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Course description

The dominant approach in mainstream economics is based on the neoclassical paradigm, dealing with
rational economic agents who have an adequate worldview, stable preferences and always make optimal
decisions. However, well documented systematic deviations from rationality call into question
universality of this method. “Behavioral Economics” is a relatively new field that that suggests an
alternative to the fully rational economics. A unifying feature of the different research programs
associated with it is an attempt to bring psychological realism to economic analysis. Some contributions,
mostly the earlier ones, focus on documenting the systematic departures of the actual human behavior
from the one predicted by mainstream economic models. Others incorporate more realistic,
psychologically grounded assumptions into economic models to investigate their implications. Yet
others are interested in explaining seemingly irrational behavior using tools of economics and game
theory with some minor departures from conventional assumptions.

This course covers main topics - both theoretical and empirical- of behavioral economics. The primary
focus will be on the use of behavioral economics models to explain real life phenomena. It consists from

14 lectures and 6 seminars.

Taking the course would allow the students to broaden their overview in economics, show new venues
for research and, optimistically, help to avoid some behavioral traps in life.

Course requirements, grading, and attendance policies

Prerequisites: Micro 1-5, Econometrics 1-2.
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Final grade is based on two problem sets, a team project (essay based on academic paper with substantial
value added, presentation of the essay) and a written final exam. Make up will be held in written form
too.

Grading: written essay (20%), presentation of the essay (20%), evaluation of peers’ presentations (10%),
two problem sets (10% each), final exam (30%). The format of retake is the same as that of the final test.

To pass the course, one should score at least 30 points (out of 100) for the exam and at least 40 (out of
100) points for the essay and 40 (out of 100) points for the presentation.

Essay is to be based on a paper chosen by the student from a suggested list of papers (that will be
distributed, as well as detailed guidelines). Essay is to be written by a team of 2-3 students. The essay
should briefly communicate the main ideas and results (with intuition) of the paper it is based on, report
a constructive critique of the paper and, importantly, contain a brief original extension done by the team.
Normally the essay should be 5-15 pages long.

Presentation is to be prepared in the same teams; each team member must take part in the presentation.

Each student will be required to take part in evaluating two peers’ presentations, which includes asking
the presenters at least one question and submitting a very short summary of key take-aways from the
presentation along with the list of questions. At least one of the evaluated presentations should take place
in the date different from when one’s own presentation is delivered.

Course contents

The course will cover several key topics in behavioral economics, such as reference dependent
utilities, different types of reference points, time inconsistency, projection bias, incorrect beliefs etc.

Part 1. Evgeny Yakovlev

Lectures 1-2 . Short Introduction. Time inconsistency
Introduction to mispredicting preferences

Misprediction of future utility: principles and evidence
Misprediction of future utility: modeling and applications

Lectures 3-4: Time inconsistency

Principles of present-biased preferences and procrastination
Introduction to biases in judgment and quasi-Bayesian models
Empirical papers on present-biased preferences

Lecture 5-6. Social Preferences
Introduction to social inference and non-inference
Reciprocal preferences, self-image, social image

Lecture 7. Focusing and bracketing effects
Focusing and bracketing effects
Context effects and choice-set-dependent distortions
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Part 2. Anton Suvorov
Lectures 8-9. Reference dependent preferences, endowment effect

Introduction to reference dependence and prospect theory
Endowment effect
Reference dependence under rational expectations; personal equilibrium

Lectures 10-11. Belief-based preferences, biased worldviews
Cognitive dissonance and it economic consequences
Anticipatory utility and ego utility, overconfidence
Overconfidence and self-control

Lecture 12. Image concerns
Image concerns and prosocial attitudes
Effectiveness of incentives in the presence of image concerns

Lecture 13-14. Intrinsic motivation. Incentives in the presence of intrinsic motivation
Image concerns and prosocial attitudes

Sample tasks for course evaluation

TASK 1

Bbparbs Ilets, Bans u Anapeit XoasaT B KMHO 110 cy00oTaM. Y HHUX €CTh IGHBI'M TOJBKO Ha 4 GuiibMa U3
MIATH KOTOPBIE MTOKA3BIBAIOT B 3TOM MeECSIIE (TaK YK MOJYyYHUIIOCh UTO B ’TOM MECSIIE MATh cy600T). Y
HUX OJMHAKOBBIE TIOJIE3HOCTH OT (PUIILMOB KOTOpPbIE MpPECTaBlIeHbI B Tabnuie. Bee umeror
noneznoctd Uy = u+ B Y (0.9999 ) ' u i .

[Ters time consistent, Bans sophisticated time inconsistent ( f = f* =1/2 ) u Anapeii naive time
inconsistent ( f =1/2, B *=1).

B pemenun moxete 3ameHaTh 6 =0.9999 Ha d =1 koraa 3To He MPUHIMITHAIIBHO.

[Tone3HoCTH OT MOXO/I0B B KHHO CIICAYIOIIHE
s cy66oTa 3

25 cyb06oTa 3

3s cy60oTa 5

45 cy66oTa 8

5st cy60oTa 13

a) B xaxoii nenp [lets He moliaeT B KUHO?
b) B xakoii nenb Bans He noligeT B KUHO?
¢) B xakoii nenp AHapei He TOWAET B KHHO?
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TASK 2

Ons uaeT mokymnath Ha peIHOK Ty(hy. OHa 0’KHMIaeT YTO Ha PHIHKE BO3MOXHBI J1B€ 1IeHbI (p 1=4,p h
=10 ), BepositHoCcTh Pr( p=p_h )=0.5 . Onuna nonesnocts u( cl,c2;rl,r2 )=vel+n( v( cl-rl ) )-c2+n(
r2- ¢2) . 3nech ¢l Tydmm (1 ecnmu kynwa, 0 ecniu Het) , ¢2 AeHbru. Gain-loss mone3nocts n(x)=x for
x>0 and n(x)= A x for x<0 . Ilernocts Tydens v paBHa 12 .

Reference Points- ee ooxcuoanus 0OTHOCUTEIIBHO KOJTMYECTBA ICHET KOTOPHIE OH MOTPATUT U Ty(deb
KOTOpBIE OHA KYTIUT.

a) [Tyctsb loss aversion A =1 . Kak ce6st Oyzet Bectu O KOraa NpuaeT Ha PIHOK?

Hanee mycts A =2 .

b) OnummmTe camonoaaepKuBaroIiie (paBHOBECHBIE) cTparerun Omu.

Course materials

Lecture Slides
Lecture notes (when available)
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Camerer, Loewenstein, and Rabin, eds. 2003, ‘‘Advances in Behavioral Economics
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Plus

2% ¢¢
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Rabin, Matthew and Georg Weizsédcker. (2009): “Narrow Bracketing and Dominated Choices,”
American Economic Review, 99 (4): 1508-1543.
Frederick, S., Loewenstein, G. and O’Donoghue, T. (2002), “Time discounting and time preference: A
critical review,” Journal of Economic Literature, 40 (2): 351-401.
O’Donoghue, Ted and M. Rabin. (1999): “Doing it now or later.” American Economic Review, 89(1),
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Academic integrity policy

Cheating, plagiarism, and any other violations of academic ethics at NES are not tolerated.
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