FRIDAY, JUNE 1
CHARLES SPRENGER

UC SAN DIEGO

Direct Tests of Cumulative Prospect Theory

Cumulative Prospect Theory (CPT), the leading behavioral account of decision
making under uncertainty, assumes that the probability weight applied to a
given outcome depends on its ranking. This assumption is needed to avoid the
violations of dominance implied by Prospect Theory (PT). We devise a simple
test involving three-outcome lotteries, based on the implication that
compensating adjustments to the payoffs in two states should depend on their
rankings compared with payoffs in a third state. In an experiment, we are
unable to find any support for the assumption of rank dependence. We
separately elicit probability weighting functions for the same subjects through
conventional techniques involving binary lotteries. These functions imply that
changes in payoffs rank should change the compensating adjustments in our
three-outcome lotteries by 20-40%, yet we can rule out any change larger than
7% at standard confidence levels. Additional tests nevertheless indicate that
the dominance patterns predicted by PT do not arise. We reconcile these
findings by positing a form of complexity aversion that generalizes the well-
known certainty the well-known certainty effect.

BIO

Sprenger's interests focus on
the fields of Behavioral
Economics and Experimental
Economics. His research
includes |ocal and global
investigation into subjects
such as intertemporal choice
behavior, economic risk
preferences and the
relationship of time
preferences to certain
economic behaviors.

Prior to coming to the Rady
School of Management,
Sprenger was an Assistant
Professor of Economics at
Stanford University. He
received his Ph.D. in
Economics from University of
California, San Diego, and his
M.Sc. in Economics from
University College.

BEHAVIORAL DECISION

MAKING COLLOQUIUM

UCLA Anderson
1:30 PM - 2:45 PM
Collins Center
Room A-301



http://www.anderson.ucla.edu/

	Direct Tests of Cumulative Prospect Theory
	BIO
	Sprenger's interests focus on the fields of Behavioral Economics and Experimental Economics. His research includes local and global investigation into subjects such as intertemporal choice behavior, economic risk preferences and the relationship of time preferences to certain economic behaviors.
	Prior to coming to the Rady School of Management, Sprenger was an Assistant Professor of Economics at Stanford University. He received his Ph.D. in Economics from University of California, San Diego, and his M.Sc. in Economics from University College.
	/
	BEHAVIORAL DECISION MAKING COLLOQUIUM



