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tarianism. (To be continued.)

Application of Dynamic Linear Decision Theorem 
to a Firm’s Business Policy

. . . .  . .

by Shoto Fujieda
• • ，

. . •  .  .* . • •

In the most important subjects of firm’s business policies should the 
following normative propogition be involved.

That is, the author feels that decision theory should develop principles 
of optimal decision according to which reasonable and well-informed indivi-. 
duals observably tend to behave when fased with decision problems which 
they take seriously and which they have properly understood.

A decision problem of optinial strategy typically has three disputed

( 1 ) formulation of a preference function,
(2) procedures for analyzing the effect on the preference function of 

alternative values of the decision variables through constraints,
(3) stochastic process dealing with uncertainties,

so that we would formulate a “synthetic policy model'which is constituted 
from economic constraints and a preference function. This policy model has, 
therefore, a substantial characteristics which deals with decision problems 
involving uncertainties and variability..

The autlior tries to give an approach to firm’s business policies in this 
thesis; that is, taking explicitly into account prolit-maximization as firm’s 
behavioral criterion, he ultimately attempts to formulate the optimal strategy 
of dynamic linear decision for maximizing, in a dynamic situation, a qu
adratic critenon, function (preference function) under linear constraints when 
uncertainties are involved, the rules of which were discovered by E. 
Bowman, C. C. Holt, F. Modigliani, J. F . IVIuth, H. A. Simon, C. von de 
Panne, P. Bosje and H. Theil.

For the solution of dynamic linear decision problems, it is also indicated 
that the first-period certainty equivalence theorem is the cornerstone of the 
first-period decisions of the optimal strategy.

The author thinks that practical importance of linear decision rules for

3

firm’s business policies consists in dynamic approach rather than in static 
one. . ,

Therefore, finally in order that decision theory has much more applica- 
bility to business problems, he insists that it should be contemplated whether 
or not we could infer uncertainties on the structual coefficients of the 
policy model, given the past available informations on them and, if so, how 
much we could reasonably -manage them.
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