 1-25.

Cornes, Richard, Hartley, Roger, 2005. Asymmetric contests with general technologies. Econ. Theory 26 (4), 923-946.

Cornes, Richard, Hartley, Roger, 2012a. Loss aversion in contests. Working Paper.

Cornes, Richard, Hartley, Roger, 2012b. Risk aversion in symmetric and asymmetric contests. Econ. Theory 51 (2), 247-275.

Crawford, Vincent P,, Meng, Juanjuan, 2011. New York City cab drivers’ labor supply revisited: reference-dependent preferences with rational-expectations
targets for hours and income. Am. Econ. Rev. 101 (5), 1912-1932.

Daido, Kohei, Murooka, Takeshi, 2016. Team incentives and reference-dependent preferences. J. Econ. Manag. Strategy 25 (4), 958-989.

Dasgupta, Partha, Stiglitz, Joseph, 1980. Industrial structure and the nature of innovative activity. Econ. J. 90 (358), 266-293.

Dato, Simon, Grunewald, Andreas, Miiller, Daniel, 2018. Expectation-based loss aversion and rank-order tournaments. Econ. Theory 66 (4), 901-928.

Dato, Simon, Grunewald, Andreas, Miiller, Daniel, Strack, Philipp, 2017. Expectation-based loss aversion and strategic interaction. Games Econ. Behav. 104,
681-705.

Dixit, Avinash, 1987. Strategic behavior in contests. Am. Econ. Rev. 77 (5), 891-898.

Dreyfuss, Bnaya, Heffetz, Ori, Rabin, Matthew, 2021. Expectations-based loss aversion may help explain seemingly dominated choices in strategy-proof
mechanisms. Am. Econ. J. Microecon. forthcoming.

Eisenhuth, Roland, 2019. Reference-dependent mechanism design. Econ. Theory Bull. 7 (1), 77-103.

Eisenhuth, Roland, Grunewald, Mara, 2018. Auctions with loss-averse bidders. Int. J. Econ. Theory.

Franke, Jorg, Kanzow, Christian, Leininger, Wolfgang, Schwartz, Alexandra, 2013. Effort maximization in asymmetric contest games with heterogeneous
contestants. Econ. Theory 52 (2), 589-630.

Fu, Qiang, Wang, Xiruo, Wu, Zenan, 2021a. Multi-prize contests with risk-averse players. Games Econ. Behav. 129, 513-535.

Fu, Qiang, Wang, Xiruo, Zhu, Yuxuan, 2021b. Multi-prize contests with expectation-based loss-averse players. Econ. Lett., 109921.

Fullerton, Richard L., McAfee, R. Preston, 1999. Auctioning entry into tournaments. J. Polit. Econ. 107 (3), 573-605.

Gill, David, Prowse, Victoria, 2012. A structural analysis of disappointment aversion in a real effort competition. Am. Econ. Rev. 102 (1), 469-503.

Gill, David, Stone, Rebecca, 2010. Fairness and desert in tournaments. Games Econ. Behav. 69 (2), 346-364.

Gill, David, Stone, Rebecca, 2015. Desert and inequity aversion in teams. J. Public Econ. 123, 42-54.

Goette, Lorenz, Graeber, Thomas, Kellogg, Alexandre, Sprenger, Charles, 2019. Heterogeneity of gain-loss attitudes and expectations-based reference points.
Working Paper.

Hahn, Jong-Hee, Kim, Jinwoo, Kim, Sang-Hyun, Lee, Jihong, 2018. Price discrimination with loss averse consumers. Econ. Theory 65 (3), 681-728.

Heidhues, Paul, K6szegi, Botond, 2014. Regular prices and sales. Theor. Econ. 9 (1), 217-251.

Herweg, Fabian, Mierendorff, Konrad, 2013. Uncertain demand, consumer loss aversion, and flat-rate tariffs. J. Eur. Econ. Assoc. 11 (2), 399-432.

Herweg, Fabian, Miiller, Daniel, Weinschenk, Philipp, 2010. Binary payment schemes: moral hazard and loss aversion. Am. Econ. Rev. 100 (5), 2451-2477.

Jia, Hao, 2008. A stochastic derivation of the ratio form of contest success functions. Public Choice 135 (3-4), 125-130.

Jindapon, Paan, Yang, Zhe, 2017. Risk attitudes and heterogeneity in simultaneous and sequential contests. J. Econ. Behav. Organ. 138, 69-84.

Karle, Heiko, Peitz, Martin, 2014. Competition under consumer loss aversion. Rand J. Econ. 45 (1), 1-31.

Keskin, Kerim, 2016. Equilibrium notions for agents with cumulative prospect theory preferences. Decis. Anal. 13 (3), 192-208.

Keskin, Kerim, 2018. Cumulative prospect theory preferences in rent-seeking contests. Math. Soc. Sci. 96, 85-91.

Konrad, Kai A., Schlesinger, Harris, 1997. Risk aversion in rent-seeking and rent-augmenting games. Econ. J. 107 (445), 1671-1683.

Ko6szegi, Botond, Rabin, Matthew, 2006. A model of reference-dependent preferences. Q. J. Econ. 121 (4), 1133-1165.

Koszegi, Botond, Rabin, Matthew, 2007. Reference-dependent risk attitudes. Am. Econ. Rev. 97 (4), 1047-1073.

Készegi, Botond, Rabin, Matthew, 2009. Reference-dependent consumption plans. Am. Econ. Rev. 99 (3), 909-936.

Lange, Andreas, Ratan, Anmol, 2010. Multi-dimensional reference-dependent preferences in sealed-bid auctions—how (most) laboratory experiments differ
from the field. Games Econ. Behav. 68 (2), 634-645.

Loury, Glenn C., 1979. Market structure and innovation. Q. J. Econ. 93 (3), 395-410.

March, Christoph, Sahm, Marco, 2018. Contests as selection mechanisms: the impact of risk aversion. ]. Econ. Behav. Organ. 150, 114-131.

Mermer, Ayse Giil, 2017. Effort provision and optimal prize structure in all-pay contests with loss-averse players. Working Paper.

Miiller, Wieland, Schotter, Andrew, 2010. Workaholics and dropouts in organizations. J. Eur. Econ. Assoc. 8 (4), 717-743.

Novshek, William, 1985. On the existence of Cournot equilibrium. Rev. Econ. Stud. 52 (1), 85-98.

O’Donoghue, Ted, Sprenger, Charles, 2018. Reference-Dependent Preferences. Handbook of Behavioral Economics-Foundations and Applications 1, pp. 1-77.

Pagel, Michaela, 2017. Expectations-based reference-dependent life-cycle consumption. Rev. Econ. Stud. 84 (2), 885-934.

Rosato, Antonio, 2016. Selling substitute goods to loss-averse consumers: limited availability, bargains, and rip-offs. Rand J. Econ. 47 (3), 709-733.

Rosato, Antonio, 2017. Sequential negotiations with loss-averse buyers. Eur. Econ. Rev. 91, 290-304.

Rosato, Antonio, 2019. Loss aversion in sequential auctions: Endogenous interdependence, informational externalities and the ‘afternoon effect’. Working
Paper.

Rosato, Antonio, Tymula, Agnieszka A., 2019. Loss aversion and competition in Vickrey auctions: money ain’t no good. Games Econ. Behav. 115, 188-208.

Schroyen, Fred, Treich, Nicolas, 2016. The power of money: wealth effects in contests. Games Econ. Behav. 100, 46-68.

Selten, Reinhard, 1970. Preispolitik der Mehrproduktenunternehmung in der Statischen Theorie. Springer-Verlag, Berlin.

Skaperdas, Stergios, Gan, Li, 1995. Risk aversion in contests. Econ. J. 105 (431), 951-962.

Song, Changcheng, 2016. An experiment on reference points and expectations. Working Paper.

Stein, William E., 2002. Asymmetric rent-seeking with more than two contestants. Public Choice 113 (3-4), 325-336.

Szidarovszky, Ferenc, Okuguchi, Koji, 1997. On the existence and uniqueness of pure Nash equilibrium in rent-seeking games. Games Econ. Behav. 18 (1),
135-140.

Yamazaki, Takeshi, 2009. The uniqueness of pure-strategy Nash equilibrium in rent-seeking games with risk-averse players. Public Choice 139 (3-4),
335-342,

27


http://refhub.elsevier.com/S0899-8256(22)00024-0/bib19679B4DB2B96F020C2681A6B8B164D5s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibB11F5397475D637EA96FD7862B695C96s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib3A7B0F659CE52A06D411479DD16B24F1s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib3A7B0F659CE52A06D411479DD16B24F1s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibF621C95971A6CE5EC40C942EA540335Bs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib80FD09CA565B09C97DF6E5BC7110F995s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib1C00E079B8BE394B346E8DFCF649A395s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibAC86AA28A9EBFEBAB4A69955448181D5s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib559BB51F5211F2786490CB046E7BD4B1s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibFBA5F594D1C5118FD1A1A1418555EF44s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibB970DDC834BECD9BD520DE9D95E1384As1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibC47EC7B47095D1C9E5662B58DD8FC50Cs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibC47EC7B47095D1C9E5662B58DD8FC50Cs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibB25DD02CAAF592550FBD556D4F49EF7Ds1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibDC8A61EDABE1C7E5F20F89470664594Ds1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib924106644A0FDBEA4E5F29DB971F5224s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibE159EAEC0187D6DED46B0034374A8EA3s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibE159EAEC0187D6DED46B0034374A8EA3s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib8681EDB031C2EE9846ED1A201B73D531s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibF5AC1E4AA8A39B9C0C80C70F143F9ABEs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibF5AC1E4AA8A39B9C0C80C70F143F9ABEs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibB87CE4FFF3D30EA7705CDFB9DE357D1Es1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib819481D5C9CF98B27201450DA63084F7s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib816D1A3E33220E9F6262940FDB8F08C1s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib816D1A3E33220E9F6262940FDB8F08C1s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibEE5F5E32E622276B79E017C08F842D7As1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibCCE31DB817FA449CFAA66E441D3126FFs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib1E4B5B6374E7B65E5E4D9B7BB2BCDE49s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib6CF19D673A4901AD44E299283A509BD2s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib00A9DB9DFE45EA9314A297C17405F4CCs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibA1A32B5269F1244F7A6D80F850CEC347s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib05E4D0E4E87B77A765322FE172B34B86s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib05E4D0E4E87B77A765322FE172B34B86s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib12C72B6715F329808EE1B17880C0F508s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib4EC1F49750B2BDEAF0F8A944915827ACs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibF7B22BB9AFF917FC52AADBB273D1324Ds1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibFE8ACC0C2D4C885DB35D5FFD4B186E9Ds1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibBE0F957C4F5739AE09917D8F6A625437s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib9148383D7CEE4375A0EA22A2ED044E24s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibDC5837D9DCAD95BA6C8D7548682C084Bs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib64BBA81F9FB39A43958C1EC69A5550AEs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib9C3E4AF4E2A181F48FBA8AAC29BBB2E5s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibC79D13C2AF99AF21B7183435ACD82B39s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibDEF11B22E41A9C340949E925B78AB255s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib26F6FE88FF8BE78BBB327FD0999C9864s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib6845D78535A19072E49E5D1C53E9741Bs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib5F4D617E8DA02C25C2D8311C05F1103Cs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib5F4D617E8DA02C25C2D8311C05F1103Cs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib08A96EA9B98F48047A12E471A2DD0439s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibD48B97E1C7617C84CB305B3D53AC90D4s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib6C5A7C1E6281A9AFFD5F876C782D77AFs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibE9A6954DA712174CD4BB48A7E45112BEs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib17D03107508B88B35B67AC151983B614s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib569F23C81727B7C3807E427F51BDCCB7s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibDA8C536F626A203000895DDD00BD177As1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib4E4BBB369FE6A9053AACA15DC7B53965s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib00603720CB65ECD354B257FC5BC118CBs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibEB611B2D7F035FC9681ADFBCF385A7DFs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibEB611B2D7F035FC9681ADFBCF385A7DFs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib4807B91A5F7FAC74FB11FB9D67CDE4B6s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibC38270637F35C5F2FF00AA7A26D33CBBs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib22D83CC7AB0567081A9B33B3B7E50469s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibB7221E3B6F8A2FBDD51DCEB8E1F4252Cs1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib0130DF8B1D73D04666A677BE1020B4E8s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib912809987D4DFA8311A195F267D51860s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib27F489AEE7BE4483AFEB85137B36E585s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bib27F489AEE7BE4483AFEB85137B36E585s1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibE207C89E904892AA0DC871EE36FAA23Es1
http://refhub.elsevier.com/S0899-8256(22)00024-0/bibE207C89E904892AA0DC871EE36FAA23Es1

	Expectations-based loss aversion in contests
	1 Introduction
	2 Model and preliminaries
	2.1 Winner-selection mechanism
	2.2 Contestants’ preferences
	2.3 Equilibrium concepts
	2.4 Equilibrium existence and uniqueness

	3 Equilibrium analysis
	3.1 Contests with two contestants: N=2
	3.2 Contests with three or more contestants: N≥3
	3.3 Equilibrium outcome

	4 Discussion and extension
	4.1 Loss aversion vs. risk aversion
	4.2 Alternative equilibrium concept

	5 Concluding remarks
	Appendix A Proofs
	Appendix B Supplementary material
	References


