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TESTING AND CHARACTERIZING PROPERTIES OF
NONADDITIVE MEASURES THROUGH VIOLATIONS OF

THE SURE-THING PRINCIPLE

BY PETER P. WAKKER1

In expected utility theory, risk attitudes are modeled entirely in terms of utility. In the
rank-dependent theories, a new dimension is added: chance attitude, modeled in terms of
nonadditive measures or nonlinear probability transformations that are independent of
utility. Most empirical studies of chance attitude assume probabilities given and adopt
parametric fitting for estimating the probability transformation. Only a few qualitative
conditions have been proposed or tested as yet, usually quasi-concavity or quasi-convexity
in the case of given probabilities. This paper presents a general method of studying
qualitative properties of chance attitude such as optimism, pessimism, and the ‘‘inverse-S
shape’’ pattern, both for risk and for uncertainty. These qualitative properties can be
characterized by permitting appropriate, relatively simple, violations of the sure-thing
principle. In particular, this paper solves a hitherto open problem: the preference

Ž .axiomatization of convex ‘‘pessimistic’’ or ‘‘uncertainty averse’’ nonadditive measures
under uncertainty. The axioms of this paper preserve the central feature of rank-depen-
dent theories, i.e. the separation of chance attitude and utility.

KEYWORDS: Risk attitude, rank-dependent, comonotonic, Choquet expected utility,
prospect theory, pessimism, optimism, sure-thing principle.

1. INTRODUCTION

UNDER EXPECTED UTILITY, risk attitudes are modeled solely through outcome
sensitivity, i.e. curvature of utility. Classical economics thus identifies risk

Ž Ž ..aversion with concave utility Arrow 1953 , and the Pratt-Arrow utility index is
used as a measure of risk aversion. Dissatisfaction with such an entangling of
risk attitude and marginal utility, and empirical paradoxes, have led to a number

Ž .of new theories. For risk i.e. given probabilities , rank-dependent utility was
Ž . Ž .introduced by Quiggin 1981 . Schmeidler 1989 introduced rank-dependent

Ž .utility for uncertainty i.e. no probabilities of events need to be given . The
theory was generalized to allow for a different treatment of gains and losses in

Ž Ž .cumulative prospect theory Starmer and Sugden 1989 , Luce and Fishburn
Ž . Ž ..1991 , Tversky and Kahneman 1992 .

In the rank-dependent models, risk�uncertainty attitudes consist of two
Ž .independent and clearly separate components: a sensitivity towards outcomes,

Ž . Ž .modeled through utility, and b sensitivity towards uncertainty chance attitude ,
Ž .modeled through a nonadditive measure capacity under uncertainty and

through a probability transformation under risk. In the context of risk, chance
attitude is sometimes called probabilistic risk attitude. Descriptively, chance
attitude seems to be as important as utility. Recent work suggests, for instance,

1 This paper received many helpful comments from Kin Chung Lo and three anonymous referees,
and thorough comments from Han Bleichrodt.
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Ž Ž .that there is an important role for chance attitude in insurance Viscusi 1995 ,
Ž .. Ž .Wakker, Thaler, and Tversky 1997 . Selten, Sadrieh, and Abbing 1999 and

Ž .Bleichrodt, van Rijn, and Johannesson 1999, p. 253 suggest that there is more
curvature for probability than for moderate monetary outcomes or life-duration
outcomes, respectively.

Most studies of chance attitude have considered decision under risk and here
Ž . Ž .a host of results is available Appendix A . In particular, Segal 1987 and Wu

Ž .and Gonzalez 1996 used special forms of the conditions of this paper to
characterize various properties of weighting functions. In most applications,
probabilities are not given. Testable preference axiomatizations for uncertainty
are therefore warranted.

This paper presents a general method of axiomatizing and testing properties
Ž .of nonadditive measures ‘‘capacities’’ through observable choice behavior. It

demonstrates that several conditions, studied before in the literature and tested
in experiments, are special cases of the general method. A unifying framework is
thus obtained for the study of capacities. In particular, a preference axiomatiza-

Ž .tion of convex pessimistic capacities is presented. Even though convexity is the
most-studied property of capacities, a general preference axiomatization has not
been known before. As demonstrated in the formal analysis of Sections 3 to 5,

Ž .convex capacities naturally follow from the common consequence version of
the Allais paradox. That the Allais�rather than the Ellsberg�paradox is
relevant here is contrary to what has sometimes been thought.

This paper is based on three observations. First, decision under risk is the
special case of decision under uncertainty where probabilities of events are
given. Second, the Allais paradox pertains to uncertainty as well as to risk
Ž Ž . ŽMacCrimmon and Larsson 1979, p. 364�365 , Tversky and Kahneman 1992,

..Section 1.3 . Third, whereas the Ellsberg paradox exhibits a relative phe-
nomenon, i.e. more pessimism for unknown probabilities than for known proba-

Ž .bilities, the Allais paradox exhibits pessimism in an absolute noncomparative
sense.

Ž .The axiomatizations of convex capacities known up to now see Section 2 do
not disentangle utility from chance attitude and require concave or linear utility.
The conditions presented in this paper characterize capacities independently of
utility. They thus provide tools for analyzing chance attitude, the new compo-
nent of risk attitude, while preserving a central feature of rank-dependent
utility, namely the separation of chance attitude and outcome sensitivity. For

Ž .decision under risk, Abdellaoui 2001 presented an alternative method of
nonparametric qualitative tests of probability transformation that are also
independent of outcome sensitivity. Abdellaoui’s method is more complex than
the one presented here but in return gives more powerful results, allowing for
quantitative measurements of probability transformation.

The central result of this paper is Theorem 4.1. This theorem describes the
general method of analyzing qualitative properties of capacities through simple
violations of the sure-thing principle. The paper up to Theorem 4.1 prepares for
the general method, and the rest of the paper describes various applications.
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Appendix A presents empirical evidence and Appendix B presents formal
proofs.

2. CHOQUET EXPECTED UTILITY AND CONVEX CAPACITIES

This section presents basic concepts of decision under uncertainty, the context
assumed in the major part of the paper. S denotes a state space, with elements
called states and subsets called e�ents. S is infinite in Section 5 and can be finite
or infinite in the rest of the paper. The outcome set is �, designating money.

ŽThe set of acts contains all finite-valued functions from S to �. E , x ;1 1
.. . . ; E , x denotes the act assigning outcome x to all states in event E ,n n j j

j�1, . . . , n. It is implicitly understood in this notation that E , . . . , E are1 n
disjoint events partitioning S and that x , . . . , x are outcomes.1 n

� is the preference relation on the set of acts. Preferences are denoted f�g,
Ž . Ž .etc.; � strict preference , � indifference , � , and � are as usual. A function

Ž . Ž .V represents � if V maps the set of acts to � and f�g�V f �V g .
Ž .We assume Choquet expected utility CEU throughout this paper:

Ž .i A function U: ��� is given, the utility function.
Ž .ii A capacity W is given on S, i.e. W is defined on the collection of subsets

Ž . Ž . Ž . Ž .of S with W � �0, W S �1, and C	D�W C �W D .
Ž . Ž Ž .. Ž .iii � is represented by f�H U f s dW s ,S

Ž . Ž .the Choquet expected utility CEU of f the integral is defined next .
Ž . Ž . Ž . Ž .To define the integral in iii , let d A, H �W A
H �W H . It is implicit

Ž .in this notation that A and H are disjoint. d A, H will be the decision weight of
Ž . Ž .event A in what follows. Consider f� E , x ; . . . ; E , x . The integral in iii is1 1 n n

n

Ž . Ž .2.1 � U xÝ j j
j�1

� 4where the � ’s are defined as follows. Take a permutation � on 1, . . . , n suchj
Žthat x � ��� �x . The decision weight � of event E or of outcome�Ž1. � Žn. � Ž j. � Ž j.

. Ž .x is defined as d E , E 
 ��� 
E , i.e. the marginal capacity contri-�Ž j. � Ž j. � Ž1. � Ž j�1.

bution of event E to the events yielding better outcomes. If two acts f and g�Ž j.

Ž Ž . Ž . Ž . Ž . .are comonotonic f s � f t and g s �g t for no s, t , then the same partition
Ž .E , . . . , E and the same permutation �, and therefore also the same decision1 n

Ž Ž ..weights � , can be used for f and g Wakker 1989, Section VI.3 .j
Ž . Ž . Ž . Ž .W is con�ex if W C �W D 
W C
D �W C�D for all events C, D. W

is conca�e if the reversed inequality holds. Convexity can be rewritten as
Ž . Ž . Ž . Ž .W D �W C�D 
W C
D �W C . Equivalently, by substitution of H�C

Ž .�D, A�D�C, I�C�D where � denotes set difference , convexity means
that for all disjoint events A, H, I,

Ž . Ž . Ž . Ž . Ž .2.2 W A
H �W H 
W A
H
I �W H
I .
Ž . Ž . Ž .Equation 2.2 is equivalent to d A, H 
d A, H
I , i.e.

Ž . Ž .2.3 d A , H is nondecreasing in H .
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These inequalities correspond to nondecreasing differences of a convex proba-
Ž . Ž .bility transformation w, where w q�h �w h is nondecreasing in h. Convexity

of the capacity means that an event receives more decision weight as its
associated outcome is ranked lower. Convexity reflects a pessimistic attitude
where more attention is paid to unfavorable than to favorable outcomes. Similar
observations hold for concavity, with reversed inequalities and an optimism
interpretation.

Capacities are usually assumed to be convex in the current literature. Many
Ž .papers assume an Anscombe-Aumann 1963 two-stage model with unknown

Ž .probabilities ‘‘ambiguity’’ and deviations from expected utility in the first stage,
and known probabilities and expected utility in the second stage. Convexity of
the capacity can then be interpreted as ‘‘ambiguity aversion’’ or ‘‘uncertainty

Ž Ž .. Žaversion’’ Schmeidler 1989 . Convex capacities are used in statistics Kadane
Ž ..and Wasserman 1996, p. 1251 and ensure the existence of equilibria in
Ž Ž ..zero-sum games Debreu 1952, Section 4 . In artificial intelligence, belief

functions are important. They are a subclass of convex capacities. In empirical
studies, the predominantly found pattern is not convexity but an inverse-S shape
Ž .Section 5 .

Early preference axiomatizations of convex capacities applied only to linear
Ž Ž . Ž .. Ž .utility Schmeidler 1989 , Chateauneuf 1991 . Chew, Karni, and Safra 1987

characterized joint concavity of utility and convexity of the capacity for risk;
Ž .Chateauneuf and Tallon 1998 extended this result to uncertainty. These results

Ž .do not disentangle chance attitude and utility. Tversky and Wakker 1995 gave
preference axiomatizations for ‘‘bounded subadditivity’’ that are independent of
utility. The mathematical principle underlying the preference conditions of this

Ž .paper was described by Wakker 1986, Section VI.11 . Special versions of these
Ž .conditions were tested empirically by Wu and Gonzalez 1999 . They showed

that the conditions are necessary for convex capacities. This paper generalizes
their conditions and shows that the resulting conditions are not only necessary,
but also sufficient, so that axiomatizations are obtained.

3. CONVEX CAPACITIES AS A GENERALIZATION OF THE ALLAIS PARADOX

This section demonstrates how convex capacities naturally arise from the
Allais paradox, starting with some notational conventions for the figures.2 In
Figure 1, H, A, and I are three events. One and only one of these events will
obtain and it is unknown to a decision maker which event that will be. It is
always assumed without further mention that the events partition the universal
event in such illustrations of acts. Figure 1a depicts an indifference between a

Ž .left act, yielding m i.e., $m if H obtains, m if A obtains, and 0 if I obtains, and
a right act interpreted similarly. In Figure 1b, the common outcome 0 at I has
been changed into the common outcome m, and a weak preference is depicted.

2 A similar presentation, using the Allais paradox as a starting-point for deriving preference
Ž . Ž .conditions, was used by Segal 1987 for decision under risk; see also Conlisk 1989, second test .
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Ž .FIGURE 1: M�m�0 . Variation on the Allais paradox: the certainty effect.

Let me explain why the I branch has been moved from the lowest to the
middle position in Figure 1b. For a given gamble, events can be rank-ordered
according to the desirability of their associated outcomes. Events are depicted
higher as their outcomes are rank-ordered higher. Hence, the I branch has been
moved from the lowest to the middle position in Figure 1b. Event H is always
associated with Highest outcomes in this paper. For the outcome resulting under
event I it is always Irrelevant which gamble is chosen. We will study the change
of event A’s decision weight induced by the change of event A’s ranking position.

Ž .sAs a convention, the left gamble is the Safer one and the Right gamble is"
Ž .rmore Risky ."

Figure 1 has the structure of the Allais paradox. In the Allais paradox, events
H, A, and I have probabilities .10, .01, and .89, respectively, M is five million
dollars, and m is one million dollars. For these values, people typically have a
strict preference � in Figure 1a and a reversed strict preference � in Figure
1b, demonstrating that the replacement of the common outcome leads to a
stronger preference for the left act in Figure 1b. This change in preference can
be ascribed to the certainty effect: In Figure 1b, the left act yields a certain
outcome; the absence of risk adds to the preference value of the act. These
preferences imply a violation of expected utility because they have been affected

Ž .by a change of the common outcomes, thus violating Savage’s 1954 sure-thing
Ž .principle. After decreasing the payment M five million dollars to a lower

amount such that indifference results in Figure 1a, the weak preference in
Figure 1b is natural.

If the Allais paradox is not an isolated example but reflects a general principle
of decision under uncertainty, then it may be conjectured that the implication in

� 4Figure 1 holds for all outcomes M�m�0 and partitions H, A, I of the state
space. This preference condition, formalizing the certainty effect, is called upper
subadditi�ity. Many studies have tested and confirmed upper subadditivity for

Ž .risk Appendix A . For uncertainty, upper subadditivity was empirically found by
Ž .Tversky and Kahneman 1992 ; see Example A.1. Several studies suggest that

Župper subadditivity is more pronounced for uncertainty than for risk Hogarth
Ž . Ž . Ž .and Kunreuther 1985 , Kahn and Sarin 1988 , Tversky and Fox 1995 , Fox,

Ž ..Rogers, and Tversky 1996 .
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Ž .FIGURE 2: M�m�0 . Generalization of the Allais paradox: pessimism.

The Allais paradox may be caused by a phenomenon more general than the
certainty effect, i.e. it may be caused by a kind of pessimism. Pessimism entails
more attention for events as their outcomes are ranked lower. This phenomenon
can also explain why event A receives more attention in Figure 1b than in Figure
1a. Under the pessimism interpretation, the implication in Figure 2 becomes
reasonable. In Figure 2, an event L has been added that yields a common
outcome lower than all other outcomes. As a notational convention, event L is
associated with Lowest outcomes throughout this paper. Event A is ranked lower
in Figure 2b than in Figure 2a, although now, contrary to Figure 1, it is not
ranked lowest and no certainty results in Figure 2b. The implication of Figure 2

� 4is imposed for all M�m�0 and partitions H, A, I, L of the state space, and is
formally called pessimism. Pessimism is more restrictive than upper subadditiv-
ity and includes Figure 1 as the special case where L is empty.

Example A.2 describes an empirical test of the general condition of Figure 2.
We now proceed with a theoretical analysis of the choices in Figure 2. It is first
demonstrated that convexity of the capacity implies pessimism. Then the re-
versed implication is explained informally. For the first implication, we substi-
tute Choquet expected utility in Figure 2a:

Ž . Ž . ( ) Ž . Ž .3.1 � U m �� U m �� U 0 �� U 0H A I L

Ž . ( ) Ž . Ž .�� U M �� U 0 �� U 0 �� U 0 ,H A I L

where the � ’s, the decision weights, are depicted in Figure 3a. The rank-order-
Ž . Ž .ing of events is from left high to right low in Figures 3a and 3b. The same

decision weights can be used for both acts in Figure 2a because the acts are
comonotonic.

Substitution of Choquet expected utility in Figure 2b, where the acts are also
comonotonic, implies

Ž . Ž . Ž . ( ) Ž .3.2 � U m �� U m �� U m �� U 0H I A L

Ž . Ž . ( ) Ž .�� U M �� U m �� U 0 �� U 0 ,H I A L
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FIGURE 3: � �� for convex capacities.A A

where the � ’s, the decision weights, are depicted in Figure 3b. We rewrite
Ž .equation 3.1 as

Ž . ( ( ) ( )) Ž Ž . Ž ..3.3 � U m �U 0 �� U M �U m �0A H

Ž .and equation 3.2 as
Ž . ( ( ) ( )) Ž Ž . Ž ..3.4 � U m �U 0 �� U M �U m �0 .A H

Ž . Ž .Equation 3.3 implies equation 3.4 whenever � �� . Convexity of theA A
Ž Ž ..capacity Equation 2.2 means exactly that � �� ; hence, convexity of theA A

capacity implies the pessimistic preference behavior in Figure 2.
The reversed implication also holds under some technical conditions. That is,

if the capacity is not convex, then a violation of the implication in Figure 2 can
Ž .be constructed. The result is presented formally in Theorem 5.2. i . Let me

briefly comment here on the major technical difficulty in the derivation. Equa-
Ž . Ž . Ž . Ž .tions 3.3 and 3.4 imply � �� only if U m �U 0 �0. For some eventsA A

H, A, I, L, however, no outcomes M�m�0 exist to give the indifference in
Figure 2a, for instance if H is empty. In such cases, other solutions must be
found, based on convergence arguments that invoke events for which appropri-
ate M�m�0 can be found.

4. THE GENERAL METHOD OF WEAKENING THE SURE-THING PRINCIPLE

This section presents the general method of analyzing capacities in rank-
dependent theories. The characteristic feature of these theories is the rank
dependence of decision weights, leading to special predictions of deviations from
expected utility. Hence, our preference conditions are based on that rank
dependence. They will all describe special kinds of violations of the sure-thing
principle.

Figure 4 presents a general method of comparing the decision weight of an
event A in one rank-ordering position to its weight in another rank-ordering
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Ž .FIGURE 4: X�x . At the question mark a preference is to be substituted.

position, by letting an event I with a common outcome ‘‘pass by event A’’ in
Ž .rank-ordering. The method was described by Wakker 1986, Condition VI.11.1 .

The left act in Figure 4a is described by the restriction of an act f for the events
Ž . Ž . Ž Ž . .H f and L f assigning f s to each s in H and L ; it is constant and equalH L

to outcome X in event A, and it is constant and equal to outcome c in event I.
Ž .The other acts are defined similarly. For the left act in Figure 4a, f s �X�c�

Ž .f t for all s�H and t�L. Similar orderings of outcomes hold for other acts.
These orderings follow from our convention of depicting events higher as they
are rank-ordered higher. The acts in Figure 4a are comonotonic and so are the
ones in Figure 4b.

Assume that X�x. The analysis of Figure 4 in terms of CEU is similar to the
analysis of Figure 2 and is described briefly. The CEU difference between the

Ž .left and right act in Figure 4b differs from that in Figure 4a which is zero only
regarding the contribution of event A, for which the decision weight has changed

Ž .from � to � see Figure 3 . Hence, the following substitutions are possibleA A
for the question mark in Figure 4b, corresponding to a nonnegative, zero, or
nonpositive CEU difference, respectively:

� �?�� �� �� ;A A

� �?�� �� �� ;A A

� �?�� �� 
� .A A

Figure 4 thus gives a precise measurement tool for the change of decision
weights and thereby, indirectly, for the convexity and concavity of the capacity.
Several empirical investigations derived such implications and then tested them,

Ž .without studying reversed implications; see Camerer 1989, Section 1.7 , Starmer
Ž . Ž .1992, Section 2.iv , Wakker, Erev, and Weber 1994, Section 4 , Wu and

Ž . ŽGonzalez 1996, Propositions 1 and 3; 1998 , and Birnbaum and McIntosh 1996,
. Ž .p. 93�94 for risk, and Fennema and Wakker 1996, Section 1 and Wu and
Ž .Gonzalez 1999, Section 2.3 for uncertainty. A few papers, only for risk, derived

Ž Ž . Ž ..reversed implications Segal 1987 , Wu and Gonzalez 1996 . That is, little is
available to show that the conditions characterize the properties of probability
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transformations and capacities and in this sense provide critical tests. Providing
such characterizations and explaining the underlying general method of analyz-
ing capacities is the purpose of this paper.

Theorem 4.1 summarizes the discussion for convexity. It is convenient to also
consider the case X�x in the preference conditions of this paper. Indifference
then always results in Figure 4b, and the preference conditions are vacuously
satisfied under CEU. Adding this case therefore does not change the logical
force of the preference conditions and, hence, the case is also mentioned in
Theorem 4.1.

Ž .THEOREM 4.1 Central Theorem : Assume that CEU holds.
Ž .i Con�exity of the capacity implies weak preference for the left act in Figure 4b

Ž .i.e., ? is � , also if X�x . Con�ersely, for e�ery triple of disjoint e�ents H, A, I for
which f , g, X�x, and c can be found such that the indifference holds in Figure 4a,

Ž . Ž .weak preference for the left act in Figure 4b implies d A, H
I �d A, H .
Ž . Žii A similar claim holds for conca�e instead of con�ex capacities substitute

.conca�e for con�ex, 
 for � , and re�erse preferences .

The next section considers special cases of Figure 4. One variation of Figure 4
is particularly useful for experiments. It results when there is a reversed
preference � instead of indifference � in Figure 4a, and a preference � in

Ž . Ž .Figure 4b. By reasonings similar to those given before, d A, H
I �d A, H is
implied, providing evidence for convexity. Such observations are easier to find
experimentally because preferences are easier to observe than indifferences.
Hence, most experimental papers have tested such versions of Figure 4. The

Žresulting preference condition a weak preference in Figure 4a, rather than just
.indifference, should imply the same preference in Figure 4b is logically stronger

than the conditions used in our theorems but is still necessary. Accordingly, it
gives weaker characterization theorems and therefore it has not been used.
Similar observations, with preferences reversed, apply to concavity.

5. CHARACTERIZING VARIOUS FORMS OF CAPACITIES FOR RICH STRUCTURES

In the absence of a rich structure of outcomes and events, there may not exist
Ž Ž ..many configurations of the type depicted in Figure 4 Wakker 2001 . In such a

case, a requirement of specific preferences in Figure 4b may be too weak to
imply the desired properties of the capacity. We therefore add a continuum
assumption. As a preparation, the capacity W is sol�able if, for each pair of

Ž . Ž .events B�D and W B ���W D , there exists an event C such that B�C�
Ž .D and W C �� .

Ž .ASSUMPTION 5.1 Continuum Assumption : CEU holds with a sol�able capacity
and with a continuous and strictly increasing utility.

Solvability implies that the state space is infinite. It is satisfied in Gilboa
Ž . Ž .1987, ‘‘convex-ranged’’ and also in Savage 1954 , and holds for decision under
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risk if the probability transformation is continuous. Preference conditions char-
acterizing Assumption 5.1 are obtained by imposing the axioms of both Gilboa
Ž . Ž .1987 and Wakker 1993, Theorem 2.13 . Given continuity in outcomes, solv-
ability of the capacity is equivalent to the existence of an event B with

Ž . Ž . ŽA	B	C and B, x; S�B, y � f whenever A, x; S�A, y � f� C, x; S�
.C, y , x�y, and A	C.

ŽUnder Assumption 5.1, pessimism violations of the sure-thing principle only
.as permitted in Figure 2 characterizes convexity of the capacity. Concavity is

characterized by optimism, which requires that the implication in Figure 2 holds
with reversed preference � instead of � in Figure 2b, whenever M�m�0

� 4and H, A, I, L partitions the state space. The condition reflects the optimistic
attitude of paying more attention to events as they are rank-ordered higher.

Ž .THEOREM 5.2 Characterizing Convexity and Concavity : Under the Continuum
Assumption 5.1:
Ž . Ži The capacity is con�ex if and only if � exhibits pessimism the implication in

.Figure 2 .
Ž .ii The capacity is conca�e if and only if � exhibits optimism.

Most papers assume convexity because of its importance in theoretical deriva-
tions. However, whereas convexity would predict an underweighting of unlikely
events when associated with highest outcomes, experiments suggest the oppo-
site: Such events are overweighted. The phenomenon suggests an ‘‘inverse-S

Ž Ž . Ž .shaped’’ capacity Tversky and Fox 1995 , Fox, Rogers, and Tversky 1996 , Fox
Ž . Ž . Ž .and Tversky 1998 , Kilka and Weber 1998 , Viscusi and Chesson 1999 , and

Ž . .Wu and Gonzalez 1999 for uncertainty; see the end of Appendix A for risk . A
Ž .remarkable exception among the theoretical studies is Karni and Safra 1990 ,

who already discussed inverse-S shapes.
Inverse-S means that the capacity assigns relatively high values to unlikely

events and relatively low values to likely events. For risk, the condition entails
an inverse-S shaped graph of the probability transformation indeed. The condi-
tion implies extremity-oriented behavior, where high decision weights are as-
signed to the highest and lowest outcomes and low decision weights to the
intermediate outcomes. The inverse-S pattern resolves the classical economic
paradox of the simultaneous existence of gambling and insurance. Under

Ž Ž ..cumulative prospect theory Tversky and Kahneman 1992 , the two phenom-
ena are explained by the same cause: the overestimation of unlikely events.

The inverse-S property is based on the observation that people deviate from
expected utility not only because of a general dislike for risk and uncertainty
Ž .pessimism etc. , but also because of insensitivity. People are not sufficiently
sensitive towards changes in intermediate levels of likelihood and, for instance,
do not sufficiently distinguish between a .6 and a .8 level probability. This
insensitivity is more pronounced for unknown probabilities than for known
probabilities. It causes a sort of regression to the mean. This regression is not an
artifact from our statistical analysis but it is a real psychological phenomenon
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occurring in people’s minds, and therefore worthwhile being incorporated into
our models of human behavior.

Ž . Ž .A first way to model inverse-S was proposed by Bell 1985 and Cohen 1992 ,
who deviated from expected utility by overweighing extreme outcomes. A second

Ž .approach was adopted by Tversky and Wakker 1995 and Tversky and Fox
Ž .1995 , who imposed ‘‘subadditivity’’ of the capacity for unlikely events and,
similarly, subadditivity of the dual capacity. This paper follows a third approach,

Ž Ž ..the one most commonly adopted Wu and Gonzalez 1996, 1998, 1999 : Concav-
ity is imposed on the unlikely events and convexity on the likely events.
Henceforth, such capacities are called ca�ex. As a preparation, we discuss a
technique for imposing conditions on ‘‘intervals’’ of events.

Event C is re�ealed more likely than D, C�D, if there exist outcomes Z�z
Ž . Ž .such that C, Z; S�C, z � D, Z; S�D, z . Under CEU, this relation on the

events is a weak order, represented by the capacity. The notation � , � , � ,
� �and � is as usual. For events C�D, C, D denotes the set of events E for

� � Ž . Ž .which C�E�D. W is con�ex on C, D if d A, H
I �d A, H whenever
C�H�H
A
I�D. The latter restriction guarantees that all arguments of

ŽW that play a role in the decision weights events A
H
I, H
I, A
H, and
. � � � � Ž . Ž .H are contained in C, D . W is conca�e on C, D if d A, H
I 
d A, H

whenever C�H�H
A
I�D. The preference conditions are adapted simi-
larly; � satisfies:

� � �pessimism on C, D if the implication in Figure 2 holds whenever C�H�
H
A
I�D;

� � �optimism on C, D if the implication in Figure 2, with reversed preference
in Figure 2b, holds whenever C�H�H
A
I�D.

Restrictions of preference conditions to intervals were presented by Wu and
Ž . Ž . Ž .Gonzalez 1996, 1998 , Prelec 1998 , and Abdellaoui 2001 for risk, and by

Ž . Ž .Fennema and Wakker 1994 and Tversky and Wakker 1995 for uncertainty.

LEMMA 5.3: Under the Continuum Assumption 5.1:
Ž . � � � �i W is con�ex on C, D if and only if � exhibits pessimism on C, D ;
Ž . � � � �ii W is conca�e on C, D if and only if � exhibits optimism on C, D .

Characterizations of cavex capacities immediately follow from the preceding
lemma.

Ž .THEOREM 5.4 Characterizing Cavexity : Under the Continuum Assumption 5.1:
� � � �W is conca�e on �, C and con�ex on C, S if and only if � exhibits optimism on

� � � ��, C and pessimism on C, S .

Empirical relevance, and several related and dual results, are discussed by
Ž .Tversky and Wakker 1995 . I note here only that their preference conditions all

have the structure of Figure 4.
We next apply the preceding results to decision under risk, where preferences

Ž .are defined over probability distributions p , x ; . . . ; p , x yielding outcome x1 1 n n j
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with probability p , j�1, . . . , n. Formally, decision under risk can be consideredj
� �the special case of decision under uncertainty where the state space is 0, 1 ,

endowed with the uniform distribution P, and acts are indifferent whenever
they generate the same probability distribution over outcomes. Rank-dependent
utility is the special case of Choquet expected utility where the capacity W on
the state space is w� P for a strictly increasing continuous weighting function w

Ž . Ž . Ž Ž ..with w 0 �0 and w 1 �1 Wakker 1990 . It is elementarily verified that
convexity, concavity, and, similarly, the inverse-S condition, of w are then
equivalent to the same conditions of W. Hence, the preference axiomatizations
of this section immediately result in corresponding preference axiomatizations
for risk, simply by replacing events by their probabilities. For example, w is
convex if and only if the implication of Figure 5 holds for all M�m�0. The
other results for uncertainty can similarly be applied to risk.

The preceding discussion of risk may highlight two points. First, uncertainty is
important not only in a practical sense, as probabilities are rarely known, but
also in a formal sense, because the results for uncertainty immediately imply the
corresponding results for risk. Once this point is understood, the extension of
the Allais paradox to uncertainty becomes natural, leading to the second point:
The Allais paradox reveals a pessimistic attitude that pertains as much to
uncertainty as to risk.

6. ABSOLUTE AND RELATIVE PESSIMISM AND THEIR LOGICAL INDEPENDENCE

It has sometimes been thought that the Allais paradox exhibits a phenomenon
characteristic of risk and the Ellsberg paradox a phenomenon characteristic of
uncertainty. This paper has demonstrated that the Allais paradox reflects
pessimism in an ‘‘absolute’’ sense, for risk as well as for uncertainty, leading to
convex capacities. The Ellsberg paradox suggests that there is more pessimism
for unknown probabilities than for risk, i.e. it exhibits pessimism in a relative
sense. The next two examples illustrate the difference.

Ž .EXAMPLE 6.1 Relative Pessimism Does Not Imply Absolute Pessimism :
Assume that an urn contains 100 balls and that x is an unknown number
between 0 and 50. The urn contains 50�x purple balls, x blue balls, x green

Ž .FIGURE 5: M�m�0 . Pessimism for risk.
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Žballs, and 50�x red balls. One ball will be drawn at random and its color P, B,
.G, or R observed. Assume that the decision maker maximizes expected utility

with respect to known probabilities and is more averse to unknown probabilities
than to known probabilities.

Let M�1 be such that the indifference in Figure 6a holds. The left gamble in
Figure 6a yields $1 with probability .5, and the right gamble yields M with an
unknown probability between 0 and .5. Aversion to unknown probabilities
implies that M must be relatively high to obtain the indifference. The prefer-

Ž .ence in Figure 6b, violating our pessimism preference condition Figure 2 ,
seems natural. In Figure 6b, both gambles yield an outcome of at least 1 with a
probability of .5 or more. Here, because of aversion to unknown probabilities,
event B does not have the impact it had in Figure 6a. Under CEU, it seems

Ž . Ž . Ž . Ž .natural that W P � .25, W P,B �W P,G � .5, and .5�W P, G, B � .75.
Ž . Ž Ž . Ž ..Then the decision weight of event B in Figure 6a, d B, P �W P, B �W P ,

Ž . Ž Ž . Ž ..exceeds .25, but in Figure 6b it is d B, P �G �W P, G, B �W P, G which
Ž .is below .25. An increase of the second argument of d B, H has led to a

Ž .decrease of the weight, i.e. equation 2.3 is violated. W is not convex.

Ž .EXAMPLE 6.2 Absolute Pessimism Does Not Imply Relative Pessimism : Let
the urn and balls be as in Example 6.1. Consider the following capacity.
Ž . Ž . Ž . Ž . Ž . Ž . Ž .W � � 0, W P � W B � W G � W R � 1�100, W P, B � W P, G �
Ž . Ž . Ž . Ž . Ž .W B, R � W G, R � 1�20, W P, R � W B, G � 1�10, W P, B, G �
Ž . Ž . Ž . Ž .W P, B, R �W P, G, R �W B, G, R �1�2, and W P, B, G, R �1. Because

Ž .of the small capacities of small events, the decision weight d A, H of each
event A is increasing in H. W is therefore convex and pessimism holds.
However, any bet on a two-color event with unknown probability is preferred to
any bet on a two-color event with known probability. The decision maker is
pessimistic but prefers unknown probabilities to known probabilities.

Pessimism as defined in this paper can also be formulated as a relative
concept, i.e. being more pessimistic than subjective expected utility. Similarly,
absolute risk aversion is sometimes formulated as being more risk averse than
expected value maximization. There are, however, some drawbacks to a subjec-
tive model as a neutrality benchmark. The subjective expected utility maximiza-

Ž .FIGURE 6: M�1 . Relative pessimism but no absolute pessimism.
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tion is not directly observable because neither is it objectively given, as is
expected value maximization, nor can it be directly revealed from choices of the
decision maker under consideration. The benchmark should probably be as-
cribed to another, hypothetical, agent. This other agent may have the same
utility function as the decision maker but it is not clear what his subjecti�e

Ž .probabilities should be. Ghirardato and Marinacci 1999 therefore chose multi-
ple levels of neutrality, i.e. all subjective expected utility maximizers. The
present paper instead adopts the absolute interpretation of pessimism.

Contrary to the interpersonal comparisons of capacities on the same events to
which we alluded above, the Ellsberg paradox concerns an intrapersonal com-
parison, comparing behavior revealed by one decision maker with respect to

Ž .different events hence, directly observable . It suggests that people are more
pessimistic for events with unknown probabilities than for events with known

Ž .probabilities. Tversky and Wakker 1995, Section 6 considered intrapersonal
comparisons of different events regarding two aspects: ‘‘source sensitivity’’ and
‘‘source preference.’’ The two Ellsberg paradoxes suggest source preference for
known probabilities over unknown probabilities, a condition that corresponds

Ž Ž ..but is not identical with being more convex Epstein 1999 . In addition,
Ž .Tversky and Wakker 1995, Sections 4 and 5 analyzed interpersonal compar-

isons of chance attitude.
The terms uncertainty aversion and ambiguity aversion have been used in the

literature both for the absolute version of pessimism, designating convexity of
Žthe capacity or, similarly, upper subadditivity or source preference in Tversky
Ž . Ž ..and Wakker 1995 , or nonempty core in Ghirardato and Marinacci 1999 , and

for the relative version, designating more pessimism for unknown probabilities
Ž Ž .than for known probabilities Epstein 1999 , who used subjective instead of

.known probabilities . Which term is most appropriate for which concept is a
terminological issue. If uncertainty is taken to comprise both risk and ambiguity,
then uncertainty aversion seems to be most suited for the absolute concept and
ambiguity aversion for the relative concepts.

Ž .In Schmeidler’s 1989 two-stage model, as in the multiple priors model,
expected utility is assumed for risk. Then the absolute and relative versions of
pessimism ‘‘happen to be’’ equivalent, and the two-urn Ellsberg paradox also
leads to convex capacities. This equivalence may have given rise to misunder-
standings and confusions about the absolute and relative concepts. In general,
these concepts must be distinguished. Preference conditions for relative ‘‘subad-
ditivity,’’ comparing risk to uncertainty, were analyzed theoretically by Tversky

Ž . Ž .and Wakker 1995 and were tested empirically by Tversky and Fox 1995 . The
present paper has concentrated on pessimism and other conditions in an
absolute sense.

CREED, Dept. of Economics, Uni�ersity of Amsterdam, Roetersstraat 11, Ams-
terdam, 1018 WB, The Netherlands

Manuscript recei�ed September, 1997; final re�ision recei�ed May, 2000.
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APPENDIX A: EMPIRICAL DEMONSTRATIONS

The general method of analyzing capacities, explained in Section 4 and used in the theoretical
analysis of Section 5, is well suited for empirical investigations. In fact, many conditions tested in the
literature are special cases of this general method. Some examples are described next. The empirical
evidence presented in this paper concerns only gain-outcomes unless explicitly stated otherwise.

Ž . Ž .EXAMPLE A.1 The Allais Paradox for Uncertainty : Tversky and Kahneman 1992 demonstrated
that the Allais paradox and upper subadditivity hold not only for risk, but also for uncertainty with
events for which no probabilities are given. For example, they conducted the following experimental
test of Figure 1. The design was within-subjects. The participants were 156 money managers during a
workshop. Let d denote the difference between the closing value of the Dow-Jones on the day of the
experiment and on the day after, I the event of d�30, A the event of 30
d
35, H the event of
d�35, M�$75,000, and m�$25,000. Of the participants, 77% preferred the risky option in Figure
1a, but 68% preferred the safe option in Figure 1b. This example and many similar examples, e.g. in

Ž .Wu and Gonzalez 1999 , confirm the Allais paradox for uncertain events. An early example is
Ž .described by MacCrimmon and Larsson 1979, pp. 364�365 .

Ž . ŽEXAMPLE A.2 Figure 2, Pessimism, for Uncertainty : Wu and Gonzalez 1999, Questions 2.1 and
.2.2 considered participants’ prior expectation of the 1996 U.S. national election. The design was

between-subjects, with 70 participants answering each question. The events are defined in Table I.
Because event L is nonempty, this configuration tests the general pessimism condition of Figure

2 but not upper subadditivity of Figure 1. With M�$350 and m�$300, 35% of the participants
Žchose the risky gamble in Figure 2a, but 67% chose the risky gamble in Figure 2b significant at the

..05 level . That is, the tendency to choose the risky gamble in Figure 2b was larger, rather than
smaller as pessimism requires. This finding provides a violation of pessimism and suggests the dual,

Ž .optimism. It illustrates once more that pessimism and, hence, convexity of capacities is not as
universal as has often been thought.

Ž . Ž .EXAMPLE A.3 Figure 5, Pessimism for Risk : Camerer 1989 tested Figure 5 with M�$25,000,
m�$10,000, h� .1, q� .1, p� .4, and l� .4; see choices 12 and 9 for large gains and Table 7 in his
paper. Out of 30 participants, 20 chose the same in Figures 5a and 5b, 9 shifted from a risky to a safe
choice, and 1 from a safe to a risky choice. This finding demonstrates a significant shift from risky to
safe, supporting pessimism.

ŽEXAMPLE A.4 Figure 5 with l�0, i.e. Figure 1 for given probabilities; Violation of the Certainty
. Ž . ŽEffect : Starmer 1992, set 1, Questions 4 and 1 tested Figure 5 with h� .1, q� .1, p� .8 and

.l�0 , M�£.7, and m�£.3. The design was within-subjects. The participants were 124 students
from various disciplines. In Figure 5a, 65% chose safe whereas only 46% did so in Figure 5b.
Remarkably, this finding constitutes a significant shift from safe to risky, in violation of upper
subadditivity and therefore of the certainty effect.

There have been many empirical investigations for decision under risk. It is mostly found that w
� � � � Žis concave on an interval 0, b and convex on b, 1 where b ranges between .2 and .35 Wu and

Ž .. Ž .Gonzalez 1996, 1998 . Wakker, Erev, and Weber 1994 reported a negative finding where

TABLE I

Democratic Control Republican Control
House of Representatives House of Representatives

Democratic president H A
Republican president I L
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violations of the sure-thing principle were mostly caused by random choice and did not suggest rank
Ž .dependence. Starmer 1992 , who also tested preference conditions of the kind presented in this

Ž .paper, did not find universal support for convex w. Birnbaum and Navarrete 1998 found confirma-
tion of pessimism and violation of inverse-S shapes.

There is overwhelming evidence for the inverse-S shape, usually based on parametric fitting
Ž Ž . Ž . Ž .Preston and Baratta 1948 , Yaari 1965 , Cohen and Jaffray 1988 , Kachelmeier and Shehata
Ž . Ž . Ž . Ž .1992 , Lattimore, Baker, and Witte 1992 , Camerer and Ho 1994 , Tversky and Fox 1995 , Fox,

Ž . Ž ..Rogers, and Tversky 1996 , Bleichrodt, van Rijn, and Johannesson 1999 . Parameter-free tests,
Ž . Ž .confirming inverse-S, are given by Abdellaoui 2000 , Bleichrodt and Pinto 2000 , Gonzalez and Wu

Ž . Ž .1999 , and Wu and Gonzalez 1996 .
An interesting version of the method of this paper can be found in the often-cited Chew and

Ž .Waller 1986 . They used a ‘‘HILO’’ design to test special cases of Chew’s weighted utility theory.
The ‘‘O’’ questions of the design will not be discussed here. The ‘‘I,’’ ‘‘L,’’ and ‘‘H’’ questions can be
obtained from Figure 5 by assuming l�0 and replacing the outcome 0 by a general lowest outcome
z. Then the L question is Figure 5a and the I question is Figure 5b. The H question can be obtained

Ž .by taking the p-probability common outcome not equal to 0 z or m, but equal to M. The
preceding substitutions show that the L and I questions constitute a special case of Figure 4 so that
these questions test pessimism. The I and H questions also do so. They follow from Figure 4 with
probabilities instead of events and with the following specifications: Event H is empty, g is constantL
and equal to c, x�c, and f is constant and below c. Then the I question is Figure 4a and the LL
question is Figure 4b.

The substitutions show that the HILO design can be used to test the probability transformation
function. Chew and Waller’s data contained antecedent preferences instead of indifferences, as
explained following Theorem 4.1. The overall risky choices in the L, I, and H questions were 67%,

Ž .56%, and 50%, respectively see Chew and Waller’s Table 4 , suggesting pessimism from L to I
Ž . Ž .likely gain-events and optimism from I to H unlikely gain-events . These data therefore support an
inverse-S probability transformation.

Only a few papers have dealt with loss outcomes. These papers also found the inverse-S shape,
Ž Ž . Ž . Ž ..both for risk Abdellaoui 2000 , Currim and Sarin 1989 , Tversky and Kahneman 1992 and for

Ž Ž ..uncertainty Tversky and Kahneman 1992 . For losses, more risk seeking and optimism were found
Žthan for gains, once again casting doubt on the universality of pessimism and risk aversion Camerer

Ž . Ž . Ž . Ž .1989 , Dobbs 1991 , Eraker and Sox 1981 , Fennema and Van Assen 1998 , Hershey and
Ž . Ž . Ž .Schoemaker 1980 , Laughhunn, Payne, and Crum 1980 , Lopes and Oden 1999 , Mangelsdorff and

Ž . Ž .. Ž .Weber 1994 , Viscusi and Chesson 1999 . An exception is Keren and Gerritsen 1999 , who found
pessimism for losses as well.

APPENDIX B: MATHEMATICAL PROOFS

We start with some notation. Because the rank-ordering of outcomes and events is important in
Ž .partitions, ordered partitions, denoted E , . . . , E , are invoked, assuming the rank-ordering with1 n

Ž .best outcomes for E , . . . , and worst outcomes for E . E , E is therefore to be distinguished from1 n 1 2
Ž .E , E . When no misunderstanding can arise, the term ordered is suppressed. A useful property of2 1

Ž . Ždecision weights is additivity. Consider a partition E , . . . , E and the decision weights d E , E1 n j 1
.
 ��� 
E of events in this partition. For the decision weight of E 
E in this partition, wej�1 j j�1

have

Ž . Ž . Ž . Ž .B.1 d E 
E , E 
 ��� 
E �d E , E 
 ��� 
E �d E , E 
 ��� 
E .j j�1 1 j�1 j 1 j�1 j�1 1 j

Ž .To apply equation B.1 , the rank-ordering of E and E must have been specified, as in thej j�1

Ž . Ž .partition E , . . . , E . Figure 3 gives examples of equation B.1 . The decision weight of A
I,1 n
Ž . Ž .W H
A
I �W H , equals � �� in Figure 3a and � �� in Figure 3b; these are thereforeA I I A

Ž .the same. Equation B.1 will often be used without explicit mention.
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PROOF OF NECESSITY OF THE PREFERENCE CONDITIONS IN ALL RESULTS: For all results, necessity
follows from Theorem 4.1 and the reasoning preceding it.

Henceforth, only sufficiency of the preference conditions needs to be established.

Ž .PROOF OF SUFFICIENCY IN THEOREM 5.2. i : We assume pessimism and derive convexity of the
Ž .capacity. One more notation is introduced. For a partition E , . . . , E ,1 n

Ž . Ž � 4 .B.2 E , . . . , E ; E , . . . , E means that1 i i�1 n

Ž . Ž .d E , E 
 ��� 
E 
d E , E 
 ��� 
E 
E .i 1 i�1 i 1 i�1 i�1

In words, it means that E loses decision weight to E if E ‘‘passes by E ’’ in the rank-ordering.i�1 i i�1 i
Ž . Ž � 4 .By equation 2.3 , convexity of W is equivalent to E , . . . , E ; E , . . . , E for all E in all1 i i�1 n i

Ž � 4 .partitions, and also equivalent to the condition H, A; I , L for all four-fold partitions. Consider any
Ž . Ž � 4 . Ž . Ž .partition H, A, I, L . We prove H, A; I , L , i.e. d A, H 
d A, H
I . Figure 3 illustrates

Ž � 4 .H, A; I , L , with I losing decision weight to A as I passes by A in rank-ordering from Figure 3a to
Ž . Ž .Figure 3b. The total decision weight of A
I, W H
A
I �W H , remains unaffected.

Ž .CASE 1: d A, H �0: Then the result is trivial.

Ž .CASE 2: d A, H �0.

Ž .CASE 2.a: W H �0: Then we can find outcomes M�m�0 such that the indifference in Figure
Ž . Ž � 4 .2a holds, i.e. equation 3.3 holds. By Theorem 4.1, H, A; I , L .

Ž .CASE 2.b: W H �0: This case is derived from Case 2.a by a convergence argument. The
Žargument does not invoke any kind of continuity of W or anything beyond the set of events being

.an algebra other than solvability. Assume for now that A and A partition A, and both have1 2
Ž . Ž � 4 .positive decision weight in the partition H, A , A , I, L . By Case 2.a, H
A , A ; I , L , i.e. I1 2 1 2

loses decision weight if it passes by A in rank-ordering. So I has less decision weight in2
Ž .H, A , I, A , L . When passing by A , I may gain decision weight, but never more than the total1 2 1

Ž . Ž .decision weight of A . Hence, in H, I, A , A , L and thus in H, I, A, L , the decision weight of I1 1 2
Ž .may exceed that in H, A, I, L , but not by more than the decision weight of A . Because of1

Ž � 4 .solvability, the latter can be taken arbitrarily small. We conclude that H, A; I , L .

Ž .PROOF OF SUFFICIENCY IN THEOREM 5.2. ii : We assume optimism and derive concavity of the
capacity. Because of the asymmetric role of event L in Figure 2, this proof is not a dual copy of the

Ž . Ž .derivation of i and requires an independent elaboration. For a partition E , . . . , E ,1 n

Ž . Ž � � .B.3 E , . . . , E ; E , . . . , E means that1 i i�1 n

Ž . Ž .d E , E 
 ��� 
E �d E , E 
 ��� 
E 
E .i 1 i�1 i 1 i�1 i�1

Ž � � .Concavity of W is equivalent to E , . . . , E ; E , . . . , E for all E in all partitions, which is1 i i�1 n i
Ž � � .equivalent to the condition H, A; I , L for all four-fold partitions. Take any such partition.

Ž .CASE 1: W H �0: Then we can find outcomes M�m�0 such that the indifference in Figure
Ž � � .2a holds. By Theorem 4.1, H, A; I , L .

Ž .CASE 2: W H �0.

Ž .CASE 2.a: d A, H �0: Then the indifference in Figure 2a holds, where m�0 can be taken,
because both H and A have decision weight zero. Because of optimism, we get the reversed
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Ž . Ž . Ž .preference of Figure 2b which, together with U m �U 0 , implies that d A, H
I cannot be
Ž . Ž � � .positive. It follows that d A, H
I �0, implying H, A; I , L .

Ž . Ž . Ž .CASE 2.b: d A, H �0: If d A, H
I �0 we are done, so assume d A, H
I �0. Assume that
Ž . Ž .A , A partition A, with d A , H
I �0. Then d A , H �0, for if it were zero then, by a1 2 1 1

Ž . Ž . 3reasoning similar to Case 2.a, d A , H
I �0 would follow, contradicting d A , H
I �0.1 1
Ž . Ž . Ž � � .d A , H �0 implies W H
A �0. Consequently, by Case 1, H
A , A ; I , L .1 1 1 2

Ž . Ž .Consider the following three rank-orderings of events: H, I, A , A , L , H, A , I, A , L , and1 2 1 2
Ž .H, A , A , I, L . Going from the first to the second partition, I may gain decision weight when A1 2 1

Ž � � .passes by I, but not more than the total decision weight of A . Because of H
A , A ; I , L , I1 1 2
Ž . Žloses decision weight when A passes by I. The decision weight of I in H, I, A , A , L i.e. in2 1 2

Ž .. Ž . Ž Ž ..H, I, A, L therefore cannot exceed that in H, A , A , I, L i.e. in H, A, I, L by more than1 2
Ž . Ž .d A , H
I . Because of solvability, the positive decision weight d A , H
I can be arbitrarily1 1

Ž . Ž . Ž � � .small. Hence, the decision weight of I in H, I, A, L cannot exceed that in H, A, I, L . H, A; I , L
follows.

Ž . Ž .PROOF OF SUFFICIENCY IN LEMMA 5.3: The proof of Theorems 5.2. i and 5.2. ii can be invoked.
The restriction regarding D never causes any complication because no variations in L need to be
invoked in these proofs; we deal only with cases in which S�L�D. The restriction regarding C is

Ž . Ž .vacuous if W C �0. If W C �0, then the proof is in fact simpler because the most difficult cases,
Cases 2.b and 2, respectively, then can be skipped.

REFERENCES

Ž .ABDELLAOUI, MOHAMMED 2000 : ‘‘Parameter-Free Elicitation of Utilities and Probability Weighting
Functions,’’ Management Science, 46, 1497�1512.

Ž .��� 2001 : ‘‘A Genuine Rank-Dependent Generalization of the von Neumann-Morgenstern
Expected Utility Theorem,’’ Econometrica, forthcoming.

Ž .ANSCOMBE, F. J., AND ROBERT J. AUMANN 1963 : ‘‘A Definition of Subjective Probability,’’ Annals of
Mathematical Statistics, 34, 199�205.

Ž .ARROW, KENNETH J. 1953 : ‘‘Le Role des Valeurs Boursieres pour la Repartition la Meilleure desˆ ` ´
Ž .Risques,’’ in Colloques Internationaux du Centre National de la Recherche Scientifique Econometrie ,´

40, 41�47. Translated into English as ‘‘The Role of Securities in the Optimal Allocation of
Ž .Risk-Bearing,’’ Re�iew of Economic Studies, 31 1964 , 91�96.

Ž .BELL, DAVID E. 1985 : ‘‘Disappointment in Decision Making under Uncertainty,’’ Operations
Research, 33, 1�27.

Ž .BIMBAUM, MICHAEL H., AND WILLIAM R. MCINTOSH 1996 : ‘‘Violations of Branch Independence in
Choices between Gambles,’’ Organizational Beha�ior and Human Decision Processes, 67, 91�110.

Ž .BIRNBAUM, MICHAEL H., AND JUAN B. NAVARRETE 1998 : ‘‘Testing Descriptive Utility Theories:
Violations of Stochastic Dominance and Cumulative Independence,’’ Journal of Risk and Uncer-
tainly, 17, 49�78.

Ž .BLEICHRODT, HAN, AND JOSE LUIS PINTO 2000 : ‘‘A Parameter-Free Elicitation of the Probability
Weighting Function in Medical Decision Analysis,’’ Management Science, 46, 1485�1496.

Ž .BLEICHRODT, HAN, JACO VAN RIJN, AND MAGNUS JOHANNESSON 1999 : ‘‘Probability Weighting and
Utility Curvature in QALY-Based Decision Making,’’ Journal of Mathematical Psychology, 43,
238�260.

Ž .CAMERER, COLIN F. 1989 : ‘‘An Experimental Test of Several Generalized Utility Theories,’’
Journal of Risk and Uncertainty, 2, 61�104.

3 This is the only place where we use the separation of Cases 2a and 2b.



SURE-THING PRINCIPLE 1057

Ž .CAMERER, COLIN F., AND TECK-HUA HO 1994 : ‘‘Violations of the Betweenness Axiom and
Nonlinearity in Probability,’’ Journal of Risk and Uncertainty, 8, 167�196.

Ž .CHATEAUNEUF, ALAIN 1991 : ‘‘On the Use of Capacities in Modeling Uncertainty Aversion and
Risk Aversion,’’ Journal of Mathematical Economics, 20, 343�369.

Ž .CHATEAUNEUF, ALAIN, AND JEAN-MARC TALLON 1998 : ‘‘Diversification, Convex Preferences and
Non-Empty CORE,’’ Economic Theory, forthcoming.

Ž .CHEW, SOO HONG, EDI KARNI, AND ZVI SAFRA 1987 : ‘‘Risk Aversion in the Theory of Expected
Utility with Rank Dependent Probabilities,’’ Journal of Economic Theory, 42, 370�381.

Ž .CHEW, SOO HONG, AND WILLIAM S. WALLER 1986 : ‘‘Empirical Tests of Weighted Utility Theory,’’
Journal of Mathematical Psychology, 30, 55�72.

Ž .COHEN, MICHELE 1992 : ‘‘Security Level, Potential Level, Expected Utility: A Three-Criteria`
Decision Model under Risk,’’ Theory and Decision, 33, 101�134.

Ž .COHEN, MICHELE, AND JEAN-YVES JAFFRAY 1988 : ‘‘Certainty Effect versus Probability Distortion:`
An Experimental Analysis of Decision Making under Risk,’’ Journal of Experimental Psychology:
Human Perception and Performance, 14, 554�560.

Ž .CONLISK, JOHN 1989 : ‘‘Three Variants on the Allais Example,’’ American Economic Re�iew, 79,
392�407.

Ž .CURRIM, IMRAN S., AND RAKESH K. SARIN 1989 : ‘‘Prospect versus Utility,’’ Management Science, 35,
22�41.

Ž .DEBREU, GERARD 1952 : ‘‘A Social Equilibrium Existence Theorem,’’ Proceedings of the National´
Academy of Sciences, 38, 886�893. Reprinted in Mathematical Economics: Twenty Papers of Gerard´
Debreu, Chapter 2, by Gerard Debreu. Cambridge: Cambridge University Press, 1983.´

Ž .DOBBS, IAN M. 1991 : ‘‘A Bayesian Approach to Decision-Making under Ambiguity,’’ Economica,
58, 417�440.

Ž .EPSTEIN, LARRY G. 1999 : ‘‘A Definition of Uncertainty Aversion,’’ Re�iew of Economic Studies, 66,
579�608.

Ž .ERAKER, STEPHEN A., AND HAROLD C. SOX 1981 : ‘‘Assessment of Patients’ Preferences for
Therapeutic Outcomes,’’ Medical Decision Making, 1, 29�39.

Ž .FENNEMA, HEIN, AND MARCEL A. L. M. VAN ASSEN 1998 : ‘‘Measuring the Utility of Losses by
Means of the Tradeoff Method,’’ Journal of Risk and Uncertainty, 17, 277�295.

Ž .FENNEMA, HEIN, AND PETER P. WAKKER 1994 : ‘‘An Explanation and Characterization for the
Buying of Lotteries,’’ in Decision Theory and Decision Analysis: Trends and Challenges, ed. by Sixto
Rios. Dordrecht: Kluwer Academic Publishers, 163�175.

Ž .��� 1996 : ‘‘A Test of Rank-Dependent Utility in the Context of Ambiguity,’’ Journal of Risk and
Uncertainty, 13, 19�35.

Ž .FOX, CRAIG R., BRETT A. ROGERS, AND AMOS TVERSKY 1996 : ‘‘Options Traders Exhibit Subaddi-
tive Decision Weights,’’ Journal of Risk and Uncertainty, 13, 5�17.

Ž .FOX, CRAIG R., AND AMOS TVERSKY 1998 : ‘‘A Belief-Based Account of Decision under Uncer-
tainty,’’ Management Science, 44, 879�895.

Ž .GHIRARDATO, PAOLO, AND MASSIMO MARINACCI 1999 : ‘‘Ambiguity Made Precise: A Comparative
Foundation,’’ Social Science Working Paper 1026, CalTech.

Ž .GILBOA, ITZHAK 1987 : ‘‘Expected Utility with Purely Subjective Non-Additive Probabilities,’’
Journal of Mathematical Economics, 16, 65�88.

Ž .GONZALEZ, RICHARD, AND GEORGE WU 1999 : ‘‘On the Shape of the Probability Weighting
Function,’’ Cogniti�e Psychology, 38, 129�166.

Ž .HERSHEY, JOHN C., AND PAUL J. H. SCHOEMAKER 1980 : ‘‘Prospect Theory’s Reflection Hypothesis:
A Critical Examination,’’ Organizational Beha�ior and Human Performance, 25, 395�418.

Ž .HOGARTH, ROBIN M., AND HOWARD C. KUNREUTHER 1985 : ‘‘Ambiguity and Insurance Decisions’’
American Economic Re�iew, Papers and Proceedings, 75, 386�390.

Ž .KACHELMEIER, STEVEN J., AND MOHAMMED SHEHATA 1992 : ‘‘Examining Risk Preferences under
High Monetary Incentives: Experimental Evidence from the People’s Republic of China,’’
American Economic Re�iew, 82, 1120�1141; for comment see Steven J. Kachelmeier and Mo-

Ž .hammed Shehata 1994 , American Economic Re�iew, 84, 1104�1106.



PETER P. WAKKER1058

Ž .KADANE, JOSEPH B., AND LARRY E. WASSERMAN 1996 : ‘‘Symmetric, Coherent, Choquet Capacities,’’
Annals of Statistics, 24, 1250�1264.

Ž .KAHN, BARBARA E., AND RAKESH K. SARIN 1988 : ‘‘Modeling Ambiguity in Decisions under
Uncertainty,’’ Journal of Consumer Research, 15, 265�272.

Ž .KARNI, EDI, AND ZVI SAFRA 1990 : ‘‘Rank-Dependent Probabilities,’’ The Economic Journal, 100,
487�495.

Ž .KEREN, GIDEON B., AND L. E. M. GERRITSEN 1999 : ‘‘On the Robustness and Possible Accounts of
Ambiguity Aversion,’’ Acta Psychologica, 103, 149�172.

Ž .KILKA, MICHAEL, AND MARTIN WEBER 1998 : ‘‘What Determines the Shape of the Probability
Weighting Function under Uncertainty,’’ Management Science, forthcoming.

Ž .LATTIMORE, PAMELA M., JOANNA R. BAKER, AND ANN D. WITTE 1992 : ‘‘The Influence of
Probability on Risky Choice,’’ Journal of Economic Beha�ior and Organization, 17, 377�400.

Ž .LAUGHHUNN, DAN J., JOHN W. PAYNE, AND ROY L. CRUM 1980 : ‘‘Managerial Risk Preferences for
Below-Target Returns,’’ Management Science, 26, 1238�1249.

Ž .LOPES, LOLA L., AND GREGG C. ODEN 1999 : ‘‘The Role of Aspiration Level in Risky Choice: A
Comparison of Cumulative Prospect Theory and SP�A Theory,’’ Journal of Mathematical Psychol-
ogy, 43, 286�313.

Ž .LUCE, R. DUNCAN, AND PETER C. FISHBURN 1991 : ‘‘Rank- and Sign-Dependent Linear Utility
Models for Finite First-Order Gambles,’’ Journal of Risk and Uncertainty, 4, 29�59.

Ž .MACCRIMMON, KENNETH R., AND STIG LARSSON 1979 : ‘‘Utility Theory: Axioms versus ‘Paradoxes’,’’
in Expected Utility Hypotheses and the Allais Paradox, ed. by Maurice Allais and Ole Hagen.
Dordrecht, The Netherlands: Reidel, 27�145.

Ž .MANGELSDORFF, LUKAS, AND MARTIN WEBER 1994 : ‘‘Testing Choquet Expected Utility,’’ Journal of
Economic Beha�ior and Organization, 25, 437�457.

Ž .PRELEC, DRAZEN 1998 : ‘‘The Probability Weighting Function,’’ Econometrica, 66, 497�527.
Ž .PRESTON, MALCOLM G., AND PHILIP BARATTA 1948 : ‘‘An Experimental Study of the Auction Value

of an Uncertain Outcome,’’ American Journal of Psychology, 61, 183�193.
Ž .QUIGGIN, JOHN 1981 : ‘‘Risk Perception and Risk Aversion among Australian Farmers,’’ Australian

Journal of Agricultural Economics, 25, 160�169.
Ž .SAVAGE, LEONARD J. 1954 : The Foundations of Statistics. New York: Wiley. Second Edition, 1972,

New York: Dover.
Ž .SCHMEIDLER, DAVID 1989 : ‘‘Subjective Probability and Expected Utility without Additivity,’’ Econo-

metrica, 57, 571�587.
Ž .SEGAL, UZI 1987 : ‘‘Some Remarks on Quiggins Anticipated Utility,’’ Journal of Economic Beha�ior

and Organization, 8, 145�154.
Ž .SELTEN, REINHARD, ABDOLKARIM SADRIEH, AND KLAUS ABBING 1999 : ‘‘Money Does not Induce

Risk Neutral Behavior, but Binary Lotteries Do even Worse,’’ Theory and Decision, 46, 211�249.
Ž .STARMER, CHRIS 1992 : ‘‘Testing New Theories of Choice under Uncertainty Using the Common

Consequence Effect,’’ Re�iew of Economic Studies, 59, 813�830.
Ž .STARMER, CHRIS, AND ROBERT SUGDEN 1989 : ‘‘Violations of the Independence Axiom in Common

Ratio Problems: An Experimental Test of Some Competing Hypotheses,’’ Annals of Operations
Research, 19, 79�102.

Ž .TVERSKY, AMOS, AND CRAIG R. FOX 1995 : ‘‘Weighing Risk and Uncertainty,’’ Psychological Re�iew,
102, 269�283.

Ž .TVERSKY, AMOS, AND DANIEL KAHNEMAN 1992 : ‘‘Advances in Prospect Theory: Cumulative
Representation of Uncertainty,’’ Journal of Risk and Uncertainty, 5, 297�323.

Ž .TVERSKY, AMOS, AND PETER P. WAKKER 1995 : ‘‘Risk Attitudes and Decision Weights,’’ Economet-
rica, 63, 1255�1280.

Ž .VISCUSI, W. KIP 1995 : ‘‘Government Action, Biases in Risk Perception, and Insurance Decisions,’’
Gene�a Papers in Risk and Insurance Theory, 20, 93�110.

Ž .VISCUSI, W. KIP, AND HARRELL CHESSON 1999 : ‘‘Hopes and Fears: The Conflicting Effects of Risk
Ambiguity,’’ Theory and Decision, 47, 153�178.



SURE-THING PRINCIPLE 1059

Ž .WAKKER, PETER P. 1986 : ‘‘Representations of Choice Situations,’’ Ph.D. Dissertation, Department
of Economics, University of Brabant, Tilburg, The Netherlands.

Ž .��� 1989 : Additi�e Representations of Preferences, A New Foundation of Decision Analysis.
Dordrecht: Kluwer Academic Publishers.

Ž .��� 1990 : ‘‘Under Stochastic Dominance Choquet-Expected Utility and Anticipated Utility are
Identical,’’ Theory and Decision, 29, 119�132.

Ž .��� 1993 : ‘‘Unbounded Utility for Savage’s ‘Foundations of Statistics’, and other Models,’’
Mathematics of Operations Research, 18, 446�485.

Ž .��� 2001 : In preparation.
Ž .WAKKER, PETER P., IDO EREV, AND ELKE U. WEBER 1994 : ‘‘Comonotonic Independence: The

Critical Test between Classical and Rank-Dependent Utility Theories,’’ Journal of Risk and
Uncertainty, 9, 195�230.

Ž .WAKKER, PETER P., RICH H. THALER, AND AMOS TVERSKY 1997 : ‘‘Probabilistic Insurance,’’ Journal
of Risk and Uncertainty, 15, 7�28.

Ž .WU, GEORGE, AND RICHARD GONZALEZ 1996 : ‘‘Curvature of the Probability Weighting Function,’’
Management Science, 42, 1676�1690.

Ž .��� 1998 : ‘‘Common Consequence Conditions in Decision Making under Risk,’’ Journal of Risk
and Uncertainty, 16, 115�139.

Ž .��� 1999 : ‘‘Nonlinear Decision Weights in Choice under Uncertainty,’’ Management Science, 45,
74�85.

Ž .YAARI, MENAHEM E. 1965 : ‘‘Convexity in the Theory of Choice under Risk,’’ Quarterly Journal of
Economics, 79, 278�290.


