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“... This is, of course, a very unrealistic assumption. In order
to carry out a market transaction it is necessary to discover
who it is that one wishes to deal with, to inform people that
one wishes to deal and on what terms, to conduct
negotiations leading up to a bargain, to draw up the contract,
to undertake the inspection needed to make sure that the
terms of the contract are being observed, and so on. These
operations are often extremely costly, sufficiently costly at any
rate to prevent many transactions that would be carried out in
a world in which the pricing system worked without cost.”
Ronald Coase, The Problem of Social Cost, Journal of Law
and Economics, 3 (1960) pp.1-44, at p.15
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GAINS

LOSSES

HIGH
PROBABILITY
Certainty Effect

95% chance to win $10,000
Fear of disappointment
RISK AVERSE

Accept unfavorable settlement

95% chance to lose $10,000
Hope to avoid loss
RISK SEEKING

Reject favorable settlement

LOW
PROBABILITY
Possibility Effect

5% chance to win $10,000
Hope of large gain
RISK SEEKING

Reject favorable settlement

5% chance to lose $10,000
Fear of large loss
RISK AVERSE

Accept unfavorable settlement

®  From figure 13 at p. 317, Daniel Kahneman “Thinking, Fast and Slow” (2011,
Penguin Books, ed. 2012)




“In short, plaintiffs in frivolous suits typically confront
decision options that appear to be low-probability
gains, while defendants choose between options that
appear to constitute low-probability losses.
Decisionmakers confronted with low-probability
gains, like plaintiffs in frivolous suits, tend to make

risk-seeking decisions, while those confronted with
low-probability losses, like defendants in frivolous
suits, tend to make risk-averse decisions.” Chris
Guthrie, Prospect Theory, Risk Preference and the

Law, 97 Northwestern University Law Review, | |15,
1124 (2003)
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¢ EZEOHHRTUIEUIXHEICT % anecdotal approach &, heuristics 7R Aff
RDOAED—DEBDN D, Heuristics &, LIFUIK. IREICKS
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®  Heuristics D@5 ICDWTIE, I ZIEX. Amos Tversky and Daniel
Kahneman, Judgment under Uncertainty: Heuristics and Biases,
Science, vol. 185, pp.1124-1131 =&,
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