Review Sheet for Finance 6206
· Ways of characterizing an uncertain decision

· Definition and interpretation of risk premium

· Definition and interpretation of “risk attitude” (i.e., risk averse, risk neutral and risk preferer)

· Basic expected utility model.  (i.e., what does an “expected utility decision maker” consider when deciding between different risky prospects.)

· Relationship between marginal utility and risk attitude for expected utility decision makers.
· The definition of “risk” for expected utility decision makers (i.e., what does it mean to say that one uncertain prospect is “riskier” than another.
· Distinction between “objective” and “subjective” uncertainty.

· What it means to say that expected utility decision makers “rational” (that is, understand the “rules” that are consistent with expected utility decision making).

· Anomolies (behaviors inconsistent with the expected utility model) such as “framing effects” and the “Allais” paradox.
· What is meant by “the basic securitization result” and why it is important (in particular, understand how many basic financial markets are examples of the benefits of  “securitization”.
· What it means to say that risk is “efficiently” shared (e.g., who should be willing to take on more risk and who should be willing to shift risk)
· Why not all risks can be efficiently shared (why the basic securitization result might fail.)

· How to describe complex multi-level decision problems by means of a decision tree.

· How to calculate the economic value of information. 

· How to incorporate information into a decision problem (i.e., how to use Bayes rule to update your assessment of the probability of some outcome)

· How to analyze the three kinds of search problems discussed in class.  
· What is meant by “rivalry” and why the simple economic models of perfect competition and pure monopoly don’t describe rivalry.
· Porter’s five forces as a way of describing and analyzing industries and/or markets.
· The problem of carefully describing what is meant by an “industry” and alternate ways of defining an industry.

· Different ways of measuring industry concentration.

· What is meant by an entry barrier and what specifically might create an entry barrier.
· Why “game theory” might yield useful insights into market competition and other kinds of rivalries.

· How games are described, what is meant by a “strategy” and what is meant by an “equilibrium” of a game.

· Basic strategic form games (i.e., “prisoner’s dilemma”, “pig-in-a-box” and “battle of the sexes”)

· Why prisoner’s dilemma is such an important game form (think about how many examples of prisoner’s dilemma can be found in business and other areas).
· How to avoid prisoner’s dilemma outcomes.

· Examples of “pig-in-a-box” rivalries in the marketplace.

·  Examples of  “battle of the sexes” rivalries and whether one can really have confidence that the Nash equilibrium will result (and if so, can we predict which one).
· What is meant by an “extensive form” game and how the order of play might matter.

· What is meant by a “repeated play” game and how repeated play might “solve” prisoner’s dilemma.  

· What is meant by “asymmetric information” and how “adverse selection” and “moral hazard” are examples of asymmetric information.  

· Examples of adverse selection and mechanisms for solving the problem.  (Also, make sure to understand what is meant by signaling and sorting.)  

· Examples of moral hazard and mechanisms for solving the problem.  
