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Abstract The main goal of this paper is to investigate which normative requirements,
or axioms, lead to exponential and quasi-hyperbolic forms of discounting. Exponen-
tial discounting has a well-established axiomatic foundation originally developed by
Koopmans (Econometrica 28(2):287-309, 1960, 1972) and Koopmans et al. (Econo-
metrica 32(1/2):82—-100, 1964) with subsequent contributions by several other authors,
including Bleichrodt et al. (J Math Psychol 52(6):341-347, 2008). The papers by
Hayashi (J Econ Theory 112(2):343-352, 2003) and Olea and Strzalecki (Q J Econ
129(3):1449-1499, 2014) axiomatize quasi-hyperbolic discounting. The main con-
tribution of this paper is to provide an alternative foundation for exponential and
quasi-hyperbolic discounting, with simple, transparent axioms and relatively straight-
forward proofs. Using techniques by Fishburn (The foundations of expected utility.
Reidel Publishing Co, Dordrecht, 1982) and Harvey (Manag Sci 32(9):1123-1139,
1986), we show that Anscombe and Aumann’s (Ann Math Stat 34(1):199-205, 1963)
version of Subjective Expected Utility theory can be readily adapted to axiomatize the
aforementioned types of discounting, in both finite and infinite horizon settings.
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1 Introduction

The axiomatic foundation of intertemporal decisions is a fundamental question in
economics and generates considerable research interest. Despite the fact that a number
of possible ways of discounting have appeared in the literature so far, two types have
been predominantly used: exponential discounting, first introduced by Samuelson
(1937), and quasi-hyperbolic discounting (Phelps and Pollak 1968; Laibson 1997).
The important question to be answered is which axioms allow us to say that the
preferences of a decision-maker can be represented using the discounted utility model
with exponential or quasi-hyperbolic discount functions? Existing axiom systems for
intertemporal decisions address this question. These systems can be roughly divided
into two main groups: those with preferences over deterministic consumption streams
and those with preferences over stochastic consumption streams.

The first group has been the leading approach in the area, both for exponential and
quasi-hyperbolic functions. In this framework, a consumption set is endowed with
topological structure, and Debreu’s (1960) theorem on additive representation is a key
mathematical tool.

Koopmans’ result for exponential discounting with deterministic consumption
streams (Koopmans 1960, 1972; Koopmans et al. 1964) remains the most well known.
A revised formulation of Koopmans’ result was proposed by Bleichrodt et al. (2008),
using alternative conditions on preferences. A similar approach was also suggested by
Harvey (1986). The axiomatic foundation of exponential discounting for the special
case of a single dated outcome was presented by Fishburn and Rubinstein (1982).

In a non-stochastic framework with a discrete time space, quasi-hyperbolic dis-
counting has been axiomatized by Olea and Strzalecki (2014).! Building on Bleichrodt
etal. (2008) they provide three alternative sets of axioms. Olea and Strzalecki’s axiom-
atization will be discussed in more detail in Sect. 6.

All the axiomatization systems mentioned above are formulated for infinite con-
sumption streams. The finite horizon case has rarely been discussed. For exponential
discounting, however, it can be found in Fishburn (1970).

The second group of axiomatic systems considers stochastic consumption streams.
To obtain an additive form, the fundamental representation theorem of von Neumann
and Morgenstern (VNM) (1947) is used. The application of this approach to exponential
discounting was given by Epstein (1983). A consumption stream is considered to be an
outcome of a lottery. The axiomatization of quasi-hyperbolic discounting by Hayashi
(2003) builds on Epstein’s (1983) axiom system. Both Hayashi and Epstein axiomatize
preferences over infinite stochastic consumption streams.

In this paper, we work with preferences over streams of consumption lotteries,
i.e., a setting in which there is a lottery in each period of time. In other words, we
restrict Epstein and Hayashi’s framework to product measures. This framework allows
us to apply Anscombe and Aumann’s (1963) result from Subjective Expected Utility
Theory. The main advantage of this method is that it gives an opportunity to construct

! Pan et al. (2015) have recently provided a generalization of quasi-hyperbolic discounting to continuous
time. The proposed generalization is called two-stage exponential discounting. An axiomatic foundation
for this discount function is given for single dated outcomes.
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the discussed functional forms of discounting in a simpler way. Importantly, the present
work establishes a unified treatment of exponential and quasi-hyperbolic discounting
in both finite and infinite settings. With Fishburn (1982) and Harvey (1986) as the key
sources of technical inspiration, our approach requires relatively simple axioms and
facilitates proofs that are relatively straightforward.

2 Preliminaries

Assume that the objectives of a decision-maker can be expressed by a preference
order >= on the set of alternatives X", where n may be co. Think of these alternatives
as dated streams, for time periods ¢t € {1,2,..., n}.2 We say that a utility function
U: X" — R represents this preference order, if for all X,y € X", x = y if and only
ifUX) = U(y).

We assume that X is a mixture set. That is, for every x, y € X and every A € [0, 1],
there exists xAy € X satisfying:

e xly =ux,
e xAy = y(I — A)x,
o (xpuy)ry =x(rAp)y.

Since X is a mixture set, the set X" is easily seen to be a mixture set under the following
mixture operation: XAy = (x{Ay1, ..., XpAy,), Where X,y € X" and X € [0, 1].

The utility function #: X — R is called mixture linear if for every x,y € X we
have u(xAy) = Au(x) + (1 — A)u(y) for every A € [0, 1].

The binary relation > on X" induces a binary relation (also denoted >=) on X in the
usual way: for any x, y € X the preference x = y holds if and only if (x, x, ..., x) =

3y ¥
The function U is called a discounted utility function if

Ux) = Dt)ulx),

t=1

for some non-constant#: X — R andsome D: N — R with D(1) = 1. The function
D is called the discount function. If u is mixture linear (and non-constant), then the
function U is called a discounted expected utility function.

There are two types of discount functions which are commonly used in modeling
of time preferences:

e Exponential discounting: D(t) = §' —1 where § € (0, 1) is called a discount factor.
e Quasi-hyperbolic discounting:

2 1t should also be mentioned that our setting considers a discrete time space. A continuous time framework
can be found, for example, in the above-mentioned paper by Fishburn and Rubinstein (1982) and in a
generalized model of hyperbolic discounting introduced by Loewenstein and Prelec (1992). Harvey (1986)
analyses discrete sequences of timed outcomes with a continuous time space.
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188 N. Anchugina

1 ifr =1,
bt = [ pslifr > 2.

for some 6 € (0, 1) and B € (0, 1].

The important characteristic of quasi-hyperbolic discounting is that it exhibits
present bias. Present bias means that delaying two consumption streams from present
(t = 1) to the immediate future (# = 2) can change the preferences of a decision-maker
between these consumption streams.

The results of the recent experiments by Chark et al. (2015) show that decision-
makers are decreasingly impatient within the near future; however, they discount the
remote future at a constant rate. In other words, present bias may extend over the
present moment (¢ = 1) to the near future r > 2, with a constant discount factor from
some period T'. This gives a further generalization of quasi-hyperbolic discounting,
which we call semi-hyperbolic discounting:

1 ifr =1,

t—1

[]8: ifl<t<T,

D) = i=l1

T—1

s=T [ s if t>T.
i=1

We use SH(T) to denote this discount function (for given 8, B1, ..., Br—1). This form

of discounting was previously applied to model the time preferences of a decision-
maker in a consumption-savings problem (Young 2007). Our SH(T') specification
is not quite the same as the notion of semi-hyperbolic discounting used in Olea and
Strzalecki (2014). They apply the term to any discount function which satisfies D(¢) =
8=TD(T) for all t > T (for some T). This class includes SH(T), but is wider.
The possibility of generalizing quasi-hyperbolic discounting was earlier suggested by
Hayashi (2003). The form of the discount function he proposed is:

1 ift=1,

[154 ifl<t<T,
D(1) =1 i=1
T-1

T[] A ite>T.
i=1

By substituting §8; = B, forallt < T — 1itis not difficult to see that semi-hyperbolic
discounting SH(T") coincides with the form suggested by Hayashi (2003). It is worth
mentioning that he does not provide an axiomatization of this form of discounting,
pointing out that this case is somewhat complicated. In our framework, however,
the axiomatization of semi-hyperbolic discounting can be obtained as a relatively
straightforward extension of the axiomatization of quasi-hyperbolic discounting.
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The evidence of Chark et al. (2015) on extended present bias suggests the follow-
ing restrictions on the coefficients in SH(T): 81 < f2 < --- < Br—1. In our version
of SH(T) we will impose the weaker requirements 1 < By < --- < Br_y, and
Br € (0,1]forallt < T —1and§ € (0, 1). Imposing these restrictions gives some
advantages, as it can be immediately seen that exponential and quasi-hyperbolic dis-
counting are the special cases of semi-hyperbolic discounting: SH(1) is the exponential
discount function, whereas SH(2) is the quasi-hyperbolic discount function.

Finally, another possible generalization of quasi-hyperbolic discounting for single
dated outcomes was offered by Pan et al. (2015). The discount function they use is
called two-stage exponential (TSE) discounting:

. af ift <A,
D=1 @rp i1 >,

where t € [0,T], o, B € [0,1], and A € [0, T'] is called a switch point. The key
characteristics of TSE discounting are that it has a constant discount factor « before a
switch point A and a constant discount factor B after a switch point A. The coefficient
(%)A is included to guarantee the continuity of the discount function. TSE discounting
is given for continuous time. Note, however, that TSE discounting can be viewed as
an alternative generalization of quasi-hyperbolic discounting and it is distinctively
different from semi-hyperbolic discounting.

3 AA representations

We say that the preference order = on X" has an Anscombe and Aumann (AA)
representation, if for every x,y € X":

n n
x »=y if and only if Zwtu(xt) > Zw,u(y,),

t=1 t=1

where u: X — R is non-constant and mixture linear and w; > 0 for each ¢ with at
least one w; > 0. We also say that the pair (u, w) provides an AA representation for '=.

A pre-condition for obtaining discounting in an exponential or quasi-hyperbolic
form is additive separability. In the framework of preferences over streams of lotteries,
Anscombe and Aumann’s (1963) theorem provides axioms which give an additively
separable representation whenn < co. Anscombe and Aumann formulated their result
for acts rather than temporal streams. Here, states of the world are replaced by time
periods.

3.1 Finite case (n < o0)

Forn < oo the following axioms are necessary and sufficient for an AA representation:
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190 N. Anchugina

Axiom F1 (Weak order) = is a weak order on X",
Axiom F2 (Non-triviality) There exist some a, b € X such that

(a,a,...,a) = (b,b,...,b).

Axiom F3 (Mixture independence) x =y if and only if xAz = yAz for every
A€ (0,1)andevery x,y,z € X".

Axiom F4 (Mixture continuity) For every X, y, z € X" the sets {«: xaz > y} and
{B:y = xpBz} are closed subsets of the unit interval.

Axiom F5 (Monotonicity) For every X,y € X" if x; = y; for every t then x = y.

Theorem 1 (AA) The preferences = on X" satisfy axioms FI-F5 if and only if there
exists an AA representation (u, w) for = on X". Moreover, (u', w') is another AA
representation for = on X" if and only if there are some A > 0, some B and some
C > 0 such that u' = Au + B and w' = Cw.

The proof of the theorem for the general mixture set environment can easily be
constructed by combining the arguments in Fishburn (1982) and Ryan (2009). Evi-
dently, the key axiom here is the condition of mixture independence. It is a strong
axiom which imposes an additive structure.

3.2 Infinite case (n = o0)

Anscombe and Aumann’s result may be extended to the infinite horizon case. One
possible extension is given by Fishburn (1982). However, we give a slightly modified
version which incorporates ideas from Harvey (1986).

Fix some xp € X. We refer to the same x( throughout the rest of the paper. A
consumption stream X is called ultimately xo-constant if there exists 7" such that
x = (x1,..., X1, X0, X0, . . .). Note the difference between this term and the related
notion of an “ultimately constant” stream in Bleichrodt et al. (2008) and Olea and
Strzalecki (2014), which does not fix the value at which consumption is ultimately
constant. Let X7 be the set of ultimately xp-constant consumption streams of length
T. Denote the union of the sets X7 over all T as X*. Let X** be the union of X* and
all constant streams. It is not hard to see that both X*, X** C X are mixture sets.

We must mention that the fixed x( serves two purposes: first, it will be needed
to state the convergence axiom; and second, it allows us to define the class X* of
ultimately xp-constant streams in a way that makes them a strict subset of the usually
defined class. Since some of the axioms only restrict preferences over X** this second
aspect confers some advantages.

Axiom I1 (Weak order) 3= is a weak order on X*°.
Axiom I2 (Non-triviality) There exist some a, b € X such thata > xo > b.

Axiom I2 implies that x¢ is an interior point with respect to preference. It restricts
both = and the choice of the fixed element xg.

Axiom I3 (Mixture independence) x =y if and only if xAz = yAz for every
A € (0,1) and every x,y,z € X™**.
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A simple framework for the axiomatization... 191

Axiom 14 (Mixture continuity) For every x,z € X** and every y € X the sets
{a: xaz =y} and {B: y = xBz} are closed subsets of the unit interval.
Axiom I5 (Monotonicity) Forevery x,y € X*°:if x; = y, forevery t then x 3= y.

We have applied a weaker version of the monotonicity axiom in comparison with the
interperiod monotonicity used by Fishburn. However, Axiom IS is sufficient to obtain
an AA representation.

For the statement of the next axiom we need to introduce some notation. Let [a]; =
(xo0, ..., X0, a, xo, ...) where a € X is in the kth position. Using this notation, we
state the following axiom:

Axiom 16 (Convergence) For every x = (x1, x2,...) € X*°, every xtx—eX
and every k:
e if [xT]x > [xx]x there exists TT > k such that

X < XZ_T forall7T > TT,

where Xl—:T = (x1 sy X2y e e oy X—1, x+, Xk+15---5XT5 X0, X0, - - .);
e if [x]r < [xr]r there exists T~ > k such that

X = x,;T forall T > T,

where x,;T = (X1, X0, ey X1y Xy Xhpls oo s XT3 X0, X0y « + -)-
Our convergence axiom differs from Axiom B6, that was used by Fishburn:

Axiom B6 For some x € X, every X,y € X° and every A € (0, 1):

e if X >y, then there exists T such that (xi, ..., x,, X, X,...) = xAy for all
n>T;

e if X <y, then there exists 7 such that (xj, ..., x,, X, X,...) < xAy for all
n>T.

Instead, Axiom I6 adapts ideas from Harvey (1986).> Axiom I6 is more appealing
for our purposes as it not only guarantees the convergence of the AA representation,
but also allows us to relax two axioms, mixture independence and mixture continuity,
which are no longer required to hold on all of X°.

We thus obtain the following representation:

Theorem 2 (Infinite AA) The preferences = on X*° satisfy axioms 11-16 if and only
if there exists an AA representation (u, W) for ;= on X°°. Moreover, (u’', W') is another
AA representation for = on X*° if and only if there are some A > 0, some B and some
C > 0 such thatu = Au’ + B and w = CWw'.

The proof of Theorem 2 is given in the Appendix. It combines elements of the
arguments in Fishburn (1982), Harvey (1986) and Ryan (2009).

3 Itis worth mentioning that Fishburn’s motivation for the convergence axiom B6 looks somewhat contrived
in the context of acts (Fishburn 1982, p. 113). However, it becomes very natural in the context where states
of the world are re-interpreted as periods of time.
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192 N. Anchugina

4 Discounted utility: finite case (n < 00)
4.1 Exponential discounting

Recall that a preference = on X" is represented by an exponentially discounted utility
function if there exists a non-constant function #: X — R and a parameter § € (0, 1)
such that

n

Ux) =D 8 ux).

t=1

If u is mixture linear (and non-constant), then we say that the pair (u, §) provides an
exponentially discounted expected utility representation.

Based on Theorem 1 it is easy to obtain such a representation. To do so, an adjust-
ment of non-triviality and two additional axioms—impatience and stationarity—are
required.

Axiom F2' (Essentiality of period 1) There exist some a, b € X and some x € X"
such that (a, x2, ..., x,) > (b, x2, ..., Xn).

Axiom F6 (Impatience) For alla, b € X if a > b, then for all x € X"

(Cl,b,.x3,...,.xn) > (bva’x3a""xn)'
Axiom F7 (Stationarity) The preference (a, x2, ..., x,) = (a, y2, ..., y,) holdsif
andonlyif (x2, ..., x,,a) = (y2,..., yn,a) foreverya € X andeveryx,y € X".

It is not hard to see that essentiality of each period ¢ follows from the essentiality
of period 1 and the stationarity axiom.
Now the following result can be stated:

Theorem 3 (Exponential discounting) The preferences = on X" satisfy axioms F1I,
F2', F3—F7 if and only if there exists an exponentially discounted expected utility rep-
resentation (u, 8) for = on X". Moreover, (u', 8') is another exponentially discounted
expected utility representations for = on X" if and only if there are some A > 0 and
some B such thatu = Au' + B and § = §'.

Proof 1t is straightforward to show that the axioms are implied by the representation.
Conversely, suppose the axioms hold. Note that non-triviality follows from essentiality
of period 1 and monotonicity.

By Theorem 1 we, therefore, know that = has an AA representation («#, w). Define
=" on X"~ ! as follows:

('xly‘-'5'xn7]) k/ (}’17 -"7y}’l71) <:> (x07x17 -~-7xn71) % (x07 yla ~~-7)’n71)‘
Then 3=’ is represented by:

U/(X) = wou(xy) + - - + wuu(x,—1).
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Next, define =" on X"~ ! as follows:

X1 ey Xpm1) F 15 Yam1) € (X1, -y X1, %0) = (V1 - -+ Va1, X0)-
Then =" is represented by:
U"(x) = wiu(xi) + - + wp—u(xp—1).
According to stationarity, these preferences are equivalent (>;/ =" ) with two different
AA representations (U’ and U"). Preference orders 3='=3=" satisfy the AA axioms on

X"~ Recall that w, are unique up to a scale. Hence, w41 = dw; for some § > 0
and it follows that

Wy = Swp_1 = 8wy_n =+ =8""Tw, = =8 .

Since all periods are essential it is without loss of generality to set w; = 1. Then we
obtain the following representation for = on X":

n
Ux) = Z(St_lu(xt), where § > 0.

t=1

Since impatience holds: if a > b, then
(a,b,x3,...,x5) > (b,a,x3,...,x,).
From the representation it follows that:
u(a) + du(b) > u(b) + su(a),
or, equivalently,
(1 —=8)(u(a) —u()) > 0.

As u(a) > u(b) , itis possible to conclude that § € (0, 1).

We now prove the uniqueness part of the theorem. Suppose that (u, §) and (u’, §)
both provide exponentially discounted expected utility representations for > on X".
We need to show that u = Au’ + B for some A > 0 and § = §'. Indeed, since (u, §)
and (u', §") both provide AA representations for 3= it follows that u = Au’ + B for
some A > 0 and some B, and there is some C > 0 such that §'~! = C(8’)'~! for all
t. Taking r = 1 we obtain C = 1, and hence § = §’. The sufficiency of the uniqueness
conditions follows by routine arguments. O
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4.2 Semi-hyperbolic discounting

A preference = on X" has an SH (T) discounted utility representation if there exists
a non-constant function #: X — R and parameters 81 < fo < --- < Br_1, and
Br € (0, 1]foralls < T —1andé € (0, 1) such that the following function represents
=

UX) = u(x1) + Bréu(x2) + B1B28%u(x3) + -+ 1Bz - - Br—28 u(xr—1)

+ BB Bror D8 u(x).

t=T

If u is mixture linear (and non-constant), then the function U is called an SH(T)
discounted expected utility representation. In this case, we say that (u, 8, §) provides
an SH(T') discounted expected utility representation, where 8 = (81, B2, ..., Br—1)-

To obtain this form of discounting, a number of modifications to the set of axioms
is required. A stronger essentiality condition should be used:

Axiom F2” (Essentiality of periods 1, ..., T) There exist some a,b € X and
some x € X" such that foreveryt = 1,...,T:
(-xlv X2y eees Xp—1, G5 Xt 15 o v - 7-xn) > (-xls X2y ooy Xt—1, ba Xt41s - e 1xn)'

The impatience axiom, which is used to guarantee § € (0, 1), should be restated
for the periods 7 and T + 1:

Axiom F6' (Impatience) For every a, b € X if a > b, then for every x € X":
(x15"'7folaaab5xT+29‘-'axl’l) > (-x17~"7xT7]ab?avxT+27-"7-xn)'

The generalization requires relaxing the axiom of stationarity to stationarity from
period T.

Axiom F7’ (Stationarity from period T) The preference

(-xla"'9-xT—19a7xT+lv"'sxﬂ)>/.'(-xl’"'9-xT—19a7yT+lv'-'syﬂ)
holds if and only if
(‘x17"‘7xT—19xT+11""‘xn7a)b(‘x17"‘7‘xT—19yT+11""yn7a)

for every a € X and every x € X".

The axiom of present bias (Olea and Strzalecki (2014), Axiom 10) for the preference
order on X°° involves trade-offs between two periods {1, 2}.

Axiom (Present Bias (Olea and Strzalecki (2014), Axiom 10)) For every
a,b,c,d,e € Xsuchthata > c,b < d, forallx € X°°:

if (e,a,b,e,...)~ (e,c,d,e,...), then(a,b,e,...) = (c,d,e,...).

@ Springer



A simple framework for the axiomatization... 195

The present bias axiom can be described as follows. Suppose there are two equivalent
consumption streams one of which has larger consumption at # = 2 but smaller con-
sumption at # = 3 than the other, with consumptions at other periods being equal. Then
if the consumption at period # = 1 is removed from both streams and both streams
are shifted forward by one period, a decision-maker will prefer the stream with the
bigger consumption at # = 1 but smaller consumption at t = 2, thus valuing present
consumption (¢ = 1) more highly. In our framework, this axiom can be adapted to the
finite case and extended so that present bias may arise between any periods {¢, t + 1},
where + < T. Suppose that there are two identical consumption streams that differ
only in values at periods {z, r 4+ 1}, where ¢+ < T'. Early bias between {¢,  + 1} means
that if the first stream has a bigger level of consumption at period ¢ but smaller level
of consumption at period # + 1 than the second stream, then shifting the consumption
at period ¢ — 1 to the last period and shifting all consumption from period ¢ onwards
forward by one period changes the preference in favour of the first consumption
stream.

Axiom F8 (Early bias) For every a, b, c,d € X suchthata > ¢, b < d, for all
x € X" andevery t < T if

(K15 eees X1, a, b, X405 ooy Xn) ~ (X1 oo X1, €, dy X2, ., X), then

(X1, s Xp—2,a, b, x40, o X, X0—1) = (XY, o, X =2, 6 d Xp 4Dy o X, Xp—)-
The early bias axiom is also referred to as the extended present bias axiom.

Theorem 4 (Semi-hyperbolic discounting) The preferences = on X" satisfy axioms
Fl, F2", F3, F4, F5, F6', F7', F8 if and only if there exists an SH(T) discounted
expected utility representation (u, B, 8) for = on X". Moreover, (u’, B, 8') is another
SH(T) discounted expected utility representation for = on X" if and only if there are
some A > 0 and some B such thatu = Au' + Band§ =8, B = .

Proof 1Tt can be easily seen that the axioms are implied by the representation. Suppose
that the axioms hold. As for Theorem 3, the conditions of AA representation are
satisfied, so it follows that 3= has an AA representation (w, u). Define =" on X" T g
follows:

(-xla "'v-xl’l—T) >;/ (YI»---,yn—T)
S (X0, oo, X0, X1y o e oy XpT) 37 (X0, - o3 X0s YIs v ey Yn—T)-

Then 3=’ is represented by:
U'(x) = wriu(xy) + - + wyut (X —1).
Next, define =" on X"~ 7 as follows:

(x19"'1xn—T) >f.// ()’1,--~a)’n—T)
S (X050 X0, X1s o v ey Xp—T5 X0) 3= (X0, -+ -5 X05 Y15+ -5 Yn—T X0)-
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Then =" is represented by:
U//(X) = wru(xy) + -+ wy—1u(xy—1).

According to stationarity from period T, the preferences are equivalent (% =3=") with
two different AA representations (U’ and U”").

Preference orders ='=" satisfy the AA axioms on X"~ . Recall that w; are unique
up to a scale. Hence, as essentiality holds for all # (which follows from Axiom F2’ and
Axiom F7'), we have w;11 = Sw;, for some § > 0 and hence

an—T

Wy = Swp_1 =8wyn =+ =8"Tw, = = wr.

Therefore, w, = 8 Twy for all t > T + 1. We, therefore, obtain the following
representation for >=:
n
Ux) = wiu(xn) + - +wrouer—n) +wr Y8 u(x).
=T

Because of the essentiality of the first period and uniqueness of u up to affine trans-
formations, the function

wr—1

n
wr _
uer—1) + —— 38 ),

N wy
UX) =u(xy) + w—u(xz) + -+
1 1
=T

w1

provides an alternative representation for »> which will be used instead of U (x) further
in the proof.
Note that

w3 w3 w2

_——,

w1 wy Wi

wr  wWr  wr—| w2

wq wr—1 wWr-2 wi

Let y,_1 = -2 for all t < T. Therefore,
1

wy—

w2

— =1,

wi

w3

— =Y1)2,

wr

— =WVY2..-VT-1
wi
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With this notation:
n
Ux) = uxy) + yiulx) + -4y yrouCer—) +yi - yr—1 8 Tux).
t=T
It is necessary to show that y,_; = B;_18 with §;_1 € (0, 1] forallt < T.

Suppose that t = T. Choose a, b, c,d € X such that u(b) < u(d), u(a) > u(c)
and

yi-oyr—ua) +yieyr—18u(®) =y yr—u(e) + v yr—idu(d). (1)
Since essentiality is satisfied for each period we can rearrange the equation (1):

5= u(a) — u(c). )
u(d) — u(b)

From (1) it also follows that
(1, oo xr—1,a, b, x40, oy X0) ~ (X1, oo X7, G d L XT 42, L, X)),

Therefore, by the early bias axiom:

(xlv o, XT-2,4, b,XT+2, ey X, xT*l)
= (X1, ., X122, ¢, d, XT 42, o, Xny XT—1)-

Thus, we obtain:

yi-yr—au(@) +yr - yr—ud) =y yr—au(e) + yi - yr—u(d).

Since the essentiality condition is satisfied for each period we can rearrange this
inequality:

yro1 < u(a) —u(c)

=@ —ub)’ )

Comparing (2) to (3), we conclude that § > yr_1, therefore, y7_; = Br_16, where
Br-1 € (0, 1].

Analogously, suppose that t = T — 1. Choose @', ', ¢/, d’ € X such that u(d’) <
u(d), u(a’) > u(c’) and

vi-yr—ou(@) +yryr—u®) =y yr—u(c) F 1 yru(d), (4
where the last equality can be rewritten as follows (since essentiality is satisfied):

u(a’) —u(ch)
YT—1= <

T uld) —u@)’ ®)
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Then (4), early bias and essentiality of each period imply that

u(a’) —u(ch)
Yr—2 = m (6)

It follows from (5) and (6) that yr_» < yr_1. Therefore, yr_» = ,B/T_zyr,l, where
Br_, € (0, 1]. Recall that y7_; = Br_18. Hence,

Yr—2 = Br_»Br—18 = Br—24,

where B7_2 = B _,Br—1and Br_3 € (0, 1]asboth 7., € (0, 1]and Br_1 € (0, 1].
Note also that fr—>» < Br_1.

Using the early bias axiom repeatedly fort < T — 1, we obtain y;_1 = f;—16 with
Bi—1 € (0,1]forallt < T and 81 < B> <--- < Br_1. Hence,

Ux) =u(x1) + Br1du(x2) + B1528%u(x3) 4+ -+ 12 - Br—28" 2u(xr_1)

+ BB Broa 8 ulx).

t=T

To show that§ € (0, 1) the impatience axiom should be applied. Forevery a, b € X
if a > b, then for every x € X"

(X1, .., x7—1,a, b, X742, ..., X)) > (X1, ..., XT—1, b, a, X742, ..., Xp).

Then

B+ Br—18" u@)+ B Bro18"u®)>pr - Bro18" ud)+Bi -+ Bro18" ua).
Therefore, due to essentiality of each period:
(1 —=38)(u(a) —ub)) > 0.

Hence, § € (0, 1).

We now prove uniqueness. Suppose that (u, 8,8) and (u’, B/, 8") both provide
SH(T) discounted expected utility representations for = on X”. Let D(¢) and D’ ()
be semi-hyperbolic discount functions for given B, § and B’, §', respectively. Since
(u, B,8) and (u’, B’, 8') both provide AA representations for =, it follows that u =
Au’ + B for some A > 0 and some B, and there is some C > 0 such that D(t) =
C - D'(¢) for all t. Taking 1 = 1 we obtain C = 1, and hence, letting t =2,3,..., T
we get 8,8 = B,8' for all + < T. Finally, letting r = T + 1 we conclude that § = §'.
Therefore, B = B’. The sufficiency of the uniqueness conditions follows by routine
arguments. O
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5 Discounted utility: infinite case (n = oo)
5.1 Exponential discounting

Based on the AA representation for the preferences over infinite consumption streams
(Theorem 2), with some strengthening of non-triviality (Axiom 12) and the addition
of a suitable stationarity axiom, discounting functions in an exponential form can be
obtained. The impatience axiom is not needed since convergence (Axiom 16) plays its
role.

Axiom 12’ (Essentiality of period I) There exist some a, b € X such that [a]; >
xo > [b]1.

Axiom 17 (Stationarity) The preference (a, x1, X2, ...) = (a, y1, y2, ...) holds if
and only if (x1, x2,...) = (y1, y2,...) forevery a € X and every x,y € X*°.

Theorem 5 (Exponential discounting) The preferences = on X*° satisfy axioms 11,
12', I3-17 if and only if there exists an exponentially discounted expected utility repre-
sentation (u, 8) for 3= on X*°. Moreover, (u’, 8') is another exponentially discounted
expected utility representation for = on X*° if and only if there are some A > 0, some
B and some C > 0 such that u = Au’ + B and § = §'.

Proof The necessity of the axioms is straightforward. The proof of sufficiency fol-
lows the steps of the proof of Theorem 3 with n = co. Applying Theorem 2 to the
preferences satisfying the stationarity axiom, we obtain the representation:

U =D 8 ulx),
t=1

where § > 0and x € X*°.

Next, instead of using the impatience axiom as it is done in the finite case, the
convergence axiom is applied. Take a constant streama = (a, a, . . .), such thatu(a) #
0. Then,

o0

U@) =Y 8""u@ =u@ > §"

=1 =1
Convergence requires 6 < 1. The proof of the uniqueness claims is analogous to

Theorem 3. |

5.2 Semi-hyperbolic discounting

The extension of semi-hyperbolic discounting to the case where n = oo is easily
obtained.

Axiom 12" (Essentiality of periods 1, ..., T) For some a, b € X we have [a]; >
xo > [b]; foreveryt =1,...,T.
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The generalization requires relaxing the axiom of stationarity to stationarity from
period 7.

Axiom F7' (Stationarity from period T) The preference

(X1, o X721, G, X741, - ) 3= (X1, oo XT 1,4, YT 415 - - )
holds if and only if
(X1, oo s X1, X715 -+ 7 (XL, oo X721, YT -+ )

for every a € X, and every x € X*°.

As in the finite case, the addition of the early bias axiom is needed. Consider two
consumption streams that differ only in values at periods {¢,¢ + 1}, where t < T.
Early bias between {t, t + 1} means that if the first stream has more consumption at
period ¢ but less consumption at period ¢ + 1 than the second stream, then dropping
the consumption at ¢+ — 1 from both streams and advancing consumption from period
t onwards by one period results in the first consumption stream being preferred to the
second consumption stream.

Axiom I8 (Early bias) For every a, b, c,d € X such thata > ¢, b < d, and for
allx e X*® andeveryr <T

if (x1,...,x-1,a,b,x142,...) ~ (x1,...,X—1,¢,d, X¢4+2,...), then

(xl’ "'7xl727a7b7xl+29 ) = (xl’ ceey X2, Csdv-xl+27 )

Theorem 6 (Semi-hyperbolic discounting) The preferences = on X*° satisfy axioms
11, 12", 13-16, I7', 18 if and only if there exists an SH(T) discounted expected utility
representation (u, B, 8) for = on X*°. Moreover, (u', B, 8") is another SH(T) dis-
counted expected utility representation for = on X*° if and only if there are some
A > 0 and some B such thatu = Au' + Band § =4§', B = B

Proof The necessity of the axioms is obviously implied by the representation. The
proof of sufficiency is analogous to the finite case. Applying Theorem 2 and stationarity
from period 7', we get the representation:

o0
UX) = wiu(xn) + - +wruxr—1) +wr Y8 ulx).
t=T

Y — 9y, 1 > 0, where

Next, dividing by w; > 0 and introducing the notation o =

t < T, the representation becomes

o0
U(x) = ux1) + yiu(x) + -+ yi - yroulber—0) +yi - yr—1 8 Tulx).
=T
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Using essentiality of each period and the early bias axiom repeatedly, we demon-
strate that ;1 = f;_16 with B;_1 € (0, 1]foralls <Tand B; < Br <--- < Br_1.
Therefore,

Ux) =u(xy) + Br18u(xz) + B1B28%u(x3) + -+ 1B - fr—28" ulxr_1)

+ BB Bror D8 ulx)).

t=T

Finally, to show that § € (0, 1), take a constant stream a = (a, a, . ..), such that
u(a) # 0. Then,

U@) =u(a) + pidu(@) + -+ B+~ Br—28" u(@) + 1+ pr-1 _ 8" 'u(a)
t=T

=u<a)(1 + 1S4+ Bro- Brad’ P4 Bio-Bro 28’—1).
t=T

Convergence requires § < 1.
The proof of the uniqueness claims is analogous to Theorem 4. O

6 Discussion

A number of axiomatizations of exponential and quasi-hyperbolic discounting have
been suggested by different authors. In fact, all the axiomatizations use different
assumptions and there is no straightforward transformation from one type of dis-
counting to another. In this paper, we provided an alternative approach to get a time
separable discounted utility representation, showing that Anscombe and Aumann’s
result can be exploited as a common background for axiomatizing exponential and
quasi-hyperbolic discounting in both finite and infinite time horizons. In addition, we
demonstrated that the axiomatization of quasi-hyperbolic discounting can be easily
extended to SH(T').

A key distinguishing feature of our setup is the mixture set structure for X and the
use of the mixture independence condition. An essential question, however, is whether
mixture independence is normatively compelling in a time preference context, because
states are mutually exclusive whereas time periods are not. It is worth mentioning that
the temporal interpretation of the AA framework was also used by Wakai (2009) to
axiomatize an entirely different class of preferences, which exhibit a desire to spread
bad and good outcomes evenly over time.

Commonly, the condition of joint independence is used to establish additive separa-
bility in time preference models. Given A € T, where T = {1, ..., n},andx,y € X",
define x4y as follows: (x4y); is x; if € A and y; otherwise. The preference order =
satisfies joint independence if for every A C T and for every x, X', y,y' € X":

x4y = X,y if and only if x4y’ = x;y’.
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Joint independence is used to obtain an additively separable representation by
Debreu (1960), so we will sometimes refer to it as a Debreu-type independence con-
dition. It is known that mixture independence implies joint independence (Grant and
Zandt 2009), but whether joint independence (with some other plausible conditions)
implies mixture independence is yet to be determined.

In fact, we are not the first to use a mixture-type independence condition in the
context of time preferences. Wakai (2009) also does so, though he uses the weaker
form of constant independence introduced by Gilboa and Schmeidler (1989).

A version of the mixture independence condition can also be formulated in a Sav-
age environment (Savage 1954) without objective probabilities, as discussed in Gul
(1992). Olea and Strzalecki (2014) use precisely this version of mixture independence
in one of their axiomatizations of quasi-hyperbolic discounting. For every x, y € X
let us write (x, y) for (x, y, y,...) € X*°. Let m(x1, y;) denote some ¢ € X satisfy-
ing (x1, y1) ~ (c, c¢). For any streams (x1, x2) and (z1, z2) the consumption stream
(m(x1, z1), m(x2, z2)) is called a subjective mixture of (x1, x2) and (z1, z2). Olea and
Strzalecki’s version of the mixture independence axiom (their Axiom I2) is as follows:
for every x1, x2, y1, y2, 21, 22 € X if (x1, x2) = (y1, y2), then

(m(x1,z1), m(x2, 22)) = (m(y1, z1), m(y2, 22))

and

(m(z1, x1), m(z2, x2)) = (m(z1, y1), m(z2, ¥2)).

In other words, if a consumption stream (x1, x») is preferred to a stream (y1, y2), then
subjectively mixing each stream with (z1, z2) does not affect the preference.

In their axiomatization of quasi-hyperbolic discounting Olea and Strzalecki invoke
their mixture independence condition (Axiom 12) as well as Debreu-type indepen-
dence conditions. The latter are used to obtain a representation in the form

o0 o0
X =y if and only if u(x1) + ZSI_IU()C,) >u(y;) + ZS’_lv(y,),
=2 =2

then their Axiom 12 is used to ensure v = Bu.*

Hayashi (2003) and Epstein (1983) considered preferences over lotteries over con-
sumption streams. In their framework X is the set of non-stochastic consumption
streams, where X is required to be a compact connected separable metric space. Denote
the set of probability measures on Borel o-algebra defined on X as A(X®). It is
useful to note that our setting is the restriction of the Hayashi and Epstein setup to
product measures, i.e., to A(X)* C A(X®°). The axiomatization systems by Hayashi
and Epstein are based on the assumptions of expected utility theory. The existence of

4 As pointed out above, mixture independence stated for n periods implies joint independence for n periods.
Hence, this raises the obvious question of whether it is possible to use an n-period version of the subjective
mixture independence axiom to obtain a time separable discounted utility representation without the need
for the Debreu-type independence conditions.
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a continuous and bounded vNM utility index U : A(X*°) — R is stated as one of the
axioms. A set of necessary and sufficient conditions for this is provided by Grandmont
(1972), and includes the usual vNM independence condition on A(X*°): for every
X,y,Z € A(X®) and any « € [0, 1], x ~ y implies ax + (1 — )z ~ ay + (1 — a)z.

Obviously, this independence condition is not strong enough to deliver joint inde-
pendence of time periods, which is why additional assumptions of separability are
needed. Two further Debreu-type independence conditions are required for exponen-
tial discounting:

e independence of stochastic outcomes in periods {1, 2} from deterministic outcomes
in{3,4,...},

e independence of stochastic outcomes in periods {2, 3, .. .} from deterministic out-
comes in period {1}.

To obtain quasi-hyperbolic discounting two additional Debreu-type independence
conditions should be satisfied:

e independence of stochastic outcomes in periods {2, 3} from deterministic outcomes
in periods {1} and {4, ...},

e independence of stochastic outcomes in periods {3, 4, . . .} from deterministic out-
comes in periods {1, 2}.

Itis easy to see that these axioms applied to the non-stochastic consumption streams
are analogous to the Debreu-type independence conditions used in Bleichrodt et al.
(2008) and Olea and Strzalecki (2014).

In summary, to get a discounted utility representation with the discount function
in either exponential and quasi-hyperbolic form separability must be assumed. The
mixture independence axiom appears to be a strong assumption, however, it gives
the desired separability without the need for additional Debreu-type independence
conditions.
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7 Appendix: Proof of Theorem 2

Proof Necessity of the axioms is straightforward to verify. Therefore, we will focus
on the proof of sufficiency.

Step 1. Applying Theorem 1 of Fishburn (1982) to the mixture set X, it follows from
Axioms I1, I3, I4 that there exists a mixture linear utility function u preserving the order
on X (unique up to positive affine transformations). Normalize u so that u(xg) = O.
Note that by non-triviality u(xp) is in the interior of the non-degenerate interval u (X).
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Convert streams into their utility vectors by replacing the outcomes in each period
by their utility values. Define the following order: (vq, va,...) =* (u1,uz,...) &
there exist X,y € X such that x 3= y and u(x;) = v; and u(y;) = u, for every t.
This order is unambiguously defined because of the monotonicity assumption, i.e., if
x; ~ x;then (x1, ..., x;,...) ~ (X1, ..., X],...).

The preference order =* inherits the properties of weak order, mixture indepen-
dence and mixture continuity from 3. Note that #(X)° is a mixture set under the
standard operation of taking convex combinations: if v, u € u(X)* then

viu = Av + (1 — A)u for every A € (0, 1).

Therefore, by Theorem 1 of Fishburn (1982) we obtain a mixture linear representation
U: u(X)*® — R, where U is unique up to positive affine transformations.
Hence, v >=* u if and only if U (v) > U (u).

Step 2. Normalize U so that U(0,0,...) = U(0) = 0. Since 0 is in the interior of
u(X), and since U (vA0) = AU (v) for any v € R* and for every A € (0, 1), we can
assume that U is defined on R,

Mixture linearity of U implies standard linearity of U on R*°. To prove this, we
need to show that U (kv) = kU (v) for any k and U (v +u) = U (v) + U (u) for any
u,veR®.

As u(X)° is a mixture set under the operation of taking convex combinations,
UWk0) = Ukv + (1 — k)0) = U(kv) = kU(v) for any k € (0, 1). If k > 1 then
Uv)=U (]E‘v) = LU (kv). Multiplying both parts of this equation by k, we obtain
U (kv) = kU (v) for all kK > 1. Therefore, U (kv) = kU (v) for any k > 0.

To prove that U (v +u) = U(v) 4+ U (u), consider the mixture V%ll. By mixture
linearity of U we have:

1 1 1 1
U (Viu) = EU(V) + EU(U) =3 UW)+U). (7

On the other hand, V%ll = %v + %u = %(v + u). Therefore,

1 1 1
U (viu) =U (5(v+u)) = EU(v—i—u) )

Comparing (7) and (8), we conclude that U (v +u) = U(v) + U (u).
Finally, note that

U0)=UNV+(—v)=Um+U(-v)=0,

hence U(—v) = —U(v). Therefore, if k < 0, then U (kv) = —kU(—v) = kU (v).
For each T, consider the function f: RT — R defined as follows:

fi,...,vr) =Uy,...,vr,0,0,...).
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This function is linear on R? and it satisfies f(0) = 0; therefore,
T
T
fr, o) = wl,
=1

where w! = (wlT, e, w?). By monotonicity th > (Qforallr <T.
Note that w,T = U([1];), where [1], is the vector with 1 in period ¢ and O elsewhere.

It follows that w! = w!" for any 7 and 7’. Hence, there is a vector w € R* such
that U (v, ..., v7,0,0,...) = > wy, forany (vy,...,vr) € RT.
Recalling that v; = u(x;), we obtain

T
Uu(xy), ..., u(xr),0,0,...) = Zwtu(xt) for all x € X*.

t=1

Therefore, for every X,y € X* we have x 3= y if and only if

T T
> wulx) = D wiuly).
t=1 t=1

By slightly abusing the notation, re-define U so that:

T
U(xy,...,XT,X0, X0, ...) = Zwtu(x,) forallx € X*.
=1

Hence, U (x) = Zfil w,u(x;) represents preferences on X*.

Step 3. Next, we show that U(xy, x2,...) converges for any (x1, x2,...). Define
Ur: X*®° — Ras follows: Ur(x) = ZLI u;(x;), where u;(x;) = weu(x;). Consider
the sequence of functions Uy, Uy, ..., Ur, ... According to the Cauchy Criterion, a
sequence of functions Uz (x) defined on X*° converges on X°° if and only if for any
¢ > 0 and any x € X there exists 7 € N such that |Uy(x) — Uy (x)| < ¢ for any
N,M=>T.

Fix somex € X® and& > 0. Suppose that for some k it is possible to choose x ™, x ~
such that [xV]; > [x¢lx > [x~]x. By Step 2 the preference [x 1 > [xxlx > [x ™ I«
implies that wy > 0. Therefore, as u is a continuous function, it is without loss of
generality to assume that

ur(xT) — ug(xp) < /2 and up(xg) —ur(x™) < ¢e/2.

It follows that ug (x ) — up(x ™) < €, or ug(x ™) — ux(x) > —e. By Axiom I6 there
exist TT and T~ satisfying k < min{T~, T} such that

X{y =X = Xy, forall N = T, M =T,
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Let T* = max{T~, TT}.Itis necessary to demonstrate that |Uy (x) — U (x)| < & for
any N, M > T*.If N = M the result is obviously true. If N # M then it is without
loss of generality to assume that N > M. By the additive representation:

U(x,ij) > U (X y)-

Expanding
N M
w D+ D w) =G+ D w(x).
t=1,t#k t=1,t#k

By rearranging this inequality

N

D) = w(x7) — (x> —e.

t=M+1

As N > M > T* itis also true that U(XZM) > U(x;_y), hence

N
D w) St —w(x7) <
r=M+1
Note that
N
D i) = Un(x) — Up(x).
t=M+1

Hence, |Uy(x) — Uy (x)] < ¢ and it follows that U (x) converges by the Cauchy
criterion.

Suppose now that it is not possible to find such k that [x*1; > [xx]x > [x ™1k for
some xT, x~ € X.If w, = O for all ¢ then the result is trivial. Suppose that w;, > 0
for some ¢. Then for every period ¢ for which w;, > 0 we have

xreX={zeX: z=7forall7 e Xor7 = zforall 7 e X}.

For some A € (0, 1) replace x; with the mixture x;Axq for each ¢. Call the resulting
stream x*. Then

T T T
Ur () —Ur(x*) = D" ur(x) = Dy (xhxo) = (1=2) D i (xy) = (1= W)Uz (x).

t=1 =1 t=1

By rearranging this equation it follows that Ur(x*) = AUr(x). By the previous
argument Uy (x*) converges; therefore, Uy (X) converges.
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Step 4. Show that U (x) represents the order on X°°. Suppose that x = y, where
X,y € X*. If for some k, j it is possible to find x™, y~ such that [xT]; > [x]x and
[y~1; < [yjl;, then [xTAxi ]k > [xx]x forevery A € (0, 1) and [y~ wmy;lj < ly;l; for
every u € (0, 1). Let x* = xTAx; and y* = vy~ uy; for some A, u € (0, 1). Denote

Xpn = (X1, oo X1, X5 Xk 1 -y XN X0, X0 -2,
and

Yim = Ol Yot ¥ Vit 1o ooy YM, X0, X0, - - ).
Then by Axiom 16, there exist 7~, T such that
Xkn FXEYEYim

forall N > T and forall M > T~. Since X = ¥} m and U represents = on X*
we have: '

U(X/t’N) > U(Y;,M)-

By Step 3 we know that U(xy, ..., Xk—1, X", Xk41...) and U(y1, ..., yj—1, ",
Yj+1,...) CONVErge, so

U(x15"-7xk717x>kaxk+l7"') Z U(y17~-~,}’j71,y*,)’j+la-~)~

Recall that x* = xTAx; and y* = vy~ uy; for some A € (0, 1) and some p € (0, 1).
Since A and p are arbitrary, it follows that U (x) > U(y).

If it is not possible to find x*, y~ such that [x "¢ > [xx]x and [y~ ]; < [y;];, then
either w;, = 0 for all ¢, in which case U(x) = U(y); or x; 3= 7/ for all z/ € X and all
¢t with w; > 0, in which case U(x) > U(y); or 7’ = y, forall 7/ € X and all ¢t with
w; > 0 in which case U (x) > U (y).

It is worth noting that as x > y implies U (x) > U(y), then by Axiom 12 it follows
that w; > 0 for at least one ¢. Therefore, >~ w; > 0. Normalizing by 1/ >"12 | wy,
we can assume that > 2, w; = 1.

Next, assume that U (x) > U (y). Suppose thatitis possible tofindkandx™, x~ € X
such that x,:r‘ N 7 X = x,; y for some fixed N. By mixture continuity, the set
{or: XZNax,;N = x} is closed. By assumption XZN = X, so it follows that ¢ = 1
is included into the set. Analogously, the set {8: x = X]_: N ,3in w1} 18 closed. In fact,
B = Obelongs to the set, as X = x,; - Therefore, as both sets are closed, nonempty and
form the unitinterval, their intersection is nonempty. Hence, there exists A such thatx ~
XZN)LXIZN. Note that XZNAXIZN = (X1, ..., Xk—1, xTAx™, Xkl « v v s XN 5 X05 X0y « « +)-
Let xTAx~ = x*. Define Xy = (0o X1, X5, Xk, -5 XN, X0, X0 - - )
Therefore, if there exist periods k, j and outcomes xT,x7,yT,y~ € X such that
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X,y = X =% yandy], =y = yj, for some N and some M, we can find
A, € [0, 1] such that x ~ x; , and

* *
y"“yj"Mz(,Yl,'--,)’jfl,y 9yj+15""yM7xO’x09"')7

where y* = yTuy~. We have already shown that if X 3= y then U (x) > U(y). From
X ~ X,*; yandy ~ y;f’  it, therefore, follows that:

Ui y) =U® and U(Y5 ) = U().
Hence, from the assumption U (x) > U (y) we obtain:

UKLy = UG )

Recall that U is an order-preserving function on X*. Thus, x; \ = y;f’ - Since X ~
X;N andy ~ y;‘.’M, we obtain X 3= y.

Suppose now that there is no such k, j or outcomes x*, x~, y*, y~ such that
XZN =X = x,;N and yIM =Yy = y;M for some N and some M. Then, using Axiom
16, we can conclude that either x;, € X° for every ¢t with w; > 0 or y;, € X° for
every t with w; > 0. Assume that there is only an upper bound to preferences; i.e.,
X¢={z€e X : z3=7 forevery 77 € X}. Then U(x) > U(y) means that x; € X°
whenever w; > 0. Therefore, U(x) = U(X), where X = (x,Xx,...) and X € X°.
Hence, it follows by monotonicity that x >= y. In the case when there is only a lower
bound, ie.,x € X¢ ={z € X : 7/ %= z forevery 7/ € X}, the argument is similar.

Next, suppose that X is preference bounded above and below, i.e., there exist x, x €
X¢ with X = x » x for every x € X. Assume that U(x) > U(y). We need to
demonstrate that x > y. By monotonicity and continuity there exist A, u € [0, 1] such
that x ~ XAx and y ~ XuXx. Since by assumption U (x) > U (y) and U represents the
preference order on constant streams, we have U (XAx) > U (Xux). By rearranging
this inequality (A — 1) (U (X) — U (x)), and using U (X) > U (x) it follows that 1 > u.
Therefore, as x ~ XAx and y ~ Xux and A > u, we conclude that x = y.

Thus, (w, u) is an AA representation for >=.

Step 5. Uniqueness of w;. Assume that (w’, u’) is another AA representation. Then, for
any ¢ we have w, > 0 if and only if w; > 0. Consider the set of all constant programs
{(x€ X®:x=(a,a,...), where a € X}, which is a mixture set. Applying (W', u’)
and (w, u) to this set we conclude that u(a) > u(b) if and only if u’(a) > u'(b) for
every a, b € X. By Theorem 1 Fishburn (1982) it implies that u = Au’ 4+ B for some
A > 0 and some B. Hence,

o0 o0 o0 o0
Z weu(x;) > Z w;u(y;) if and only if Z wiu(x,) > Z wiu(y;).
t=1 t=1 t=1 t=1

For any ¢, s with t # s and any x’, x” € X, let [x’, x"]; s denote the stream with x’
in the t position, x” in the s position and xq elsewhere. Fix , s with w; > 0 and
ws > 0. Using non-triviality, choose some x, x~ € X such that x* > x~. Define
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x =[x, x"]5, y=I[x",x" 15, 2= [x",x ] From the AA representation it
follows that x > y > z. By continuity of the AA representation there exists A € (0, 1)
such that y ~ xAz. Applying the AA representation to y ~ XAz we obtain

wau(x ) + wau(x7) = Awy + wu(x ™) + (1 — 1) (wy + wy)u(x ).

It follows that (1 — A)w; = Aws. Similarly, (1 — A)w, = Aw}. Therefore, w,/w; =
w; /wi. As this is true for any ¢, s, we obtain that w = Cw’ for some C > 0. The
sufficiency of the uniqueness conditions follows by routine arguments. O
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