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PROGRAMME 

 
 
 
 
 
 
Monday, June 10, 2002 (Room: MR 040): Theoretical Aspects 
 

10:00-12:00: Edi Karni 
Foundations of Bayesian Theory   

  
Lunch 

 
13.30-15.30: Mark J.  Machina 
Almost-Objective Uncertainty  

 
Coffee Break 

 
16:00-18:00: Larry G. Epstein 
Recursive Multiple-Priors  

 
 
Tuesday, June 11, 2002 (Room: M1150): Applications to Finance and 
Insurance 
 

10:00-12:00: Larry G. Epstein 
Learning under Ambiguity  

  
Lunch 

 
13:30-15:30: Edi Karni 
Why Does it Matter that Beliefs and Valuations be Correctly  
Represented ?    

  
Coffee Break 

 
16:00-18:00: Mark J.  Machina 
Non-Expected Utility and the Robustness  
of the Classical Insurance Paradigm    

 
 
 
 
 
 



ABSTRACTS 
 

 
Monday, June 10, 2002 

 
 
1. E. Karni: “ Foundations of Bayesian Theory ” 

 
This paper presents a new axiomatic theory of decision making under uncertainty. The theory 
provides a foundation of subjective probabilities that represent decision makers' beliefs about the 
likely realization of events. It axiomatizes a subjective expected utility model of Bayesian decision 
making with state-dependent preferences and develops a model of decision making under 
uncertainty with moral hazard. 

 
 
2. M. J. Machina: “ Almost-Objective Uncertainty ”  
 
Every subjective state space with Euclidean structure contains “almost-objective" events that 
approximate, and in the limit attain, the standard properties of objectively uncertain events for all 
individuals with event-smooth betting preferences - whether they are expected utility / non-expected 
utility,  state-independent / state-dependent, or probabilistically sophisticated / non-probabilistically 
sophisticated. These properties include well-defined and unanimously agreed-upon revealed 
likelihoods that are independent of the realization of other subjective events, probabilistic 
sophistication over almost-objective acts, and linearity of both state-independent or state-dependent 
expected utility preferences over with respect to almost-objective probabilities and almost-objective 
mixtures of subjective acts. Many real-world randomization devices are in fact based on events of 
this form. 

 
 

3. L. G. Epstein: “ Recursive Multiple-Priors ” 
 
This paper axiomatizes an intertemporal version of multiple-priors utility. A central axiom is dynamic 
consistency, which leads to a recursive structure for utility, to “ rectangular “ sets of priors and to 
prior-by-prior Bayesian updating as the updating rule for such sets of priors. It is argued that 
dynamic consistency is intuitive in a wide range of situations and that the model is consistent with a 
rich set of possibilities for dynamic behavior under ambiguity. 

 
 
 
 
 
 
 



 
 
 

Tuesday, June 11, 2002 
 
 

4. L. G. Epstein: “ Learning under Ambiguity ”         
 

This paper considers learning when the distinction between risk and ambiguity (Knightian 
uncertainty) matters. Working within the framework of recursive multiple-priors utility, the paper 
formulates a counterpart of the Bayesian model of learning about an uncertain parameter from 
conditionally i.i.d. signals. The framework permits a distinction between noisy and ambiguous 
signals and also between indistinguishable and identical experiments. The set of conditional 
probabilities agents use for forecasting expands or shrinks in response to new data. Ambiguous 
signals may increase the volatility of conditional actions and may prevent ambiguity from vanishing 
in the limit. Properties of the model are illustrated with two applications. A dynamic portfolio choice 
model suggests that agents should exit (enter) the stock market after a string of bad (good) returns. 
A representative agent asset pricing model shows how unanticipated shocks are amplified by the 
prospect of ambiguous news. 

 
 

5. E. Karni: “ Why Does it Matter that Beliefs and Valuations be Correctly  
Represented ” 

 
This paper contains an analysis of a simple principal-agent problem illustrating possible problems 
that may arise when the principal ascribes to the agent subjective probabilities and utilities that are 
implied by the subjective expected utility model but do not represent the agent's beliefs and 
valuations. In particular, it is possible that an incentive contract designed by the principal induces 
the agent to choose an action that is not in the principal's best interest. 
 
 
6. M. J. Machina: “ Non-Expected Utility and the Robustness of  the Classical  
Insurance Paradigm ” 
                                   
This paper uses the tools and techniques of "generalized expected  utility analysis" to explore the 
robustness of some of the classical results in insurance theory to departures from the expected 
utility hypothesis on agent's risk preferences. The areas explored consist of individual demand for 
coinsurance and deductible insurance, the structure of Pareto-efficient bilateral insurance contracts, 
the structure of Pareto-efficient multilateral risk sharing agreements, and self-insurance and self-
protection. Most, though not all, of the basic results in this area are found to be quite robust to 
dropping the expected utility hypothesis on risk preferences. 

 
 
 
 
 
 
 
 
 
 
 
 
 



THE SPEAKERS 
 
 
Professor  Lawrence G. Epstein 
lepn@troi.cc.rochester.edu 
 
Professor Epstein is endowed with the Elmer B. Milliman  chair in Economics at the Department of 
Economics, at the University of Rochester, N.Y. USA. His  main areas of interest are Mathematical 
Economics, Decision Theory (Recursive Theory) and Asset Pricing Theory. Born canadian, he completes 
an education in mathematics both in Canada and Israel, turning then to economics. He obtains his Ph.D. in 
Economics in 1977, at the University of Bristish Columbia. He has been at the University of Toronto, before 
coming to Rochester in 1998. Professor Epstein is a fellow of the Econometric Society and a fellow of the 
Royal Society of Canada. He was awarded the Econometric Society's Frisch Medal in 1994, as well as the 
John Rae Award for outstanding research that same year from the Canadian Economics Association. He 
also serves as an Associate Editor for Econometrica, Journal of Economic Theory, Economic Theory and 
last but not least the Journal of Risk and Uncertainty. 
 
His current research focuses on the meaning of « ambiguity »,  its distinction from « risk », and its role in 
asset markets   
 

 
Professor  Edi Karni : 
karni@jhunix.hcf.jhu.edu 
 
Professor Karni is Professor of Economics at the Department of Economics at the University  John Hopkins 
in Baltimore,  Maryland, U.S.A. Born an israeli citizen, Professor Karni came to the USA to  complete his 
education as an economist. He obtains his Ph. D. at the university of Chicago in 1971. His main areas of 
interest are Decision Theory, Game Theory and Social Choice and Justice. He has been recently elected 
as a Fellow of the Econometric Society. Professor Karni is the author of  the book « Decision Making under 
Uncertainty: The Case of State Dependent Preferences » published at the Harvard University Press, l985, 
Cambridge, Mass. He has held numerous visiting positions around the world notably Paris. He serves as 
an Associate Editor for the Journal of Risk and Uncertainty, and the Geneva Papers on Risk and Insurance 
Theory. 
 
His current research focuses  around the  distinction between beliefs, values and their importance for 
various related issues in agent-based economics . 
 
 
Professor  Mark  J. Machina 
mmachina@ucsd.edu 
 
Professor Machina is Professor of Economics at the Department of Economics at the University of 
California at San Diego, California, USA since July 1988. His area of  interest is  Decision Theory.  Born an 
U.S. citizen, he starts a double education in mathematics and economics, getting involved  with economics 
of uncertainty  at the very  start of his doctoral studies. He obtains his Ph. D. in 1979 at the Massachussetts 
Institute of Technology in, precisely, Economics of Uncertainty. While his career has been mainly centered 
around the department of Economics of UCSD, he has taught in various places around the globe, China 
being no less than the most exotic of them. Recipient of numerous prestigious awards and honors, fellow of 
the Econometric Society, member of  the Royal Economic Society, he is also presently a co-editor for the 
Journal of Mathematical Economics, and Theory and Decision. 
 
His current research focuses on  modelling  the notion of uncertainty further and providing ways of making 
use of these refined concepts in various areas of economic theory. 
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