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Economics of Pessimism and Optimism

* Decision theoretic approach
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Pessimism and Optimism
Epsilon-Contamination of Confidence

* Formulating pessimism and optimism as a special case of
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« Reference: Nishimura, K. G., and H. Ozaki, “An axiomatic Approach to ¢-
contamination,” Economic Theory, 27 (2006) 333-340.
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g-fearful: in agdition to Schmeidter’s (1 ZTDHLETORBIGREZT S

comonotonic independence; (iv) continuity; (v)
that there exist ¢ such that, (viii-¢) any simple lottery act f is dominated by some comp
lottery act of its worst-limit constant act with ¢ and best-limit constant act with (1-¢),
the worst limit is irrelevant in ordering among equivalent constant acts in g-contamin

equivalence (implying, roughly speaking, that the worst limit is always
considered to happen with &), then the maximin-criterion holds
f =z g <

(1 &) [ u(f(s))du(s) + emin u(/(s))

> (1 - &) [ ulg(s))du(s) + smin u(g(s))

e-hopeful s that th ist .
dominat(g some cor:ggl?rfg Io?teryeazite;(;?tsgl:)se?s( Optlmlsmj ﬁ_ﬁg{%ﬁ’&ﬁi,
limit constant act with (1-¢), and (ix-&)* the bes| %o)%&—fa)ﬂiﬁ &&EE Té

equivalent constant acts in €*-contamination equivalence (implying, roughly speaki
that the best limit is always considered to happen with €)
maximax-criterion holds

frge|(-o) | u(fs)duls) + emaxu(f(s)) > (1= &) | ulgls))du(s) + emaxu(g(s))
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