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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.
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Which of the following two lotteries would you prefer?: _
* Lottery A = [$1mill.], v [Z S ) =
® Lottery B = 0.1[$5mill.] 4+ 0.89[$1mill.] + 0.01[$0]. U /ﬂ) j/
o (Ul
What about these two?: )
® Lottery €' = 0.11[$1mill.] 4+ 0.89[$0],
® Lottery D = 0.1[$5mill.] 4 0.9[$0].
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