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Ambiguity neutrality
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The paper is about ambiguity neutral behavior in decision theory. Ambiguity is the analogous concept of risk in situations where the probability of outcomes is (sometimes) unknown. As an extension of expected utility theory ambiguity is used to solve Ellsberg's paradox. In the paper's introduction we briefly characterize the nucleolus for the set of capacities. This result is then put to use in Epstein (1999)'s model to define ambiguity neutral decision makers based on their subjective probabilities a la Schmeidler (1989). The paper argues that the axioms characterizing the nucleolus in TU-games can be used to describe ambiguity neutral decision makers. Our subsequent definition is strictly stronger than that of Epstein (1999) and Ghirardato and Marinacci (2003). Following Ghirardato and Marinacci, taking ambigutity neutrality as a benchmark, we proceed to define ambiguity seeker and ambiguity averse behaviors.



