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Abstract

It is a attractive topic in history that how people make their decision-making.
Rational behavior of decision analysis began from expectation value theory.
Expectation value theory is the most simple and useful basis about their decision
behavior in daily life, because you don't need very professional knowledge but some
Mathematical Expectation knowledge. But, some decision-making contrary, such as "
St. Petersburg paradox ", appearing afterwards made people begin to confuse why was
the expectation value theory out of action? In order to explain these paradoxes
Mathematician & economists, Daniel Bernoulli put forward the concept of utility.
Later Von Neumann & Morgenstern inherit Daniel Bernoulli’s answers about "St.
Petersburg paradox" and undergo strict axiomatic proof formed Expected Utility
theory.

The simplicity and beautiful mathematical axiom of EU makes it very popular
after it was published, and it became a powerful model analysis tool used by people
quickly. We can say that a lot of Economics and Financial theory is based on the EU
theory. But then again appeared some choice behavior which were contradictory with
EU theory makes EU theory also be questioned by some economists. This prompted
people to make further development and improvement, and there arose two branches.
One branch is that people put the subjectivity of the decision-maker into EU theory
proposed Subjective Expect Utility theory, such as Rank dependent Expected Utility;
The other branch is that people explain the decision maker's choice behavior from the
Angle of psychology and behavior science, such as Prospect Theory.

In the beginning this paper is written to research how these Economical paradox
were contradictory with EU theory? What are the reasons of these paradoxes? And
how to explain these paradoxes? In the basis of summary about senior's thoughts we
put forward our own theory. First we make Subjective probability function, then we
transform traditional EU model to be our Subjective Weight Expected Utility model,
and we use the SWEU theory to explain some choice paradoxes. Then, We further
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develop our theory from discrete states to continuous states. We use our developed
SWEU theory under continuous states into stock pricing with simple ideal situation.
Finally, we make the second development about our SWEU theory, from general
uncertainty event to double uncertainty event. In the end, we use the latest promotion

model to explain the Ellsberg paradox.

Key Words: Subjective probability function Subjective Weight Expect Utility Model
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