Comparison of Risk Averse Utility Functions
on Two-Dimensional Regions

Yuji Yoshida®™)

Faculty of Economics and Business Administration, University of Kitakyushu,
4-2-1 Kitagata, Kokuraminami, Kitakyushu 802-8577, Japan
yoshida@kitakyu-u.ac. jp

Abstract. Weighted quasi-arithmetic means on two-dimensional
regions are demonstrated, and risk averse conditions are discussed by
the corresponding utility functions. For two utility functions on two-
dimensional regions, we introduce a concept that decision making with
one utility is more risk averse than decision making with the other util-
ity. A necessary condition and a sufficient condition for the concept are
demonstrated by their utility functions. Several examples are given to
explain them.

1 Introduction

Weighted quasi-arithmetic means are important concept for mathematical the-
ory such as the mean value theorems, and it is a fundamental tool for subjective
estimation regarding information in management science, artificial intelligence
and so on. Weighted quasi-arithmetic means of an interval are given mathemat-
ically by aggregation operations (Kolmogorov [4], Nagumo [6] and Aczél [1]).
Bustince et al. [2] discussed aggregation operations on two-dimensional OWA
operators, and Labreuche and Grabisch [5] demonstrated Choquet integral for
aggregation in multicriteria decision making, and Torra and Godo [7] studied
continuous WOWA operators for defuzzification. In micro-economics, subjec-
tive estimations with preference relations are formulated as utility functions
(Fishburn [3]). From the view point of utility functions, Yoshida [8,9] have stud-
ied the relations between weighted quasi-arithmetic means on an interval and
decision maker’s behavior regarding risks. In one-dimensional cases, for twice
continuously differentiable strictly increasing functions ¢, : [a, b] — R as deci-
sion makers’ utility functions and a continuous function w : [a,b] — (0,00) as a
weighting function, weighted quasi-arithmetic means p and v on a closed interval
[a, b] are real numbers satisfying

b b

o) [ w@)de = [ pla)ota)da. (1)
b b

w(v)/ w(a:)dxz/ Y(x) w(x) de (1.2)
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in the mean value theorem for integration. Then it is said that decision making
with utility function ¢ is more risk averse than decision making with utility
function ¢ if p < v for all closed intervals [a, b]. Its equivalent condition is

wf//
Ty

‘ S

(1.3)

on R (Yoshida [10,11]).

Yoshida [12] introduced weighted quasi-arithmetic means on two-dimensional
regions, which are related to multi-object decision making. In this paper, using
decision makers’ utility functions we discuss relations between risk averse/risk
neutral/risk loving conditions and the corresponding weighted quasi-arithmetic
means on two-dimensional regions. In this paper we compare two decision mak-
ers’ behaviors regarding risks by the weighted quasi-arithmetic means on two-
dimensional regions and we give a characterization by their utility functions.

In Sect. 2 we introduce weighted quasi-arithmetic means on two-dimensional
regions and we discuss their risk averse conditions. For two utility functions f
and g on two-dimensional regions, we introduce a concept that decision making
with utility f is more risk averse than decision making with utility g. Further
we derive a necessary condition where decision making with utility f is more
risk averse than decision making with utility g on two-dimensional regions, and
we investigate the condition by several examples. In Sect.3 we give sufficient
conditions for the results in Sect. 2 when utility functions are quadratic.

2  Weighted Quasi-arithmetic Means on Two-Dimensional
Regions

Let R = (—00,00) and let a domain D be a non-empty open convex subset of
R2, and let R(D) be a family of closed convex subsets of D. Denote by £ a
family of twice continuously differentiable functions f : D — R which is strictly
increasing, i.e. f; > 0 and f, > 0 on D, and denote by W a family of continuous
functions w : D — (0, 00). For a closed convex set R € R(D), weighted quasi-
arithmetic means on region R with utility f € £ and weighting w € W are given
by a subset M7 (R) of region R as follows.

Mi(R)Z{( j) € R| f(@ // wydwdy—//fa?y wy)dwdy}

(2.1)

Then we have M](R) # () since f is continuous on R and

min T T (z,y)dxd w(z,y)dedy < max f(Z,7).
(zy)ng . 7) //f syw(z,y) y/// sy)dedy < (ry)ERf< 0)

We introduce the following natural ordering on R2.
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Definition 2.1 (A partial order < on R?).
(i) For two points (z,y), (Z,7)(€ R?), an order (z,y) = (7,7y) implies z <
T and y <.
(ii) For two points (z,y), (T,7)(€ R?), an order (z,y) < (Z,7) implies (z,y) =<
(7,9) and (z,) £ (T.7).
(iii) For two sets A, B(C R?), an order A < B implies the following (a) and (b):
(a) For any (x y) € A there exists (Z,7) € B satisfying (z,y) = (T, y)
(b) For any () € B there exists (z,y) € A satisfying (z,y) < (7,7).

Let a closed convex region R € R(D) and let a weighting function w € W. We
define a point (Tg,7r) on region R by the following weighted quasi-arithmetic

TRr = //Rxw(x,y)dxdy///Rw(x,y)dxdy, (2.2)
Yp = //Ryw(x,y)dwdy///Rw(w,y)dwdy~ (2.3)

Hence, (Tr,Yr) is called an invariant risk neutral point on R with weighting w
(Yoshida [12]). We separate the space R? as follows. Let Rfi’gH) = {(z,y) €
R? | (z,y) < @Tr,Tr)} = {(v,y) € R? | 2 < Tr, y < Yg, (v,y) # (Tr.Yr)}
and Ry 57 = {(2,y) € R? | (T, ) < (2,9)} = {(2,y) €R? |2 > Tp, y >
Ur, (2,9) # (Tr,¥g)}. Then R(ER@R) denotes a subregion of risk averse points
and Rq(fi’y’?) denotes a subregion of risk loving points. Let RFRVR) — Rg’f’@?) U

Rq(ji ’fr’yR 'y {(Zr,Ur)}- Now we introduce the following relations between decision
maker’s behavior and his utility.

Definition 2.2. Let a utility function f € £ and let arectangle region R € R(D).
(i) Decision making with utility f is called risk neutral on R if

F(EnTn) / /R wiz, y) dz dy = / [ faaadedy (24

for all density functions w.
(ii) Decision making with utility f is called risk averse on R if

F@nTn) / /R w(z, y) dedy > / [ f@oeyaay @)

for all density functions w.
(iii) Decision making with utility f is called risk loving on R if

f(TR,yR)//Rw(x,y) dmdyg/Rf(x,y)w(:c,y) dx dy (2.6)

for all density functions w.
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Example 2.1. Let a domain D = (—0.5,1.25)? and a region R = [0, 1]?, and let
a weighting function w(z,y) = 1 for (x,y) € D. Then an invariant neutral point
is (Tr,Tr) = (0.5,0.5) and RU™Y" = [0,0.5]>\ {(0.5,0.5)} and RS™V®) =
[0.5,1]2\ {(0.5,0.5)}. Let us consider two utility functions f(z,y) = —2? —y* +
3z + 3y and g(x,y) = 222 + 2y? — 5x — by for (z,y) € D. Then by Yoshida [12,
Example 3.1(i), Lemma 2.2] decision making with utility function f is called
risk averse on R with weighting w, and decision making with utility function
g is also called risk loving on R with weighting w. Hence the corresponding
weighted quasi-arithmetic means M7 (R) and MZ(R) are ordered by the order
< in a restricted subregion R *7r) = sz’i’yR) URgi’yR) U{(ZTr,7R)}- However

they can not be ordered on a subregion R\ RirR) (Fig. 1).

M(R)

R

0.5 F

(%, 7%)
Ry

L L L L L L L L L L L L L L L X
0 0 0.5 1.0

Fig. 1. M{(R)NRG™7% < MZ(R)NRS™7R) (f(z,y) = —2® —y® + 3z +3y, g(z,y) =
22% 4 2y — 5z — by, R = [0,1]%)

It is natural that the order < should be given between weighted quasi-
arithmetic means M (R) of risk averse utility f and weighted quasi-arithmetic
means MY (R) of risk loving utility ¢ in Example 3.1. Therefore when we compare
weighted quasi-arithmetic means M (R) and MJ(R), we discuss it on the mean-
ingful restricted subregion REf #91) Hence we introduce the following definition
regarding the comparison of utility functions.

Definition 2.3. Let f,g € £ be utility functions on D. Decision making with
utility f is more risk averse than decision making with utility g if it holds that

MZI(R) N RE®VR) < MY(R) N REr¥r) (2.7)

for all weighting functions w € W on D and all closed convex regions R € R(D).
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Example 2.2. Let a domain D = (—0.5,1.25)? and a region R = [0, 1]?, and let
a weighting function w(z,y) = 1 for (x,y) € D. Then an invariant neutral point
is (Tr,Tr) = (0.5,0.5) and RU™Y" = [0,0.5]> \ {(0.5,0.5)} and RS™V®) =
[0.5,1]2\ {(0.5,0.5)}. Let us consider two utility functions f(z,y) = —2? —y* +
3z +3y and g(z,y) = —22% — 2y* + 5z + 5y for (x,y) € D. Then decision making
with utility f is more risk averse than decision making with utility g as we see
the relation (2.7) in Fig. 2.

R

0.5 F

(e, 78)

R (D)
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Fig. 2. M{(R)NRG™7% < MZ(R)NRTH7R) (f(z,y) = —2® —y® + 3z +3y, g(z,y) =
—2x?2 — 2y% + 5z + 5y, R = [0,1]?)

Now we give a necessary condition for (2.7), i.e. decision making with utility
f is more risk averse than decision making with utility g.

Theorem 2.1. Let f,g € L be utility functions on D. If decision making with
utility f is more risk averse than decision making with utility g, then it holds
that
h? fuw + 2rhk fzy + k2fyy < D> Gaw + 2rhkgzy + k29yy
hfs + kfy a hgz + kgy
on D for all positive numbers h and k and all real numbers r satisfying —1 <
r<1.

(2.8)

From Theorem 2.1 we can easily obtain the following result, which is correspond-
ing to [12, Theorem 3.1(i)].

Corollary 2.1. Let f,g € L be utility functions on D. If decision making with
utility f is more risk averse than decision making with utility g, then it holds that

@ggﬂ and ﬁggﬂ on D. (2.9)
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Equation (2.8) in Theorem 2.1 gives a detailed relation between f and g
rather than (2.9). A parameter r in necessary condition (2.8) depends on the
shapes of closed convex regions R € R(D). Now we investigate several examples
with different shapes of regions R.

Example 2.3 (Rectangle regions). Let h and k be positive numbers.Let rectan-
gle regions

RIS (a,b,t) = [a,a + ht] X [b,b+ kt] (2.10)

for (a,b) € D and t > 0. Denote a family of rectangle regions by R}},‘ft(D) =
{Rﬁﬁft(a,b, t) | Rﬁek“(a,b, t) C D, (a,b) € D, t > 0}(C R(D)), (Fig.3).

Corollary 2.2. If utility functions f, g € L satisfy Muf(R)ﬁRgR’yR) < MI(R)N

RS,?R@R) for all weighting functions w € W on D and all rectangle regions

R € REEUD), then it holds that

thJu + k'gfyy < hQsz + k'ngy
hfz+ kfy = hgs+ kgy

(2.11)

on D.

Example 2.4 (Oval regions). Let h and k be positive numbers. Let oval regions

(33 ;;L)Q + (y ;zb)Q < t2 } (212)

Rﬁf%mb¢>={cuy>ek2

for (a,b) € D and t > 0. Denote a family of oval regions by Rg",’cal(D) =
{REY (a,b,t) | RYY(a,b,t) C D, (a,b) € D, t>0}(C R(D)), (Fig.3).

Corollary 2.3. If utility functions f,g € L satisfy M] (R)HRSUER’?R) < MI(R)N

R&?R’QR) for all weighting functions w € W on D and all oval regions R €
RYW(D), then it holds that

h2fzz + szyy < hzgzx + k2gyy
hfx+kfy = hgs+kgy

(2.13)

on D.

Example 2.5 (Triangle regions). Let h and k be positive numbers. Let triangle
regions

me@wz&amew

xza,yzb,x;a—i—yk_bgt} (2.14)

for (a,b) € D and t > 0. Denote a family of triangle regions by RE‘,}C(D) =
{szi(a,b, t) | Rgf,i(a,b, t) C D, (a,b) € D, t > 0}(C R(D)), (Fig.4).
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(a+ hts, b+ kts)
(a,b*kt)

Yla,b,t)

Carh] b))
RY(a.b. 1)

(a.b) (a+hi, b) * (a,b-k1)

Fig. 3. Rectangle region R;%"(a,b,t) and oval region Ry, (a,b,?)

Corollary 2.4. If utility functions f, g € L satisfy Mg(R)mREfR@R) < MJ(R)N

RgR’yR) for all weighting functions w € W on D and all triangle regions R €
R?}C(D), then it holds that

hzfmc - hkfzy + kayy < h2gzz - hkgzy + kQny
hfz+ kfy o hgz + kgy

(2.15)

on D.

Example 2.6 (Parallelogram regions). Let h and k be positive numbers. Let
parallelogram regions

Ry (a,b,t) = {(z,9) | [k(z — a) = 3h(y — b)| < 4hkt, [3k(z — a) — h(y — b)| < 4hkt}
(2.16)

for (a,b) € D and t > 0. Denote a family of parallelogram regions by RE:‘?(D) =
{Rgfga(a,b, t) | Rl,jf}ga(a,b, t) C D, (a,b) € D, t > 0}(C R(D)), (Fig.4).

Corollary 2.5. If utility functions f, g € L satisfy MU{(R)QREER’?R) < MJ(R)N

RgR’yR) for all weighting functions w € W on D and all parallelogram regions
R e 'Rs’akfa(D), then it holds that

h? fua + %hkfw + K fyy < h?gew + ghkgwy + k2gyy
hfs +kfy B hgs + kgy

(2.17)

on D.

Example 2.3 (Rectangle regions) and Example 2.4 (Oval regions) are cases
where r = 0 in (2.8), and Example 2.5 (Triangle regions) and Example
2.6 (Parallelogram regions) are cases where r = —1 and r = -3 respectively

2 10
in (2.8).
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(a+2htb+2kt)
(a-htb+kt)
(a,b+kt)
Ry onb.0)
(a.,b)

Ry (ab,t) (atht,b-ki)

(a,b) (a+ht,b) ! (a-2ht,b-2k1)

Fig. 4. Triangle region R}";(a,b,t) and parallelogram region R}, %*(a,b,t)

3 A Sufficient Condition

Let f, g € L be utility functions on an open convex domain D. Theorem 2.1 gives
a necessary condition that decision making with utility f is more risk averse than
decision making with utility g. In this section, we discuss its sufficient condition.
For a utility function f € L, its Hessian matrix is written by

fi oy — [ fee(@:9) fryl)
& ( 7y) ; <fya;(x,y) fyy(xay)) (31)

for (z,y) € D. The the following proposition gives a sufficient condition for (2.8)
in Theorem 2.1.

Proposition 3.1. Let f,g € L be utility functions on D. Then the following
(i) and (ii) hold.

(i) Matrices

1

_ o) —
fa(z,y) Hi{e.y)

H (z,y)— HY(z,y) and HY(x,y)

(3.2)

1
9o () fy(2,y) gy(7,y)

are negative semi-definite for all (x,y) € D if and only if a matrix

: HY (x,y) - :
hfa(a,y) + kfy(z,y) " hga(@,y) + kgy(z,y)
is negative semi-definite for all (x,y) € D and all positive numbers h and k.

(i) If (3.2) are negative semi-definite at all (z,y) € D, then (2.8) holds on D for

all positive numbers h and k and all real numbers r satisfying —1 <r < 1.

Ho(z,y)  (3.3)

From Proposition 3.1 implies that the condition (3.2) is stronger than the
condition (2.8), however (3.2) is easier than (2.8) to check in actual cases. In
this paper, utility functions f(€ L) are called quadratic if the second derivatives
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faez, fzy and fy, are constant functions. When utility functions are quadratic,
the following theorem gives a sufficient condition for what decision making with
utility f is more risk averse than decision making with utility g.

Theorem 3.1. Let utility functions f,g € L be quadratic on D. If

1
fy(x,y)

HY (z,y) H (z,y) - H(z,y) (3.4)

1 1
- ——  _HY(z, d
fz(z,y) gz (2, y) (=9) an

gy(,y)
are negative semi-definite at all (z,y) € D, then decision making with utility f
18 more risk averse than decision making with utility g, i.e.

M, (R) 0 R0 < ME(R) 0 R o)
for all weighting functions w € W and all closed convex regions R € R(D).
Now we give an example for Theorem 3.1.

Example 3.1 (Quadratic utility functions). Let a domain D = (—0.5,1.5)>
and a region R = [0,1]?, and let a weighting function w(z,y) = 1 for (z,y) €
R(ER’yR) _

w,—

D. Then an invariant neutral point is (Tgr,7r) = (0.5,0.5) and
[0,0.5)2\ {(0.5,0.5)} and Rfif_’yR) =[0.5,1]% \ {(0.5,0.5)}. Let us consider two
quadratic utility functions f(x,y) = —22% — 2y? + 2zy + 8z + 8y and g(x,y) =
—22 —y?* + 2y + 52 + 5y for (x,y) € D. Then f and g are increasing on D, i.e.
folz,y) = —4z+2y+8 > 0, fy(x,y) = 22—4y+8 > 0, g.(z,y) = —2z+y+5>0
and gy(x,y) =z — 2y +5 > 0 on D. Their Hessian matrices are

-4 2 -2 1
! — g —
H (:c,y)( 2_4> and H (x,y)( 1_2>. (3.5)
Let A(z,y) and B(z,y) by A(z,y) = 7fz(i7y)Hf(x,y) - gm(Ly)Hg(m,y) and

B(x,y) = me(x,y) - mHg(a:,y) for (x,) € D, and then we have

1 -4 2 1 -2 1
Awy) = ——— S S .
() —4x+2y+8( 2—4) —2x—|—y+5< 1—2)’ (3.6)

1 —4 2 1 -2 1
Blz,y) = — S . :
() 2x—4y+8( 2—4) x—2y+5( 1—2) (37)

We can easily check A(z,y) and B(z,y) are negative definite for all (z,y) €
D. From Theorem 3.1, decision making with utility f is more risk averse than
decision making with utility g on R and it holds that MJ(R) N RERYR) <
MS(R)N RTR) for all weighting functions w € W (Fig. 5).
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Fig. 5. M} (R) N RTRYR) < MI(R) N RTFVR) (f(x,y) = —2a° — 2y° + 2ay + 8z +
8y, 9(x,y) = —2* —y* + zy + 5z + 5y, R =[0,1]*)

Concluding Remark. When utility functions are quadratic, Theorem 3.1 gives
a sufficient condition where decision making with utility f is more risk averse
than decision making with utility ¢. It is an open problem whether (3.2) is a
sufficient condition when utility functions are not quadratic but more general.

Acknowledgments. This research is supported from JSPS KAKENHI Grant Number
JP 16K05282.

References

@

. Aczél, J.: On weighted mean values. Bulletin of the American Math. Society 54,

392-400 (1948)

Bustince, H., Calvo, T., Baets, B., Fodor, J., Mesiar, R., Montero, J., Paternain,
D., Pradera, A.: A class of aggregation functions encompassing two-dimensional
OWA operators. Inf. Sci. 180, 1977-1989 (2010)

Fishburn, P.C.: Utility Theory for Decision Making. Wiley, New York (1970)
Kolmogoroff, A.N.: Sur la notion de la moyenne. Acad. Naz. Lincei Mem. Cl. Sci.
Fis. Mat. Natur. Sez. 12, 388-391 (1930)

Labreuche, C., Grabisch, M.: The Choquet integral for the aggregation of interval
scales in multicriteria decision making. Fuzzy Sets Syst. 137, 11-26 (2003)
Nagumo, K.: Uber eine Klasse der Mittelwerte. Japan. J. Math. 6, 71-79 (1930)
Torra, V., Godo, L.: On defuzzification with continuous WOWA operators. In:
Aggregation Operators, pp. 159-176. Springer, New York (2002)

Yoshida, Y.: Aggregated mean ratios of an interval induced from aggregation oper-
ations. In: Torra, V., Narukawa, Y. (eds.) MDAI 2008. LNCS, vol. 5285, pp. 26-37.
Springer, Heidelberg (2008). doi:10.1007/978-3-540-88269-5_4


http://dx.doi.org/10.1007/978-3-540-88269-5_4

10.

11.

12.

Comparison of Risk Averse Utility Functions 25

Yoshida, Y.: Quasi-arithmetic means and ratios of an interval induced from
weighted aggregation operations. Soft Comput. 14, 473-485 (2010)

Yoshida, Y.: Weighted quasi-arithmetic means and conditional expectations. In:
Torra, V., Narukawa, Y., Daumas, M. (eds.) MDAI 2010. LNCS, vol. 6408, pp.
31-42. Springer, Heidelberg (2010). doi:10.1007/978-3-642-16292-3_6

Yoshida, Y.: Weighted quasi-arithmetic means and a risk index for stochastic envi-
ronments. Int. J. Uncertainty Fuzziness Knowl. Based Syst. 16(suppl), 1-16 (2011)
Yoshida, Y.: Weighted quasi-arithmetic means on two-dimensional regions and
their applications. In: Torra, V., Narukawa, Y. (eds.) MDAI 2015. LNCS, vol.
9321, pp. 42-53. Springer, Cham (2015). doi:10.1007/978-3-319-23240-9_4


http://dx.doi.org/10.1007/978-3-642-16292-3_6
http://dx.doi.org/10.1007/978-3-319-23240-9_4

	Comparison of Risk Averse Utility Functions on Two-Dimensional Regions
	1 Introduction
	2 Weighted Quasi-arithmetic Means on Two-Dimensional Regions
	3 A Sufficient Condition
	References


