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IF DM is risk neutral then L M

For a risk neutral person U x identity funition
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Suppose Bob’s vNM utility function is: ($ )U x x   

[ ( )]U L                                                                [ ( )]U M   

 

17

4.12

17 0 9 U 25

1 M M 525 3 5

L M risk averse



Page 3 of 4 

1 1
2 2

$0 $100
A

 
  
                              1 1

2 2

$40 $60
B

 
  
    

 

[ ]A                                                     [ ]B   

 

Suppose Bob’s vNM utility function is: ($ )U x x   
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Re-define attitudes to risk in terms of utility: 

 

Risk-averse if 

 

Risk-neutral if 

 

Risk-loving if 
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Theorem 2.  Let     be a von Neumann-Morgenstern ranking of the set of basic lotteries L. Then the following are true. 

(A) If :U Z    is a von Neumann-Morgenstern utility function that represents   , then, for any two real numbers a and b 
with a > 0, the function :V Z    defined by ( ) ( )i iV z aU z b   (i = 1,2,…,m) is also a von Neumann-Morgenstern 
utility function that represents   . 

 (B) If :U Z    and :V Z    are two von Neumann-Morgenstern utility functions that represent   , then there exist two 
real numbers a and b with a > 0 such that ( ) ( )i iV z aU z b   ( i = 1,2,…,m). 
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   no adversecured benefit reaction
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