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ABSTRACT

This study applies the Reflection Effect of Prospect Theory to classify consumers into
four types based on their risk preferences in gain and loss scenarios. Using data from
the 2020 Korean Financial Capability Survey, it examines how demographic, financial,
psychological, and cognitive bias factors influence each consumer type. Consumers were
categorized according to their choices in hypothetical gambling situations involving
monetary gains and losses. The “Reflection—Effect Type” demonstrated strong spending
control but lacked financial confidence and preparation. The “Risk—Seeking in Both
Gains and Losses” group had the most favorable financial indicators but also held higher
levels of debt. In contrast, the “Risk—Averse in Both” group, which formed the majority,
showed low financial capability and high financial anxiety. Key predictors of consumer
type included gender, total debt, cognitive biases, and the level of spending control.
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Table 1. Distributions of consumer types

Type 3 Type 4
(Risk—averse in both

Type 2

Type 1

Total

(Reverse prospect theory (Risk—seeking in both

(Prospect theory

type) type) gains and losses type)  gains and losses type)

232
(11.6%)

2,000
(100%)

1,064
(53.2%)

367

(18.4%)

337
(16.9%)

%
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Table 2. Measurements of variables

Variables Definition and measurement scale
Gender male / female
Demographic ~ Age group 20s / 30s / 40s / 50s / 60s
characteristics ~ Education High school or less / 2—year college or less / 4—year university or less /
Graduate school or above
Home ownership Owner / Non—owner
Monthly income Average Monthly Income of Respondent and Spouse (10,000 KRW/)
Total assets Sum of Financial Assets, Real Estate, and Other Assets
Economic Total debt Sum of Mortgage Loans, Unsecured Loans, and Student Loans
characteristics ~ Debt—to-asset ratio(%) Total Debt to Total Assets (%)
No. of high—cost debts Number of high—cost debt types reported
(cash advances, card loans, revolving credit, private moneylenders, P2P
loans, other short—term high—interest loans(=15% APR))
Financial satisfaction  Satisfaction with current financial situation
(Q: ‘Overall, how satisfied are you with your current financial
situation?’; 0—10 scale)
Financial confidence Confidence in own financial management
(Q: ‘How confident are you in your overall money management
ability?’; 0—10 scale)
Financial Retirement preparation Level of retirement preparation planning
. (Q: ‘How specific are your retirement saving plans for yourself or you
psychological ).
. and your spouse?’;
variables

Spending control

Subjective

financial literacy
Objective

financial literacy

5-point scale: not considered at all ~ very specific)

Ability to control spending (sum of responses to five spending—control
items; 10—point scale each)

Self-rated overall financial knowledge (0 = know nothing ~ 10 = know
very well)

Score on 7-item financial knowledge quiz (0—7 points)

Cognitive bias

Risk aversion
Regret aversion

Measured from risk aversion item based on hypothetical coin toss scenario
Measured from regret aversion item based on hypothetical lottery draw

variables with monetary offer for ticket exchange
Classified into four groups based on conformity to prospect theory:
Dependent @ Prospect theory type
variables Consumer type @ Reverse prospect theory type
® Risk—seeking in both gains and losses
@ Risk—averse in both gains and losses
gle A @ 533992 AR, Sk 3, 1S A W Soll M= Aol A
frolat Aol7} SRimiglon, 53] Wy Hlgo] 7}
V. 23 3 % FEES FPL ol nE IRFTH oA
A, BAA HgAE ST S, TR F
zulo]| &) LAHF] BHew A1 Sl
Lol wAstel S ST g, aptdeie, g AR g b
Ex
e of ol A FAIE Apol 7t EA LY. o] ol B
o 3 21 AH|xF o3& 7}loj|i= = s
Table 32 Aol W, i HF WM quzgee i A e, Ariuss, ¢
2 H A EAAH O o oln] st x}o -
ofe] Mol SAH o2 Fofu|dt Zpo] 7} e} A o wHSAT BE 7RG B A1
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Table 3. Differences in characteristics by consumer types

Type 1 Type 2 Type 3

(Prospect theory  (Reverse prospect — (Risk—Seeking in

Type 4
(Risk—averse

x2 / F

type) theory type) both gains and  in both gains and
losses type) losses type)
116 196 240 472
Male (11.33%) (19.14%) (23.44%) (46.09%)
Gender 56.18
| 116 141 127 592
Female (11.89%) (14.45%) (13.01%) (60.66%)
200 50 76 57 213
(12.63%) (19.19%) (14.39%) (53.79%)
206 57 75 68 201
(14.21%) (18.70%) (16.96%) (50.12%)
Age o 47 76 94 264 1691
group 9.77%) (15.80%) (19.54%) (54.89%)
S0c 53 73 98 275
(10.62%) (14.63%) (19.64%) (55.11%)
25 37 50 111
60s (11.21%) (16.59%) (22.42%) (49.78%)
High school 39 37 49 167
or less (13.36%) (12.67%) (16.78%) (57.19%)
2-year college or 27 50 54 142
Ed less . (9.89%) (18.32%) (19.78%) (52.01%) 10.20
4-year university 146 206 220 647
or less (11.98%) (16.90%) (18.05%) (53.08%)
Graduate school 20 44 44 108
or above (9.26%) (20.37%) (20.37%) (50.00%)
111 168 213 543
Home - Owner (10.72%) (16.23%) (20.58%) (52.46%) .
owner 7.93
thip  Nonowner 121 169 154 521
(12.54%) (17.51%) (15.96%) (53.99%)
Monthly income 384.06 a 410.55 ab 462.33 b 39281 a 7.037"
Total assets 30891.81 ab 29388.75 a 38635.25 b 30910.04 ab 438"
Total debt 6180.37 ab 6275.53 ab 8085.05 b 5005.55 a 687"
Debt—to-asset ratio (%) 19.23 a 156.70 b 12.57 a 24.02 a 454"
No. of high—cost debts 0.25 ab 0.34 bc 0.44 ¢ 0.18 a 17.24™
Financial satisfaction 4.29 a 425 a 478 b 4.44 ab 3.62"
Financial confidence 5.37 ab 522 a 570 b 5.36 ab 341
Retirement preparation 1.73 a 1.79 ab 1.99 b 1.70 a 787"
Spending control 1981 ¢ 17.60 ab 19.20 be 1558 a 18.56°""
Subjective financial 5.86 a 6.03 ab 6.38 b 596 a 531"
literacy
Objective financial 407 a 447 b 4.26 ab 405 a 527"
literacy
Regret aversion 18.22 be 1641 b 12.59 a 21.01 ¢ 231177

FHF

"p<0.05, “p<0.01, " "p<0.001
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Table 4. Multinomial logistic regression results for determinants of consumer type

(Reference group: risk—averse in both gains and losses types)

3 43 54

Prospect theory type

Reverse prospect

theory type

Risk—seeking in both

gains and losses type

B Exp(B) B Exp(B) B Exp(B)

Intercept -2.233 -1.912 -1.868
Gender (Ref: Male) Female -0.204 0815 -0.407 0665 -0.665 0514
Home ownership (Ref: Owner) Non-owner 0.085 1.088 0.040 1.041 -0.086 0.918
Monthly income(ln) 0.000  1.000 0.000  1.000 0.000  1.000
Total assets(In) -0.028 0.972 -0.003  0.996 0.032 1.033°
Total debt(ln) 0.000  1.000 0.000  1.000 0.000  1.000 "
Debt—to-asset ratio 0.000  1.000 0.000  1.000 0.000  1.000
No. of high—cost debts 0.031 1.031 0305 13567 0401 1.493 77
Financial satisfaction -0.033  0.967 -0.021 0.980 0.006  1.006
Financial confidence 0.074  1.077 -0.027 0.973 0.035 1.035
Retirement preparation 0.048  1.050 0.087 1.090 0.130  1.139
Spending control 0.042 10437 0019 10197 0028 1028
Subjective financial literacy -0.068  0.935 -0.014 0.987 0.023  1.023
Objective financial literacy 0.055  1.056 0.120 1128 0.040 1.041
Regret aversion -0.006  0.994 -0.011 0989 " -0.024 0976
-2 Log likelihood 4535474
Nagelkerke R? 0.130
"p<0.05, “p<0.01, “""p<0.001
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