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Rule performance judged by combination of losses
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Defining the efficient locus
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Preferred rule in the Bayesian approach
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Within Bayesian approach,
small shifts in subjective
probabilities imply small moves
along efficient locus and thus

(in all likelihood) small changes
in preferred policy rule
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Preferred rule in the min-max approach
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Chart 1;: ‘Standard’ framework
‘Optimal rule’ well-defined
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Chart 2: Convex efficient locus

Two ‘scenarios’ are defined
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These scenarios are
qualitatively different to
‘sensitivity analysis’
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Chart 3a: Non-convex efficient locus
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Chart 3b: Non-convex efficient locus

Potential for qumps’ in
lossin 1 character of policy response
setting 1 even within Bayesian approach

Three ‘scenarios’ are defined

by comparing Bayesian and

B
L2 @P X gMM () min-max approaches

Min-max approach does not
nest within Bayesian approach
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