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Prospect Theory: An Analysis of Decision under Risk

Daniel Kahneman and Amos Tversky. Econometrica, 1979, vol.47, issue 2, 263-
91 Date: 1979
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* MRBTFHMENESERGFAEEMAR, BARTRTUABRRT . Quggin
(1982) Gl T — 1 EBAMRE, #EFIEMRDU,

Definition 2.25 (Decision weights): Consider the lottery (xl,pl;xz,pg; . ;xn,pn), where
X < X3 < ... < x,.1° Let w be the probability weighting function. For RDU, the decision
weights, 7;, are defined as follows.

7w = w (pn)
Tn—1 = W (Pn—1 + pn) — W (Pn),

i =W (‘E,?:;-Pj) W (E;:m Pf):

i (Ef:l pj) _ W(‘Z}’:z pj) — w(l) — w (z};z pj) =1—w (E}‘;z pj).

From Definition 2.25, we get that,
m; > 0and Z;Zl = 1. (2.9)

The logic and intuition for decision weights in Definition 2.25 is made clear later in this section.
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TE, RMBXRSH P, BBAREHERAERL:

0 = [ u@ire = [ u@is,

ROUEXEBEMAN T — " HERE w, 5K
FARR EXOZE Y

+0o0

v = [ u@antee) = [ uww R s

—00

I

MOPT, FERZRIKMAMERT, HNABERER

=

U(F) = f_ " (@) (@) dz -

v

AHBRLREEHHEPNARE, OPTHHMERRE
TEFTEEREN, MROUMHBZERTHHE
HE., MomRBEHFERE (BEFMZAN“FR
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SZETI=ETETRENER

« ZFRF=E®
o« $FHEIR] ﬁ%%ﬂﬁf)ﬁ% (1992).

} _ };V if }fZ_}- 0
v() = {—;\,(—y)}’ if y<0°

Definition 2.33 (Tversky and Kahneman, 1992). For PT, the decision weights, m;, are
defined as follows:

Tn = wt (Pn)

Tn—1 = wt (Pn—l +Pn) —wt (Pn) S

i =wt (Zf:ipj) (Zn i+1 P’)

T =wt (2}7:1 Pj) — W ( ) Pj)
Tm =W (p-m)
T—myl =W (p_m —I—p_m+1) — W (p_m) o5

mj=w (T _'i_,nP') —w (=2 pi) -

T =w (Z x——mP ) =" (zi_zz—m pi)

We now define the objective function of a decision maker who follows PT. This objective func-
tion is called the value function.
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* Koszegi and Rabin (2006)

[n PT, the utility function depends only on gain-loss utility, i.e., the utility of an outcome rela-
tive to the reference point. By contrast, in the Koszegi-Rabin framework, the conditional utility,
u, depends on (i) the absolute level of consumption utility, and (ii) gain-loss utility, in the follow-
Ing manner.

u(c | ry=mie)+1c|r). (2.55)
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