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Abstract

I analyze the risk preferences of bettors using data from the world’s largest
betting exchange, Betfair. The assumption of a constant bet size, commonly
used in the current literature, leads to an unrealistic model of bettors’ deci-
sion making as a choice between a high return - low variance and low return -
high variance bet, automatically implying risk-loving preferences of bettors.
However, the data show that bettors bet different amounts on different odds.
Thus, simply by introducing the computed average bet size at given odds I
transform the bettor’s decision problem into a standard choice between low
return - low variance and high return - high variance bets, and I am able to
correctly estimate the risk attitudes of bettors. Results indicate that bettors
on Betfair are either risk neutral (tennis and soccer markets) or slightly risk
loving (horse racing market). I further use the information on the average bet
size to test the validity of Expected utility theory (EUT). The results suggest
that, when facing a number of outcomes with different winning probabilities,
bettors tend to overweight small and underweight large differences in prob-
abilities, which is in direct contradiction to the linear probability weighting
function implied by EUT.
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Abstrakt

V ¢lanku se zabyvam analyzou chovani sazejicich na nejvétsi online burze
sazek - Betfair. Cilem této analyzy je bliz&i pochopeni jednoho ze zakladnich
kament ekonomické teorie - rozhodovani lidi v podminkach nejistoty a jejich
pristup k riziku. Sazeni je jednou z méla situaci v redlném zivoté, které se
pro ovérovani ruznych teorii o chovani lidi v ramci rizika a nejistoty pfimo vy-
bizi. VSechny dosavadni studie na toto téma vSak opomijely jeden podstatny
fakt v rozhodovani sazkaii - pii vybéru sazky hraje vyznamnou roli nejen
dany kurz, ale také vySe sazky. Vyuzitim dat z online burzy sizek nejen o
vyslednych kurzech na danou sédzkovou piilezitost ale i o, z dat vypoctenych
prumérné, vsazenych ¢astkach, tato studie velmi vyznamné prispiva k analyze
chovani v ramci rizika a nejisoty. Studie, za pouziti nové navrzené metodolo-
gie, testuje platnost jednoho z hlavnich pfedpokladi EUT o racionalnim piis-
tupu k pravdépodobnostem. Moje vysledky naznacuji, ze sazkatri davaji pfi
rozhodovani v ramci rizika malym rozdilim v pravdépodobnostech blizko nule
vys$i vahu nez Cisté racionalné smyslejici ¢lovék a naopak velkym rozdilim v
pravdépodobnostech vyrazné niz$i vahu nez ¢isté racionalné smyslejici ¢lovek.



