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Abstract

Chapter 1 reviews developments of expected utility theories focusing on Choquet Expected Ulility
Theory and Maximin Expected Utility Theory. Choquet Expected Utility Theory states that if a decision
maker satisfies some set of axioms, then her belief is captured by a non-additive probability measure
(or a capacity) and her preference is represented by Choquer infegrals. This theory is axiomatized in
the frameworks of Anscombe and Aumann (1963) and Savage (1954) by Schmeidler (1989), and
Gilboa (1987) and Sarin and Wakker (1992), respectively. Maximin Expected Utility Theory states that
if she satisfies some set of axioms, then her belief is captured by the ser of probability measures and
her preference is represented by the minimum of expected utilities over the set of probability measures.
This theory is also axiomatized in the frameworks of Anscombe and Aumann (1963) and Savage
(1954) by Gilboa and Schmeidler (1989) and Casadesus-Masanell, Klibanoff and Ozdenoren (2000),
respectively.

Chapter 2 analyzes individual’s portfolio selection problems under ambiguity. Introducing the

concept of ambiguity, we show the existence of portfolio inertia under the assumptions that decision
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maker’s beliefs are captured by an inner measure, and that her preferences are represented by the
Choquet integral with respect to the inner measure. Recently, Epstein (1999) casts doubt on the usage
of the convexity of non-additive measures as wncerlainty aversion, and introduces the concept of
ambiguity. Epstein (1999) defines unambiguous events as those events to which a decision maker can
assign probabilities, and ambiguous events as the ones to which she cannot. Zhang (2002) proposes a
new axiomatization of Choquet Expected Utility. This states that if a certain set of axioms is satisfied,
then decision maker’s beliefs are captured by an inner measure and her preferences are represented by
the Choquet integral with respect to the inner measure. Zhang’s axiomatization is more restrictive than
Schmeidler’s one (1989). However, adopting Zhang’s approach, we can incorporate the concept of
ambiguity into Choquet Expected Utility, and shed light on the possibility of its applications to other
economic problems. In this chapter, based on Zhang (2002), we show that there exists portfolio inertia
under Choquet Expected Utility with an inner measure, which is neither additive nor convex. This
approach is one of the starkest contrasts to the one that depends on the convexity of non-additive
measures. Furthermore, we study the difference between ambiguity and uncertainty by considering in
vestors” behavior.

Chapter 3 analyzes individual’s portfolio selection problems under wncertainty. By introducing the
concept of Knightian uncertainty, Dow and Werlang (1992) first account for the existence of portfolio
inertia, which has not been accounted for under the concept of risk. We have witnessed a lot of
research that analyzed how the degree of risk aversion proposed by Arrow (1965) and Pratt (1964)
affects decision making in the non-deterministic situation. To the best of our knowledge, however,
there has been no dominant parameterization that measures the degree of wncertainty aversion. Thus,
it has not been clear how the degree of uncertainty aversion will affect decision makers’ behavior in
optimization problems, for example, consumption-saving problems or portfolio selection problems, and
so forth. Ozaki and Streufert (1999, 2001) propose some parameter that measures the convexity of
non-additive measures that is considered to capture the attitude toward Knightian uncertainty. Their
parameter is as tractable as Arrow/Pratt measure of absolute risk aversion. Thus, in this chapter, based
on their approach, we analyze how the degree of Knightian uncertainty aversion affects the range of
price that investors never change their positions. The purpose of this chapter is to show that an
increase (a decrease) in Knightian uncertainty aversion measured by the parameter proposed by Ozaki
and Streufert (1999, 2001) will expand (shrink) portfolio inertia.

Chapter 4 analyzes investors’ portfolio selection problems in a mwo-period dynamic model of
Knightian uncertainty. While the existence of portfolio inertia cannot be accounted for under the
standard expected utility theory, it can be explained under non-¢xpected utility theories. In this chapter,
we extend their static frameworks to a two-period dynamic framework in order to incorporate decision

maker’s updating behavior. Within such a framework, we can consider the following question: Does

w245



obtaining new information affect her portfolio inertia, which is derived from her optimization behavior?
Consider the following situation: investors are divided into two groups. One group of them is always
well informed of economic conditions in details. The other is provided no such information. A question
occurs. Which groups do better performanee of investment? In the literature on the behavioral finance,
it has been often reported that the latter group outperforms the former. Can such an observation be
theoretically accounted for under expected (or non-expected) utility theories that also incorporate some
decision maker’s updating behavior? The purpose of. this chapter is to provide an explanation for such

results reported in the literature on the behavioral' finance from a theoretical point of view.
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