NI ST ] &

63g-Ll> gLaULS a5 g 49

P e ayls Olgis
0 JSde gl C,Sj.’b ,L:..ws.?).ga.g M))m)gﬂd.:‘MQ)Lw

e udSO) (i
Prospect Theory and Risk-Seeking Behavior by

Troubled Firms
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.6 CONCLUSION

This research employed Prospect Theory (Kahneman and Tversky [1979]) to explain the relationship between risk and
esearchrreturn at the organization level. Our research addressed short-comings in the modeling approach used in previous
ef-rand suggested an approach aimed at resolving these prob-lems. We suggested an alternative view for inferring the
of the risk- erence point, one of the key elements of PT, and the way of measuring risk, as well as a different representation
ences.ureturn association taking into consideration a timeline of a firm’s state, its state dependent action, and conseq
rns over theuPrevious studies estimated a firm’s reference points and risk and return position based on its time series of ret
s that aatime period under study (usually 5-10 years). The un-derlying assumption in the approach taken by these studies w
e suggestedhfirm’s behavior and situation are time invariant. The main criticism regarding this approach is that the use of t
sm isimeasures may be appropriate only if the return distribution is constant over the studied time period. This critic
ions are statetespecially noteworthy in the context of PT, as a firm’s position relative to the reference level and hence its ac
.dependent
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