Econ 263: Behavioral Game Theory

FALL 2016

Instructor: Isabel Trevino, itrevino@ucsd.edu, Economics 225.

Time and location: Monday 4 pm — 6:50 pm, Econ 200.

Office hours: By appointment.

Description of the course

This class is intended to give students an introduction to the study of strategic interaction through a
behavioral lens. We will review game theory experiments and analyze which theoretical predictions are
validated and which are violated in practice. We will characterize the systematic violations of the theory
that come from experiments and study how these behavioral regularities can be incorporated into new
equilibrium concepts.

Most of the experimental evidence that we will review will be based on laboratory studies. The reason for
this is that the laboratory offers a controlled environment that allows the researcher to observe (and
control) the information sets of subjects and to give structure to some of the subtleties that affect
strategic interactions.

The main objective of the class is to encourage students to think about research ideas and to develop one
of these ideas into a formal research proposal by the end of the quarter.

This class is part of a sequence on behavioral economics (the other two classes being taught by Jim
Andreoni and Charlie Sprenger). Charlie’s class (focusing on behavioral aspects of individual decision
making) is also being taught this quarter and you are encouraged to take it concurrently to have a broader
perspective of behavioral economics.

In each class one of you will present an experimental game theory paper related to the topics we will be
studying. You can choose the paper or you can come to me for suggestions. Plan for a 30 minute
presentation. The point of these presentations is to encourage a discussion and to be critical about the
work of others.

Since the purpose of the class is for you to start thinking about research, the discussions in class are very
important to clarify the material that is presented but also to think about new possible avenues of
investigation within each topic.

You are expected to turn in a research proposal at the end of the course. The proposal should be organized
like a grant proposal. You are encouraged to talk to your classmates about your research ideas and present
your research proposal in groups of 2 (max). On the last class (November 28) you will have 25 min to
present your research project to the class. The idea is to get feedback from your classmates and from
myself. You will incorporate any useful feedback you get into a written research proposal that you will
hand in to me the day that the final exam is scheduled. If you choose to work with a classmate on your
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project, you will only have one presentation and one written proposal for both of you. There is no
minimum length for the research proposal, just write as many or as few pages needed for you to convey:

e Aclear research question (with motivation, methodology).
e Areview of the existing literature, stating clearly what your contribution would be.
e Your research plan.

The research plan: Behavioral economics is composed by both empirical and theoretical papers. You
can choose to write a theoretical or an empirical paper, or a combination of both theory and evidence.
Don’t forget that, whether you choose to work on an empirical or a theoretical project, it is important
to view your contribution for both types of literature (i.e. theory that is motivated by empirical
irregularities, or empirical work that is testing theory). The research plan that you have to develop on
your written proposals will depend on whether you are planning to do theory or data work. Depending
on what you choose, | expect the following:

e Theory: You need to set up a formal model designed to answer your research question. You
should provide at least a full solution to the model (in terms of equilibrium / optimal
allocations) and explain how you will perform the rest of the analysis.

e Empirical work (typically experimental): Develop an experimental design to test the
hypotheses that will answer your research question. The design must be very well thought of.
Give detailed explanations of the different treatments, incentive schemes, etc. that will
conform your experiment. Provide a description of a typical session. Explain what would be
the output (in terms of raw data) and how you will analyze the data to answer your research
question.

Pre-requisites and fields

You must have taken the entire Ph.D. microeconomics core in the department. This course counts towards
the Behavioral/Experimental field, as well as to the Microeconomics field, but cannot be double counted.

Grading

Your final grade will be composed by:

50%: Written research proposal (due on the date of the final) — individual or in pairs
20%: Presentation of research project (Nov. 28) —individual or in pairs

15%: Participation in class discussions — individual

15%: Presentation of paper in class — individual

Topics



Equilibrium selection in coordination games (complete and incomplete information)
Auctions

Alternative models of equilibrium: QRE, level-k, cursed equilibrium

Applications to finance: Contagion, bubbles, and financial speculation
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