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— ~ FREMAL Course Description
“Decision theory should be a guide to life.” This course examines decision theory
from several perspectives.
1. Normative Perspective: we analyze how individuals should make decisions
RAZ R YK 2. Descriptive Perspective: we analyze how individuals actually make decisions
(&R M 3. Practical Perspective: we analyze how individuals can use the insights of the
i~ K2 E other two perspectives to improve their decisions.
2 BHEE Knowledge of intermediate microeconomics and a course in mathematics for
BRHEN B economists or similar is required.
fu) =~ #%2 B 4% Course Objective

Course outlines

The objective of the course is to learn about the main models of decisions under
risk and uncertainty. Strong emphasis is put on student’s ability to creatively use
these models to solve decision problems.




=~ BB ERHE N KB Course outline (Course Schedule of 18 weeks)

Course sessions consists of quizzes, lectures, discussion/q+a, and, most importantly, a decision
problem that is solved in class. Quizzes are always individual work while decision problems are
solved in groups in some sessions. The course is held in two sessions per week for 6 weeks.

Session 1: Introduction to the course
Probability

Session 2: The Principle of Indifference and its problems — coins, dice, and strings on a
circle
Do all dice deserve to be trusted at least once?
Reading: Part I up to (and including) Chapter 3
Session 3: Frequentism — Problem of Induction, Grue and Bleen Paradox
Why the next emerald you encounter might be blue.
Reading: Chapter 4
Session 4: Subjective Probability — Linda the bank teller, Pascal’s wager, Bayesianism
Why it is rationally required to believe in god — or flying spaghetti monsters.
Reading: Chapter 5
Behavioral Theories — Expected Utility

Session 5: Expected Utility — Risk — von Neumann-Morgenstern’s theorem, lotteries,
mixture spaces (no class)
An imaginary trip to St. Petersburg and back.
Reading: Chapter 8
Session 6: Expected Utility — Uncertainty — de Finetti’s theorem
The “consumer theory” of decisions under uncertainty.
Reading: Chapter 9
Session 7: Expected Utility — Uncertainty — Savage’s theorem, Sure-Thing Principle,
Monotonicity
How the “Euclid of Statistics” derived the “crowning glory of decision theory”.
Reading: Chapter 10
Session 8: Critiques of Savage’s theorem — Newcomb’s Paradox, state-dependence,
multiple priors, information
Would you mind being hung so long as it is without damage to your health?
Reading: Chapters 11 & 12
Behavioral Theories — Nonexpected Utility

Session 9: Choquet Expected Utility — capacities, ambiguity version, comonotonicity
How a strange integral resolves behavioral paradoxes.

Reading: Chapter 15

Session 10: Preference for Flexibility

How to rationally choose restaurants in lane 118

Session 11: Value of information — information measures, curiosity

Of savages and sages — can it be rational to be a dissatisfied human or should we all be happy
pigs?

Session 12: Exam
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Reference)

— ~ 35 T B3k (35 3% B8 45 € B 3%) Required readings

=~ Gilboa, L. (2009). Theory of decision under uncertainty. Cambridge University Press.
=~ FEAP B SE (GE3F B 2L 1 B 3%) Extension readings

Extension readings are provided in class.
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Quizzes 30%
Decision Problems 30%
Final 40%
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Requirements
for students
after the class:

Make good decisions.
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