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HOWARD C. KUNREUTHER
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Abstract

We use insurance behavior as a context to study affective influences in seemingly purely monetary
decisions. We report two related findings. First, people are more willing to purchase insurance for an
object at stake, the more affection they have for the object, holding the amount of compensation constant.
Second, if the object is damaged, people are also more willing to go through the trouble of claiming a
fixed amount of compensation, the more affection they have for the object. These effects are not
predicted by standard decision theories. We explain these findings by a ‘‘consolation hypothesis,’’
according to which, people perceive insurance compensation as a token of consolation, and we discuss
its implications for affective influences in other types of decisions.
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Introduction

This research examines individual decisions to purchase insurance policies and
claim insurance compensation. There are two objectives behind this research}one
broad and one specific. The broad objective is to use insurance decisions as a
vehicle for demonstrating that a seemingly purely monetary decision can be
influenced heavily by affective factors that have no monetary consequences, and
thereby to further our understanding of the role of affective factors in decision
making.

A more specific aim is to gain insight into the psychology of insurance decisions
per se. Most research on insurance decisions has been based on a normative
economic approach. There are some exceptions. For example, Wakker, Thaler and

Ž .Tversky 1997 recently found that when an insurance policy involves a small
chance that the consumer will not be reimbursed, the consumer demands a
disproportionally large reduction in insurance premium. They explained this obser-
vation by using prospect theory where small probabilities are overweighted. A

Ž .series of studies summarized in Kunreuther, Hogarth and Meszaros 1993 show
that underwriters and actuaries charge higher premiums when probabilities are
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Ž .ambiguous. Hogarth and Kunreuther 1995 found that few individuals undertake
the types of benefit-cost analyses implied by expected utility theory to make
warranty purchase decisions, which is a form of insurance. Instead, they base their
decision on factors such as peace of mind and relief of anxiety that are typically
overlooked in normative analysis. In a series of controlled experiments, Johnson,

Ž .Hershey, Meszaros and Kunreuther 1995 found that framing manipulations also
have a strong impact on consumers’ decisions to purchase insurance.

The present research investigates a particular psychological factor in insurance
decisions}the consumer’s affection for the object to be insured. ‘‘Affection’’ in
this article refers to one’s attitude and feelings toward the object}whether she
likes it or not. We will discuss how affection influences two types of insurance
decisions}ex ante decisions to purchase insurance for an object at risk, and ex
post decisions to claim insurance compensation once the object is already lost or
damaged. For ease of discussion, we first discuss ex post insurance claim decisions,
and then turn to ex ante insurance purchase decisions.

Insurance claim decisions

Imagine the following situation:

Helen and Laura are equally wealthy and do not know each other. They visited
Europe last month. There they each bought a painting for $100, and had it
shipped to their home in the U.S. Due to some natural cause over which the
shipping company had no control, the paintings were damaged beyond repair
during shipment. Both Helen and Laura bought shipping insurance, and now
they can claim a fixed $100 check from the insurance company as compensation.
However, claiming insurance is time consuming, and time is equally valuable to
Helen and Laura. Helen loved the painting more than Laura. Who would be
more willing to spend the time collecting the insurance compensation?

From a purely economic perspective, Helen and Laura should be willing to spend
the same amount of time collecting the insurance claim even though they have
different levels of affection for the painting. One’s decision to make an insurance

Ž .claim should depend only on current wealth level W , the amount of the compen-
Ž .sation C , and the cost associated with the claims process. With respect to all these

variables, Helen and Laura are identical. The painting is already gone and cannot
be recovered, no matter how much one loved it or how much it was worth. Helen
and Laura are equally wealthy. Time is equally valuable to them and the amount of
compensation they could receive is identical}$100.

Formally, let T denote the amount of time the individual should invest so that
the utility of having the insurance compensation equals the utility of not having the

Ž .compensation. Let v T denote the value of T. According to standard economic
theory. Thus, for both Helen and Laura, T only needs to satisfy the following
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equation:

v T s u W q C y u W 1Ž . Ž . Ž . Ž .

Ž .The implication of 1 is that T is independent of the nature of the lost object or
one’s affection for it.

Contrary to the above prediction, a series of experiments we recently conducted
secured a robust affection effect: People were significantly more willing to make a
claim if they had high affection for the lost object than if they did not.1

Below we first report these experiments and then offer an explanation that we
term the ‘‘consolation hypothesis.’’ All of the studies reported in this article used
questionnaire format, and were completed by college students from two Midwest-
ern universities, two West Coast universities, and one East Coast university.
Respondents either received course credit, candies, or payment for their participa-
tion.

Study 1: Affection effect in willingness to claim insurance

The purpose of this study was to test whether people’s willingness to claim a fixed
amount of compensation for an already lost object was influenced by their
affection for the object.

Ž .Method. Participants N s 83 read the following scenario:

You were in Italy last month. You bought a painting there for $100, and had a
local company ship it to your home in the US. When the painting arrived, you
found it badly damaged. In order to claim compensation, you must drive a long
distance to a branch of the shipping company and show them the damaged
painting yourself. If you go there, it is certain that you will get a fixed
compensation of $100}the price you paid for the painting. You won’t get more
or less than that. If you don’t go there, you won’t get any compensation.

Half of the respondents were imbued with a high affection for the painting by
reading the following description:

You liked the now-damaged painting very much and you fell in love with it at
first sight. Although you paid only $100, it was worth a lot more to you.

The other half of the respondents read a lower-affection version:

You were not particularly crazy about the now-damaged painting. You paid $100
for it, and that’s about how much you think it was worth.
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Both groups of subjects were then asked to indicate the maximum number of hours
they would be willing to drive in order to claim the compensation. They were given
11 choices, ranging from ‘‘0 hour’’ to ‘‘10 hours or more.’’

Results. The study revealed a significant affection effect: On average, participants
in the high affection condition were willing to spend 1.23 more hours driving to

Žcollect the $100 compensation than those in the low affection condition Means s
Ž . .4.12 hours and 2.89 hours, respectively; t 81 s 2.45, p - .025 . It suggests that the

same amount of money had different degrees of appeal in the two conditions.

Study 2: Affection effect in insurance claim decisions without reprisal

In Study 1, it is conceivable that some respondents may hold the shipping company
responsible for damaging the painting, and may consider collection of the compen-
sation as a means of reprisal. Those imbued with a high affection for the painting
might be more upset and therefore more vindictive. To rule out this explanation,
we designed another study using a context where one could not blame others for
damaging the object.

Ž .Method. Respondents N s 89 read the following scenario:

Suppose that you recently bought a used camera for $100. You accidentally
dropped it yesterday and it was damaged beyond repair. You remember that the
camera came with some insurance. You check with the insurance company and
they agree to compensate you for what you paid for the camera, namely, $100.
In order to claim this compensation, you must personally go to the insurance
company within 24 hours and fill out many forms. The whole process will take 4
hours. You have an exam coming up in a week and time is precious for you.

Half of the respondents then read:

You liked that camera very much. You fell in love with it the minute you first
saw it. It became one of your most cherished possessions. Now it’s totally
damaged. You won’t ever be able to find another camera like this.

The other half of the respondents read an alternative version:

You were not particularly crazy about that camera. You didn’t have any
particular feelings for it. You think it’s just worth how much you paid.

Both groups of respondents were then asked whether they would claim the
compensation for the camera on a six point scale ranging from 0 to 5, where 0
indicated ‘‘definitely not’’ and 5 indicated ‘‘definitely yes.’’
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Results and discussion. Even though revenge is no longer a viable explanation, the
result of this study replicates that of the last study. Willingness to claim compensa-
tion was significantly greater among those who loved the camera than those who

Ž Ž . .did not love it as much Means s 4.18 and 3.58, respectively, t 87 s 2.23, p - .05 .
The results of the first two experiments would be difficult to understand if

insurance claims are assumed to be purely monetary transactions. From a purely
monetary perspective, the $100 compensation should be equally attractive regard-
less of whether it is compensation for something one likes or for something one
does not like.

Several caveats are in order here. First, although the affection manipulation in
the experiments were intended only to manipulate subjective feelings toward the
object, it is possible that the respondents inferred market values from the affection
manipulation. Specifically, those in the high-affection version may have thought
that the object must be worth more than those in the low-affection version thought.
However, according to standard economic theory, this inference should not influ-
ence one’s willingness to claim compensation: The object is already lost and cannot
be recovered regardless of how one feels about it or how much market value one
believes it had.

Our finding not only differs from the prediction of standard economic theory of
choice, it is not predicted by prospect theory, either. According to prospect theory
Ž .Kahneman and Tversky, 1979 , if a person has suffered a loss which she values at

Ž .L and does not get any compensation, then she would experience v yL , where v is
the prospect theory value function. If the person receives a compensation in the

Ž . Ž . Ž .amount of C, then she would experience either v yL q v C , or simply v yL q C ,
Ž .depending on the way she does mental accounting Thaler, 1985 .

If it is the former, then her willingness to claim the compensation would be
independent of the size of L. If it is the latter, then her willingness would depend
on the shape of v and the size of L. According to prospect theory, v is convex in the

Ž . Ž .loss domain. It implies that v yL q C y v yL will decrease as L increases, for
all C - L. In other words, the advantage of claiming the compensation will be
smaller the greater one feels about the loss. A more intuitive way to characterize
this prediction from prospect theory is that a given amount of compensation looks
less attractive if it covers a small proportion of a loss than if it covers a large
proportion of the loss. However, this prediction is in the opposite direction of our
empirical finding.

The consolation hypothesis

This section introduces an explanation for the affection effect, which we call the
‘‘consolation hypothesis.’’ According to this hypothesis, one’s decision to make an
insurance claim for a lost object depends not only on the monetary value of the
compensation, but also on the amount of pain one experiences due to the loss.
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Compensation has a symbolic value. It is redemption for the lost object; it is a
token of consolation for the pain caused by the loss. The utility of a given amount

Ž .of compensation has two components: a the utility of that particular amount of
Ž . Ž .money C , and b the utility of its symbolic consolation value. That is, the utility

Ž .of compensation is a positive function of both C the money and its consolation
Ž .value. The consolation value, in turn, depends on one’s level of affection A for

the lost object. The more affection one has, the more pain one experiences, and
the more one needs the consolation. Thus,

utility of compensation

s a positive function of both C money and A affection 2Ž . Ž . Ž .
Equation 2 explains why people would be more willing to claim a fixed amount of
compensation when they have more affection for the lost object.

Study 3: A moderating factor of the affection effect in insurance claim decisions

The crux of the consolation hypothesis is that an insurance claim is construed not
just as a sum of money, but as compensation for the lost object. If this hypothesis is
correct, then we should be able to turn the affection effect ‘‘on’’ or ‘‘off’’ by
manipulating how the consumer construes the money. If the money is construed as
compensation for the lost object, then her willingness to collect the money will
depend on her affection for the object. If the money is construed as unrelated to
the lost object, then her willingness to collect the money will be independent of her
affection. The following study is designed to test these predictions.

Method. The questionnaire for the study had four versions. These versions consti-
Ž . Žtuted a 2 affection for the object: low versus high = 2 purpose of payment:

.compensation for the lost sculpture versus a rebate for an unrelated item factorial
Ž .design. In all of the versions, respondents N s 206 first read,

Suppose that you just returned home from a trip in Europe. While there you
bought a sculpture for $50, and had it shipped to your home. Due to some
natural cause over which the shipping company had no control, the sculpture
was broken beyond repair in transit. According to its policy, the shipping
company is not responsible for the damage.

Then half the respondents read,

You loved that sculpture very much. Now that it’s broken, you feel devastated.

and the other half read,

You didn’t like that sculpture very much. Now that it’s broken, you don’t feel
particularly affected.
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In each condition half of the respondents were told that they could receive $50 as
compensation for the lost sculpture. Specifically this group read,

Meanwhile, you received a phone call from an insurance company and they told
you that you could claim a $50 compensation for the now-damaged sculpture. In
order to receive the compensation, you must go to the insurance company right
away and the whole process will take about 3 hours. Will you go to claim the
compensation for the sculpture?

The other half of the respondents were also told that they could receive $50 but it
was a rebate for something unrelated to the lost sculpture. Specifically,

Meanwhile, you received a phone call from a local store and they told you that
you could claim a $50 rebate for a book you bought there, which has nothing to
do with the sculpture. In order to receive the rebate, you must go to the store
right away and the whole process will take about 3 hours. Will you go to claim
the rebate for the book?

ŽThe respondents checked a point on a 6-point scale, ranging from 0 ‘‘definitely
. Ž .no’’ to 5 ‘‘definitely yes’’ .

Results and Discussion. The results are summarized in Table 1. According to the
consolation hypothesis, the affection manipulation should influence the claim
decision only when the money was construed as compensation for the lost sculp-
ture. To test this prediction, we performed a 2 = 2 analysis of variance on the
willingness-to-claim ratings. In support of our prediction, the analysis reveals a

Žsignificant interaction effect between the purpose of the payment compensation
. Ž . Ž Ž .versus an unrelated rebate and affection for the object high versus low F 1,202

.s 4.59, p - .05 . Further analysis indicated that in the compensation condition,
Ž .affection had a significant effect t s 2.60, p - .025 , but in the rebate condition,

Ž .the effect vanished t - 1, n.s. .
Another way to interpret the data is to examine in which condition people were

most willing to claim the $50. As the table shows, the only cell that stands out from
the rest is the high-affectionrcompensation condition. It suggests that the $50

Ž .would have the greatest utility if two conditions were met: a the consumer cares
Ž .about the object, and b the money is characterized as compensation for the loss

of the object.

Table 1. Willingness to Claim the $50 in Study 3

Purpose of the $50 Low affection High affection

compensation for the object 3.15 3.94
rebate for an unrelated object 3.40 3.22

Note. Greater numbers indicate greater willingness to claim the $50.
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Our results are related to the mental accounting notion that money is not
Žfungible and moneys from different mental accounts are treated differently e.g.,

.Thaler, 1985; 1990; Tversky and Kahneman, 1981 . Our results are also consistent
Ž .with the source dependency effect observed by Loewenstein and Issacharoff 1994 ,

who found that people value a prize more when the prize is a reward for their good
performance on a task than when the prize is randomly given. These seemingly
disparate lines of research converge to suggest that the same amount of money can
generate different levels of attraction depending on how people construe it and
what feelings it evokes.

Insurance purchase decisions

If the consolation hypothesis is correct, then it should apply not only to ex post
insurance claim decisions, but also to ex ante insurance purchase decisions. The
main difference between these two types of decisions is that in the ex post case, the
loss is certain, whereas in the ex ante case the loss is anticipated.

According to the consolation hypothesis, people who have a great affection for
an object at stake are willing to pay more for an insurance policy for the object
than people who have less affection for the object. This should be true even if
buying the insurance does not change the probability of loss or damage, and the
insurance only provides a fixed amount of monetary compensation if the object is
lost or damaged.

The application of the consolation hypothesis to the ex ante case is parallel to its
application to the ex post case. The more affection one has for the object, the more
pain she anticipates experiencing in the event of a loss, and the more she
anticipates the need for consolation. Just as compensation provides consolation, so
does insurance provide anticipated consolation. The more one anticipates the need
for consolation, the more valuable the insurance appears, and the more one should
be willing to pay for it. Buying insurance is an investment for future consolation.

Below we first report a study showing the predicted affection effect. After that
we examine an alternative explanation of this effect from a normative economic
perspective. Then we report on two other studies that rule out the economic
interpretation and show that the consolation hypothesis is the more parsimonious
explanation.

Study 4: Affection effect in willingness to purchase insurance

Ž .Method. Respondents N s 46 read the following instructions:

You are in Europe and bought a vase there for $200. It is too heavy for you to
carry home. You ask a local shipping company to ship the vase to your home in
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the U.S. There is some chance that the vase will get damaged during shipment.
You can buy shipping insurance from an independent insurance company.
Buying the insurance will not change the chances that the vase will get damaged.
But if you buy the insurance and if the vase gets damaged, you will be
compensated by the insurance company for what you paid for the vase, namely,
a $200 check. If you don’t buy the insurance and if the vase gets damaged, you
will not receive any compensation.

Ž .Half of the respondents in the high-affection condition were then asked to
imagine:

You fell in love with the vase at first sight. Even though you bought it for only
$200, you feel it is priceless to you, since you have been searching for such a
vase for many years.

Ž .The other half in the low-affection condition were asked to imagine:

You don’t have any special feeling for this vase; you find it is OK for its price.
You bought it for $200, and think that’s about how much it is worth to you.

Both groups of respondents then indicated the maximum amount they would pay
for the shipping insurance. They circled one of 11 choices, ranging from ‘‘$0’’ to
‘‘$100 or more.’’

Results and discussion. Notice that the expected monetary payoff of the insurance
was identical in the two affection conditions, because the compensation was a fixed
$200 rather than the vase, and purchasing the insurance would not lower the
probability of damage. In this respect, the insurance policy should have been
equally attractive between the two conditions. Yet we observed a significant
difference: Respondents in the high-affection condition were willing to pay almost
twice as much for the shipping insurance as those in the low-affection condition
Ž .Means s $44.80 and $24.76, respectively, t s 2.71, p - .01 . This finding supports
the consolation hypothesis, and is parallel to the affection effect observed in the ex

Ž .post claim decision case Studies 1 through 3 .
However, the finding of this study may also be explained by standard economic

theory. As mentioned earlier, without knowing the actual market value of an
object, people may infer it from their feelings; those who loved the vase may have
thought it had a higher market value in the U.S. than those who did not love it as
much. From the perspective of standard economic theory, although market value
would not be relevant for the ex post insurance claim decisions, it is relevant here.
In the ex post case, the object is already lost and would not affect one’s wealth
regardless of its market value. In the ex ante case, the individual still possesses the
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object. Therefore, its market value affects her wealth and her willingness to buy
insurance.

Ž . Ž .To see the effect of market value M on willingness to pay for insurance I , let
W denote the individual’s wealth after paying for the object, C denote the amount
of compensation in the event of a loss, and q denote the probability of loss. Thus,
the insurance premium, I, only needs to satisfy the following equation:

qu W y I q C q 1 y q u W y I q M s qu W q 1 y q u W q MŽ . Ž . Ž . Ž . Ž . Ž .

In other words, there is some value of I where the person is indifferent between
buying insurance and not buying insurance. The influence of M on I is then:

1 y q UX W y I q M y I y q UX W q MŽ . Ž . Ž . Ž .
dIrdM s X X1 y q U W y I q M q qU W y I q CŽ . Ž . Ž .

UY W y I q CŽ .
f y 1 y q I . 3Ž . Ž .XU W y I q CŽ .

where yUYrUX in the right-hand side of the equation is the Arrow-Pratt measure
of risk aversion.2 Equation 3 indicates that for a risk-averse person, dIrdM is

Ž .positive, implying that she is willing to pay more for insurance I , the higher the
Ž .market value M of the object. If an individual does not know M and infers it from
Ž .her affection A , then A would influence I by way of M. This proposition can

explain the result of Study 4.3

In summary, we now have two explanations for the affection effect observed in
Study 4: One is the consolation hypothesis, and the other is the market-value
explanation. To tease apart these explanations, we conducted two more experi-
ments. These experiments show that even if the market value is held constant or is
made irrelevant, affection still exerts a significant effect on insurance purchase
decisions, thus lending support to the consolation hypothesis.

Study 5: Affection effect on willingness to buy insurance with constant market ¨alue

In this study, the market value of the object was explicitly stated and was held
constant. The only difference was in one’s feelings toward the object.

Ž .Method. Respondents N s 98 read the following instructions:

Suppose that you are about to move to a new city. Your company will pay for all
the moving expenses. Among the things you ask the moving company to ship is
an antique clock. There is some chance that the clock may get lost in shipment.
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The moving company does not provide insurance, but you can purchase insur-
ance from an independent company yourself. Buying insurance will not affect
the chance of loss, but if you buy insurance and the clock is lost, you will receive
a $100 in compensation.

The respondents were further told,

The clock no longer works and cannot be repaired. It has literally no market
value.

Half of the respondents then read a high-affection description:

However, it has a lot of sentimental value to you. It was a gift from your
grandparents on your 5th birthday. You grew up with it. You learned how to
read time from it. You have always loved it very much.

The remaining half of the respondents read a low-affection description of the
clock:

It does not have much sentimental value to you. It was a gift from a remote
relative on your 5th birthday. You didn’t like it very much then, and you still
don’t have any special feeling for it now.

Both groups of participants were then asked to indicate the maximum amount they
were willing to pay for the shipping insurance. They were given 11 choices, ranging
from $0 to $50 or more.

Results and discussion. The study replicates the affection effect of Study 4. On
average, those in the high-affection condition were willing to pay about twice as

Žmuch for the shipping insurance as those in the low-affection condition Means s
Ž . .$22.24 and $10.51, respectively; t 96 s 3.95, p - .001 . This result supports the

consolation hypothesis, according to which, compensation serves as consolation for
the lost object. Presumably, those who loved the clock would feel greater pain if
the clock was lost and therefore would be in greater need of consolation.

The result of this study cannot be easily explained by the market value perspec-
tive as modeled in Equation 3. Note that in both the high-affection and the
low-affection conditions, it was made clear that the clock had literally no market
value, and hence the individuals in the two conditions should be, on average,
equally wealthy and should find the insurance policy equally attractive.

One may be able to come up with other, post hoc, explanations for this finding.
For example, it is possible that those who love the clock may have a smaller need
to shop for other hedonic goods and therefore may have more money left to spend
on insurance. It is also possible that those who have a beloved clock may feel their

Žlives to be more enriched than those who do not have such a clock even though
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.objectively they are equally wealthy ; they may thus consider a given amount of
insurance premium to be more affordable and therefore would be more likely to
buy coverage. One can possibly come up other such post hoc speculations.
However, the consolation hypothesis does not only provide a post hoc explanation;
it predicted this difference between high and low affection individuals a priori on
the basis of the findings from the first three studies on insurance claim decisions.
We believe that the consolation hypothesis is the most parsimonious theory that
can explain both ex ante insurance purchase decisions and ex post compensation
claim decisions.

Study 6: Affection effect in a direct choice between insurance policies

In this study, we used a transparent, within-subject manipulation of affection, and
provide a stronger test for the affection effect than in the previous studies. We
asked the respondents to make a direct choice between an insurance policy for a
high-affection object and one for a low-affection object.

Ž .Method. Respondents N s 96 read the following instructions:

Suppose that you are visiting Europe now and bought two vases there for $200
each. You ask a shipping company to ship the vases to your home in the U.S.
There is some chance that both vases will be damaged in transit. Suppose that
the two vases will be packed in the same box so that if one vase is damaged, the
other is also damaged, and if one is not damaged, the other is also not damaged.

The shipping company offers insurance for individual items. If you buy insur-
ance for a given vase and if it is damaged in shipment, then you will receive a
check of $200 as compensation.

Of the two vases, you love one much more than the other. You feel that the vase
you love is worth $800 to you and the other one is worth only $200 to you.

Suppose that the insurance premium for the vase you love is $12, and the
insurance premium for the vase you don’t love as much is $10. Suppose also that
you have enough money to insure only one vase. If you are to insure one, which
one will you insure?

This scenario has several noteworthy features. First, the monetary consequences
Ž .of the two insurance choices are identical, because a the probabilities of damage

Ž .to the two vases are perfectly correlated, and b the compensation for either vase
is a fixed $200 check. Second, the insurance premium is only $10 for the low-affec-
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tion vase, but is $12 for the high-affection vase. Therefore, the insurance for the
low-affection vase is the strictly dominant option.

Finally, the market-value explanation would not be applicable to this study.
Recall that in the clock study, the market value of the clock was held constant
between the low affection and the high affection conditions. That specification was
necessary there, because otherwise the respondents in the high-affection condition
might have thought that their clock had a higher market value and that they were
wealthier than those in the low-affection condition. In the present study, however,
the same individual owns both the high-affection and the low-affection vases. Even
if the individual infers market value from affection and believes that the high-af-
fection vase has a higher market value than the low-affection vase, it will only
affect her perception of her overall wealth, and should not influence which
insurance policy to purchase.

Thus, normatively, the decision maker ought to choose the insurance policy for
the less-loved vase, because it costs only $10, yet offers exactly the same monetary
benefit as the $12 insurance policy. The consolation hypothesis makes the opposite
prediction. According to that hypothesis, the attractiveness of an insurance policy
depends on people’s construal of its purpose. Insurance for the more-loved vase
would be more valuable than for the less-loved vase. Thus, we would expect a
considerable proportion of the respondents to opt for the $12 insurance rather
than the $10 insurance.

Results. The results confirmed the consolation hypothesis prediction: A significant
Ž .majority 63.5% of the respondents opted to pay a $12 premium for the loved vase

Ž 2 .rather than pay a $10 premium for the less-loved vase x s 7.04, p - .01 . This
result emerged, despite the fact that, from a normative perspective, the popularly
favored option is a strictly inferior alternative.4

General discussion

In this section, we first discuss the implications of our work for insurance behavior,
then explore its implications for other compensation-seeking actions, and finally
examine its implications for the role of affect in decision making in general.

Implications for insurance beha¨ior

Most existing research on insurance treats claims and purchase decisions as only
monetary transactions, and assumes that these decisions depend on well-specified
quantitative factors, such as premium, probability of loss, and size of compensation.
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However, as pointed out in the introduction, few consumers actually use such
normative cost-benefit analyses to guide their insurance-related decisions. The
present research identifies an important, yet previously overlooked, determinant of
insurance behavior}the consumer’s feelings toward the object.

Our findings should be interpreted as complementary, rather than contradictory,
to standard economic theory. Standard economic theory does not preclude the
influences of non-monetary, affective factors on insurance behavior, and can
probably provide many post hoc explanations for our finding. However, to the best
of our knowledge, there is no empirical research in the existing literature that has
seriously examined the affection effect, or offered a parsimonious explanation that
applies to both insurance purchase and insurance claim decisions. The present
research was designed to fill this gap, and highlight the significance of such
non-monetary factors in influencing a person’s choices.

Although our research focuses only on shipping coverage, it has implications for
other types of insurance behavior. For example, in a recent study, Hsee and Menon
Ž .1999 asked students whether they would buy a warranty for a used car they had
recently purchased, and found that they were more willing to buy the warranty if
the car was a beautiful convertible than if it was an ordinary-looking station wagon,
even if the expected repair expenses and the cost of the warranty were held
constant. This finding is consistent with the affection effect observed in the present
research. Presumably a beautiful convertible would attract greater affection than
an ordinary-looking station wagon. Likewise, when a salesperson asks consumers
whether they want an extended warranty for the stereo they just purchased, few of
them seriously think about such factors as the probability the stereo will need

Ž .repair and the likely cost of repair Hogarth and Kunreuther, 1995 .
The present research suggests that instead consumers are likely to consult their

feelings in making the decision. The consolation hypothesis is consistent with
arguments used by individuals in buying product warranties on objects towards
which they have strong feelings such as ‘‘I’d sleep a lot more securely with the
insurance’’ or ‘‘I’d regret not having the warranty if there was a breakdown.’’
Ž .Hogarth and Kunreuther, 1995 . We hypothesize that the more affection they
have for the stereo, the more likely they will use arguments such as those above
and the more they are willing to pay for an extended warranty.

Our research may also explain why a recent accident or disaster would increase
people’s willingness to insure against a similar event in the future. For example,
many individuals do not purchase insurance against floods and earthquakes until
after the occurrence of a disaster. Then their demand increases significantly. The
consolation hypothesis implies that this occurs because people who have just
experienced a disaster know what it feels like to have lost things they love and want
to avoid some of the pain by being protected in the future, rather than because
they perceive the probability of the event to be higher than before. In fact, after a
severe earthquake most residents in the area are aware that the probability of
another major quake in the region is lower than it was before the disaster.5
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Implications for other compensation-seeking beha¨ior

The implication of our research goes beyond insurance behavior. It can be applied
to other types of compensation-seeking behavior, especially, litigation, where the

6 Ž .mechanism for obtaining compensation is to go to the court. Posner 1977 points
out that the economic approach to the law has not directly addressed the issue as
to when individuals go to court for motives other than simply obtaining money. Our
results suggest that, holding expected financial gains constant, people are more
likely to go to court to seek compensation for losses of emotionally attached
objects than for losses of emotionally detached objects. Of course, in litigation, the
plaintiff’s objective may be to seek justice and revenge. However, as our research
Ž .Study 2 shows, even if the revenge possibility is eliminated, the affection effect
persists}i.e., people are still more willing to seek compensation for loved things
than for less-loved things. This conclusion may be applicable to litigation as well,
suggesting that the reason why people go to court may not be just to seek revenge
or financial compensation, but to seek consolation.

The current research leaves an important question unanswered: What is the
boundary condition between the affection effect and the proportion-of-compensa-
tion effect predicted by prospect theory? As discussed earlier, the proportion-of-

Ž .compensation effect is said to occur if a fixed amount of compensation say $100
appears less attractive if the owner perceives the loss as $500 than if she perceives
it as $100. The reason is that the compensation covers a smaller proportion of the
perceived loss in the first scenario than in the second. We did not find this effect in
any of our studies; instead, we found the opposite result}the affection effect.

It is unlikely that the proportion-of-compensation effect is absent from our
studies. What happened, we surmise, is that the affection effect was even stronger
and masked the opposing effect. Can the proportion-of-compensation effect over-
ride the affection effect? We believe so. One condition in which this may take
place is when the ratio between the amount of compensation and the perceived
value of the object is so small that the monetary payment appears inconsequential
from a consolation perspective. For instance, no right-minded parents would sue a
hospital for the lives of their children if the maximum compensation they could
possibly receive were only $10.

Another condition in which the proportion-of-compensation effect may loom
larger than the affection effect is when the compensation is less than the original
price of the object. In all of our studies, the amount of compensation matches the

Žprice the owner originally paid for the object. The only exception is the clock
.study, in which there was no original price. Therefore, even in the high-affection

condition of those studies, the compensation may still be perceived as full cover-
age. We suspect that the perception of partialrfull compensation depends on
whether the compensation matches the object’s original purchase price, rather than
whether it matches the owner’s current feeling or valuation of the object.
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Affectï e influences in decision making

For many years, students of decision making based their analyses on normative
economic theories and the results were models that have analytic rigor but lack
descriptive power. In the past several decades, several streams of behavioral
research have emerged. One stream focuses on the cognitï e processes of the
decision maker and identifies numerous inconsistencies in judgment and choice
Že.g., Lichtenstein and Slovic, 1971; Tversky and Kahneman, 1974; Shafir et al.,

.1993; Hsee, 1996; Hsee et al. 1999 . Another stream highlights affectï e factors in
decision making. It covers a wide range of topics, including, but not limited to,

Ž .affect as a cue for judgment Finucani et al., 1998 , visceral influences on decision
Ž . Žmaking Loewenstein, 1996 , attitude expressions in contingency valuations e.g.,

. ŽKahneman, Ritov and Schkade, 1999 ; fear and worry in risky choices e.g.,
.Loewenstein et al., 1999; Schade and Kunreuther, 1999; Baron et al., in press ;

Ž .anticipated elation and disappointment e.g., Mellers et al., 1997 ; task-irrelevant
Ž .affective influences on instrumental decisions e.g., Hsee, 1995 ; negative emotions

Ž .when making difficult tradeoffs e.g., Luce et al., 1999 .
The present research joins the affect literature by showing that affective factors

can influence decisions even when all the factors traditionally considered conse-
quential are held constant. The affection effect is not limited to insurance or

Ž .compensation-seeking decisions. In a recent study, Hsee 1999 asked participants
Žto imagine that their dog was dying of either of two types of viruses it was

.unknown which type the dog had and asked whether they would buy a $1 medicine
or a $20 medicine for their dog. One could only give the dog one of the medicines,
because giving both would cause fatal complications. The relative effectiveness of
the medicines depended solely on which type of virus the dog had, which was
unknown, and could not be inferred from their prices. Thus, from a normative
perspective, everybody should buy the $1 medicine. But the result was surprising: A

Ž .substantial proportion of the respondents 43.2% opted for the $20 medicine, even
Ž .though they thought as assessed in a subsequent question that the $1 medicine

was equivalently effective. Moreover, these respondents felt significantly better by
buying the $20 medicine than by buying the $1 medicine. However, these effects
occurred only when the dog was described as friendly and faithful, and the effects
were significantly diminished when the dog was described as unfriendly or unfaith-
ful. The study suggests that one’s affection for an object can lead one to spend
extra money, even though doing so has no expected benefits to the beloved object.

Ž .Loewenstein et al. 1999 distinguish two possible channels in which affect
influences decisions}through anticipated affect or through anticipatory affect.
Anticipated affect is typically not experienced at the moment of decision making,
but is predicted to be experienced in the future. For example, suppose that when a
person debates whether to make a reservation at a certain restaurant, he thinks
about how much he will enjoy the ambiance and the meal there. These feelings
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would be classified as anticipated affect. In contrast, anticipatory affect is the
feeling one experiences at the moment of decision-making, whether or not one
anticipates experiencing it in the future. In the above example, anticipatory affect
would be the feelings the person experiences when he makes the reservation

Ž .decision e.g., his affective reaction when thinking about the restaurant . Both
types of affect can influence one’s choice.

The affection effect reported in this article can be explained both in terms of
anticipated affect and anticipatory affect. The consolation hypothesis emphasizes
anticipated affect. It assumes that when people make an insurance or compensation
decision, they anticipate their future feelings, and expect that the compensation
will alleviate their pain.

It is also possible to explain our findings in terms of anticipatory affect. In the
present studies, the anticipatory affect is one’s gut feeling toward the object, e.g.,

Ž .the clock, the vase, etc. Hsee 1999 suggests that decisions can be viewed as a way
to express such gut feelings, and that one way to express these feelings is to devote
resources}to spend money and effort. People would devote more resources, the
more affection they have for the object, holding the objective benefit for the object
constant. This interpretation is applicable to both the insurance studies and the
dog medicine study. The key difference between this explanation and the consola-
tion hypothesis is that in the consolation hypothesis, affection is assumed to
influence one’s prediction for future feeling, which in turn influences one’s current
decision, whereas here affection is assumed to have a more direct influence on
one’s decision. While the studies we have here do not allow us to disentangle these
explanations and we speculate that both anticipatory and anticipated affects may
operate in these studies, the distinction between these accounts is important.

The merit of some research projects resides in their ability to offer a definitive
answer to a research question and thereby provide some closure to that topic. The
merit of other projects, such as this one, comes from suggesting new phenomena
and new perspectives. We hope that this research will stimulate future research on
the role of affect in decision making.
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Notes

Ž .1. The above analysis assumes that the utility function is not state-dependent. Cook and Graham 1977
proposed an alternative normative model which assumes that a fixed wealth level, W, will have less
meaning and thus less utility to a person who has lost a dearly-loved article than to someone who has
lost something not as cherished. This theory implies that those who had more affection for the lost
object should be less willing to claim compensation than those who had less affection. This prediction
is just the opposite of our findings.

2. We are indebted to George Wu for his help on this approximation.
3. There is another possible explanation for the result of Study 4: In case the vase is lost, those in the

high affection condition may have a greater desire to search for a replacement and therefore a
greater need for money to cover the search cost. This explanation is ruled out in Study 5 where the
object cannot be replaced.

4. After they had completed the survey, we interviewed several respondents who had opted for the
insurance for the more-loved vase, to see whether they had misunderstood the instructions. They did
not. When we asked them why they had made the choice they had, their answers ranged from ‘‘It
made me feel good,’’ through ‘‘Because people are stupid,’’ to ‘‘I don’t know.’’

5. As time passes without a person suffering a loss there is a tendency for many individuals to cancel
their insurance policy because they feel it was not a good investment. They were paying all these
premiums without getting anything back, not realizing that ‘‘the best return is no return at all.’’ For
example, one in five policyholders under the National Flood Insurance Program cancels coverage
each year, even though many of these policies are highly subsidized by the federal government
Ž .Kunreuther, 1996 .

6. We thank W. Kip Viscusi for suggesting that we link our research on affection to litigation and
decision to go to court.
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