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1. Reflexivity. Forany lottery A, A - A
2. Completeness. Forany pair (4, B) of lotteries, A = Bor B = A

3. Transitivity. If A= BandB = C thenA (. | Loy ‘l,
4. Preference increasing with probability. If A = BthenaA+(1—-a)B = A +(1-§)Bifand
only if o > 3.

5. Continuity. If A = B = C then there exists « € [0, 1] such that B ~ aA + (1 - a)C

6. Independence. IfC' =aA+(1—a)Band A~ D thenC ~ (aD+(1-a)B).

Theorem: For an individual who acts according to a preference ordering satisfying rules 1-6
above, there exists a ufility function over the outcomes s.t. the expected utility is maximized.



Wﬁ OCMW’S«C ‘%‘L WQV—AJ"D\/(]LC&W fnrc,e)/ XW
o A hegt ~ )/xs

We ydt U(X,B):/ el U(XW):O-
UM(WS A axlon ojL@W/h‘wﬁ‘y [S)/ W o AT

[x]"“ o [XJJF /l‘d) DXW:() i lorre S E L‘O,/j

f%j[@uﬂw; W o) La&brydéi— oo, be wr{@ o %749%
A Z b L] ) whore thadivere probdiliye

Be do ol g A %[ML t@/wtt/ e %94{
U(X) = (uv\ MM. 4044,%7 witl Xz ol X.A/)

EV(a)= 25,0 (%)




Dot by L dedbrnnimatton, U (%)

/

]~ U(*)[x@ + (1-ve)) [x)] @

(1~
@7 e L, V\Aé/ W/QL_bLb(

w &’mm
fro B & (0l Lxgle ) ULX)[W Ly ‘
Since U&;); WMW#%O
b (T4, Ul ] (54 (- 06 e
W/f\fw(// o2 ey &) we beve (@lon, 3).

An o L&A ( L‘XW] wbore MEU(ﬂ()

Now Lled A ~ o{[;)/g}z ):ij annd) @N/S[xﬁj L >
7\\/}%@\ S J \?




Sy o [4], AZB YL w2p o) EV)7ES)

A4 =— P = (pp = g = [p.,A; 1 — o, i3] = [er. A 1 — o, I3])

« kP




