
The paper titled "Categorization and Coordination," co-authored by the speaker and Nick Green
from Queen Mary University of London, explores how individuals utilize mental categories to make
predictions based on past experiences. It examines the trade-offs between coarse and fine
categorization and investigates when each may be beneficial. Examples include employers
categorizing applicants and equity researchers categorizing firms.

The authors argue that categorization is a decision-making process influenced by previous
encounters, and individuals can employ either coarse or fine categories, impacting their predictions
based on the category averages. The study emphasizes that while fine categorization may minimize
bias in deterministic environments, coarse categorization can be advantageous in stochastic
environments, where noise and sample size play significant roles.

Key findings reveal that coarse categorization may help in minimizing prediction errors when
coordinating with others, especially in noisy contexts. The paper discusses three scenarios:
individual prediction, coordination of predictions, and a combination of both, employing a model that
incorporates game theory and statistical analysis. Through a bias-variance decomposition, the
authors identify factors influencing the effectiveness of categorization and highlight the importance
of the environment's characteristics.

Ultimately, the paper suggests that while coarse categorization has been linked to biases, it can also
arise rationally in certain contexts and may provide valuable insights into decision-making biases in
various fields.
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