
Accepted Manuscript

Decision making with Expected Shortfall and spectral risk measures: The prob-

lem of comparative risk aversion

Mario Brandtner, Wolfgang Kürsten

PII: S0378-4266(15)00089-8

DOI: http://dx.doi.org/10.1016/j.jbankfin.2015.03.012

Reference: JBF 4697

To appear in: Journal of Banking & Finance

Received Date: 28 February 2014

Accepted Date: 21 March 2015

Please cite this article as: Brandtner, M., Kürsten, W., Decision making with Expected Shortfall and spectral risk

measures: The problem of comparative risk aversion, Journal of Banking & Finance (2015), doi: http://dx.doi.org/

10.1016/j.jbankfin.2015.03.012

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to our customers

we are providing this early version of the manuscript. The manuscript will undergo copyediting, typesetting, and

review of the resulting proof before it is published in its final form. Please note that during the production process

errors may be discovered which could affect the content, and all legal disclaimers that apply to the journal pertain.

http://dx.doi.org/10.1016/j.jbankfin.2015.03.012
http://dx.doi.org/http://dx.doi.org/10.1016/j.jbankfin.2015.03.012
http://dx.doi.org/http://dx.doi.org/10.1016/j.jbankfin.2015.03.012


  

Decision making with Expected Shortfall and spectral risk measures:

The problem of comparative risk aversion

Mario Brandtnerú Wolfgang Kürsten

Friedrich Schiller University of Jena,

Chair of Finance, Banking, and Risk Management

Carl-Zeiss-Str. 3, D-07743 Jena

We analyze spectral risk measures with respect to comparative risk aversion following
Arrow (1965) and Pratt (1964) for deterministic wealth, and Ross (1981) for
stochastic wealth. We argue that the Arrow-Pratt-concept per se well matches with
economic intuition in standard financial decision problems, such as willingness to pay for
insurance and simple portfolio problems. Di�erent from the literature, we find that the
widely-applied spectral Arrow-Pratt-measure is not a consistent measure of Arrow-Pratt-
risk aversion. Instead, the di�erence between the antiderivatives of the corresponding
risk spectra is valid. Within the framework of Ross, we show that the popular subclasses
of Expected Shortfall, and exponential and power spectral risk measures cannot be
completely ordered with respect to Ross-risk aversion. Thus, for all these subclasses,
the concept of Ross-risk aversion is not generally compatible with Arrow-Pratt-risk
aversion, but induces counter-intuitive comparative statics of its own. Compatibility
can be achieved if asset returns are jointly normally distributed. The general lesson
is that these restrictions have to be considered before spectral risk measures can be
applied for the purpose of optimal decision making and regulatory issues.
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