Econ 142 - Behavioral Economics

Fall 2015

Instructor: Isabel Trevino

Email: itrevino@ucsd.edu

Office: Department of Economic, room 225.
Time and location: M W 5 pm — 6:20 pm, Sequoyah Hall 148.

Office hours: Wednesday, 4 pm -5 pm.

Course description:

This class is intended to give students a broad introduction to Behavioral Economics (also referred to as
Psychology and Economics). This is a relatively new area of research that incorporates psychological
findings into economic models. Some of the main assumptions of standard economic models are that
agents are rational, they act based on self-interest, and behave consistently over time. There is a body of
evidence (initially coming from psychology) that shows that human beings do not exhibit the rationality
that the models require and tend to care about others. In this class we will study the evidence against
certain common assumptions of standard economic models, and the way in which this evidence has been
incorporated into new economic models.

The applications of Behavioral Economics are many. The topics in this syllabus are more than what we will
be able to cover, with the idea that we can choose together the direction of the course. For example, you
might prefer to spend more time studying topics in behavioral finance to learn how the stock market
overreacts to certain types of information, or to study the problem of individual self-control and the need
to set commitment devices and deadlines.

In a typical class, we will discuss the empirical evidence (coming from experiments in economics or
psychology) that shows some irregularity in behavior that does not conform to typical economic
assumptions. We will discuss this evidence and then study how economists have incorporated these
findings to write more realistic models of human behavior.

Because Behavioral Economics is a relatively new area of study, there are no undergraduate-level text
books. Before each class, | will provide you with a set of assigned readings for the next class and you are
expected to read these before the class. You will have to read some research papers that are published in
specialized economics journals. Since the level of these papers is sometimes too advanced, | will tell you
beforehand which sections to read and which to skip. | am not assuming that you are mathematicians,
but | do assume that you understand and have worked with models of game theory and intermediate
microeconomics, and that you feel comfortable with concepts in probability, statistics and econometrics.

Given the nature of this class (and the size), participation in class is very important.
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Homework assignments:

There will be two reading assignments where you will have to turn in an analytical summary of the reading
required for the class. These are not meant to just summarize the text, but to provide a critical view of
the reading. You should form an opinion about the text and justify it (there are no right or wrong opinions,
as long as they are justified). This are individual assignments, so you cannot submit the same summary as
another classmate. If you do, then the grade of the assignment will be equally split among the students
who submitted the same summary. These summaries should be 1-3 pages long.

Grades:

30%: Final exam (Thursday, December 10: 7 pm — 10 pm)
30%: Midterm (Monday, November 2 during class)

20%: 2 reading assignments

20%: Participation in class discussion

Topics
0. Introduction to Behavioral Economics

Preface in “Choices, Values and Frames”, D Kahneman and A. Tversky (eds.). 2000. Cambridge
University Press.

Chapter 1 in “Advances in Behavioral Economics”, C Camerer, G Loewenstein and M Rabin (eds.).
2004. Princeton University Press.

Rabin, M. 1998. “Economics and Psychology” Journal of Economic Literature, 36(1).

DellaVigna, S. 2009. “Psychology and Economics: Evidence from the Field” Journal of Economic
Literature, 47(2).

Social preferences

Time inconsistency

Heuristics and biases: Behavioral finance
Prospect theory

PWNPRE

Administrative issues

1. If you have a documented disability, please come to talk to me as soon as possible so that | can
make suitable accommodations for you. If you believe that you have a disability and desire
accommodation, please register with the Office for Students with Disabilities.



Students found guilty of academic dishonesty will earn a failing grade for the course. In addition,
the Council of Deans of Student Affairs will impose a disciplinary penalty.

If you need to miss the midterm for a verifiable medical/legal/sports reason, your midterm grade
will be the grade you obtain on the final. Failure to notify me promptly that you will miss the
midterms will results in a zero grade for that midterm. Unexcused absences will also result in a
zero.

If you arrive late to an exam, | will allow you to take the exam in the time that remains as long as
no one has turned in his/her exam and left the room. Once a classmate has turned in his/her
exam, you will earn a zero on that test if you arrive late.

After the university add deadline, students with extraordinary circumstances or with
documentation of a university error may petition the Department of Economics to add courses.
Extraordinary circumstances do not include: not being added to the course from the waitlist,
forgetting to add a course, etc. Students with extraordinary circumstances may submit a
completed petition, with a written explanation (and documentation, if applicable) to Sequoyah
Hall, room 245.
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Bolton GE and A Ockenfels. 2000. A theory of equity, reciprocity, and competition. American
Economic Review 90(1): 166-193.
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charitable giving. The Quarterly Journal of Economics 127(1): 1-56.
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Rabin M. 1993. Incorporating Fairness into Game Theory and Economics. American Economic
Review 83(5): 2181-1302.

Roth AE, Prasnikar V, Okuno-Fujiwara M and Zamir S. 1991. Bargaining and Market Behavior in
Jerusalem, Ljubljana, Pittsburgh, and Tokyo: An Experimental Study. American Economic Review
81: 1068-1095.



2. Time inconsistency
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Pre-Commitment. Psychological Science 13(3): 219-224.
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96(3): 694-719.
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3. Prospect theory



Camerer C. 2000. Prospect Theory in the Wild: Evidence from the Field. Ch. 16 in D Kahneman and
A Tversky, eds., Choices, Values, and Frames.
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Economics 121(4): 1133-1165.
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97(4): 1047-1073.
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Econometrica 72(2): 615—625.
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Thaler, RH. 1980. Toward a Positive Theory of Consumer Choice. Journal of Economic Behavior
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Economics 49(3): 307-343.


http://faculty.haas.berkeley.edu/odean/Papers%20current%20versions/Individual_Investor_Performance_Final.pdf
http://faculty.haas.berkeley.edu/odean/Papers%20current%20versions/Individual_Investor_Performance_Final.pdf

Barberis N and R Thaler. 2003. A Survey of Behavioral Finance. Handbook of Economics and
Finance 1(18): 1053-1128.
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own incompetence lead to inflated self-assessments. Journal of Personality and Social Psychology
77(6): 1121-1134.
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