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Hansen-Jagannathan Bound

The purpose of this project is to extend the theory of collective decision
making to the dynamic framework.

We obtained two results. First, as in the case of COVID-19, if the decision maker is unsure what
the probabilities that govern uncertainty, then we say that there is some ambiguity in the
environment.  For COVID-19, the infection rate was initially unknown; and the sensitivity of
various PCR tests later became unknown. We showed that the ambiguity-averse policy maker, such as a
local or central government, that is in charge of deciding whether to lock down a city, should
consider a wider variety of probabilities as conceivable than is derived from straightforward
applications of Bayes formula. Second, we characterized the efficient allocations of an economy
that consists of ambiguity-averse consumers. Based on this result, we showed that the
Hansen-Jagannathan bound, which measures of the overall tendency to avert risk of the economy, moves
countercyclically.
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