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The best-known and documented inefficiency in the gambling markets is the Favourite-longshot Bias: the favourites are under-bet while the long-shots are overbet. As a result, if gamblers bet systematically for the favourites, they do not lose as much as gamblers that prefer the longshots. Two main explanations have emerged in the literature. Bettors have 1) a risk-love utility function, and/or 2) a biased view of probabilities. If the gamblers (in representative sense) are risk-lovers, they prefer to bet for horses that have a small probability of winning, i.e., a high payoff. Thus, they are prepared to pay more to generate their utility or enjoyment compared to the risk-aversive or risk-neutral gamblers (in that case, the word ‘bias’ is somewhat misleading.) Alternatively, if bettors have misperceptions of probabilities in the sense that they undervalue the high probabilities and overvalue the small ones, favourite-longshot bias results are obtained. Our goal is to estimate parameters of utility functions and probability weighting functions by using Finnish horse racing data. The dataset includes win betting information and consists of horse race runs in Finland from 3.1.2002 to 19.7.2007. On the whole, the data includes 27,595 harness races, and the total number of horses included is 345,308. Moreover, we want to study if some factors (racing day, turnover of the race, place etc.) affect bettors’ behaviour and risk attitudes. 
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