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under prospect theory (weights 029 versus 0115 or
i1.16), which deviates considerably from the equal
weighting assumed by LL. While these calculations
are based an the specific parameter assumptions sug-
gested by Tversky and Kahneman {1992), L1's exper-
imental resulls are also qualitatively consistent with
the extremitv-orientedness predicted by prospect the-
ory. In each of LL's three head-to-head competitions,
the majority chose the pamble that had both the
best maximal outcome and the best minimal out-
came, as would be done if anly the extreme outcomes
maticred.

In conclusion, the data of L1 support the predic-
tons of Tyersky and Kahneman's (1992) prospect the-
ory, The incorrect claims of LL are mostly due o their
overlooking the crucial role of probability weight-
ing in prospect theory, While the data could alse be
consistent with other theories, it is extremely mis-
leading to interpret this as evidence against prospect
theory or lo suggest that prospect theory is “much
ado about nothing” In particular, the results of
LL do not provide new insights into the shape of
the value/utility function. Their hypothesis of con-
vex ulilily for gains is contrary to the diminishing
marginal utility assumed in classical analyses, the
diminishing sensitivity assumed in prospect theory,
and wvirtually all empirical findings of the vast litera-
ture on this topic,
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Appendix: Prospéct Theory

Prospect theary  assflmes, Besides the by or value fune
tiun and  the  Jog-aversion  pavameler, (a0 podaldliy aah!
Sy fenetion ety (001 = [0 L] foe s, and w prodabsl
Myoweighting fechion e (1) = (00 1] far lesses The

dectsion weishts = in Equation (11 are defne] as il

fowes, TF & =1 then o =wip), and & = @ ( + - + )

— &7 i Fpodbor2 =i =k I k= n then o, = @ ':-IiL]..F'J""d/ lgf'“-;f.: {ft-, fio

o= g A e, e s ) o = L e 2
Twersky bind Kabmeman {1992] estimn@ied the following pasam-

etric [for wx) = J”""'__. inr"m'-g 0, #ix) = —{—x¥* Jor =,
A= 235 woipl =" .i!p'""’ + [ =Y, s () = -
1t Ber prospect Toin Table 16, the decision weights
are wm =T (L) = 02 for aulcome ¥ = — 1600, 7 = o (0050 —
e {28] = (016 for ouboome o= — 200, my o a {LA0 - w026 =
013 dor outeome = 1,200, end wy = a0 {0035 = 029 for oult-
come gy = 1AL The value of F s s aof—1,6000 1 m Aol —2000 4+
W L 200) + {1,600 = 215700 The other prospects are eval
dated similarly. A program to caleulale prospect-theary values,
wrillen by Mesenika Kébberling, is available ab hitpsfwewl,
fire i nl fereed Swakker Smiscella Sealoulale.cpt kaksh £ indesc him.
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