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ABSTRACT

I explore the effect of a consumer’s belief-based loss aversion, as in |Koszegi
and Rabin| (2009), on the advance-purchase problem. This result indicates
that loss aversion increases the price at which the consumer is willing to pre-
purchase. This implies that loss aversion can lead to risk-seeking. Moreover,
I endogenize the seller’s price-commitment behavior in the advance-purchase
problem. The result shows that the seller commits to his spot price even if he
is not obliged to, which was treated as given in previous literature. Further
discussion suggests that earnings from providing an advance sale are greater
if the consumer can commit ahead to future reference levels, and the seller’s
earnings from providing an advance sale are greater if the time between the
two decision stages is long.
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