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UTILITY THEORY
Ch. 15 Making Simple Decisions
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Principle of Maximum Expected Utility
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Notations
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Axioms of Utility Theory
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Existence of Utility Function
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Utility Assessment and Scales
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Utility of Money
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Utility of Money
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Optimizer’s Curse
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Allais Paradox
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Human Irrationality
• Certainty effect
• Ambiguity aversion

– Most people elect the known probability rather than the 
unknown unknowns.

• Framing effect
– “90% survival rate” vs. “10% death rate”

• Anchoring effect
– It seems 100,000 KW wine is cheap from the menu with 

wines listed as 500,000 KW. 
• Evolutionary psychology

Prof. Songhwai Oh Introduction to Intelligent Systems 14

• If you are interested in topics like these, read 
Stumbling on Happiness by Daniel Gilbert (2007).



Multiple Attributes
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Dominance
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Stochastic Dominance
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Multiattribute Utility Function
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