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Reference-dependent subjective expected utility
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6. Conclusion

The existence of endowment effects is now well established. The conclusion seems
inescapable that individuals’ preferences are not, as is assumed in most decision
theory, independent of their status quo positions. I have proposed a theory of
choice under uncertainty in which preferences are reference-dependent. In its
most general form, this theory is a generalization of Savage’s subjective
expected utility theory. Thus, I have shown that insights about the significance of
reference points, deriving from cognitive psychology and behavioural economics,
can be integrated into decision theory at its most fundamental level. I have also
proposed a restricted form of the theory, in which the subjective expected utility
representation has a simple and tractable functional form. This version of the theory
can explain some systematic features of observed decision-making behaviour, which
are inconsistent with conventional theory. I hope that these achievements will
stimulate further work in what remains a puzzlingly under-researched area of
decision theory.
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