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Black Box in Decision-making: A New Guesson Moder n Theory of I nvestor ’'sDeci-
gon

Ding Zhiguo, Su Zhi, Du Xiaoyu, LI Xiaozhou
Abstract: In modern finance, therearetwo inconsistent sandpoints for investor’'s decision mechanism. Based on
rational expectation, the traditional finance takes information as the foundation of the investor’s decid on-making, but
garting from irrational behavior, the behavioral finance concludes that, bed des information, psychological and emo-

tional factors also determined theinvestor’s decision. Relyingon the Prospect Theory, this pape analyzed the coexist-
enceof investor's rational and irrational decision, and thinks that acknowl edgement for the exi stence of rational choice
gives anindication of the acquiescence for investor’sirrational decison. In our conclusons, the invesor’s decison
makingis apsychological process which has ablack box init, and, the emotion of investor along with the difficulty of
cdlecting and managi ng information determines that the foundation of decision-meking is rational or not. In other word,
theinvestor will have different judgement in the distingui shing status of market, which makes the securities equilibrium
price behave differently, and the Law of Large Numbers of all investors will decide what will be embodied in the

equilibrium price.

Key Words Decidon-making; Rational; Irrational; Black Box; Law of Large Numbers (LLN)
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