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Main themes

» |.The neoclassical approach vs. the behavioral approach

- The empirical facts from the lab and the field

- Competing theories: different predictions, sometimes same predictions (strategic
complementary and substltutei))

- Making better decisions: default, cooling-off, experience, competition, let others
decide for you, team decision, commitment, ...

» 2. Doing theory: axiomatization, adding more parameters, adding psychological
motivations, new utility functions, new equilibrium

* 3. Doing empirics

- Lab experiment: between-subject design, within-subject design

- Field experiment: artefactual, framed, and natural field experiment

- Natural experiment: instrumental variable, DID, regression discontinuity



s wl,';,\aw redation on the set of altetnatives X, ulouM e comfan‘seu of pecite of altervatines x4 € X,

COM: Vx,ye X, we hare tat X 74 oF Ypx.
TRA: Vxiglex, we hant ot if X 2Y and 410G ton 1% ] }@
COIVr

WARP: If x is vtk diosen when Y is ownilable , theu Haere wun be no budget sek coutuining %, g o ubdh Y i chosen but x i3 net.
A If x el <A and xeCA), Hon xe CB) 4

Choice Theory under Certainty

* |.Preference-based approach

Axioms: completeness (COM), transitivity (TRA), continuity (CON),
Utility representation theorems: vx yex, « 7 4 e wx) 7 wy).

- X is finite, COM + TRA
- X is a general set, COM + TRA + CON
* 2. Choice-based approach:WARRP IIA (Property a), GARP

e 3. Behavioral facts
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Probabilistic Judgment
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* |.Probability theory: Bayesian theorem, law of large number, ...
~* 2. Heuristics and biases (Tversky and Kahneman, 1974) **

- System | and 2 Aexgjtiete the tnwodl pribability. v i apbiacte.

- Representativeness: law of small numbers, conjunction fallacy, disjunction fallacy,
base-rate neglect § PLAARY < Pua) | ovatestimete

- Availability

- Anchoring %k,

» 3. Overconfidence
e overestimate one’s ability (over-optimism) e teal ptformane is liwet Han the ostimotion,
» overestimate the precision of one’s estimates (over-precision) wufidue istervals 4w nattow,

e 4. Prediction market : Hu wisdwn of 4 towoled.
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Choice under Risk and Uncertainty
« |. Expected utility

- Axioms: COM, TRA, CON, Independence (IND), on the Iottef;y space L

- Expected Utility Theorem: v L=(f, - p> and Lol t0>, Ly L' Hf Z apa ﬁ Una  (M=1,3,0, A0
o+ 2. Prospect theory (Kahneman and Tversky, I979) o

- Value function: reference dependence, diminishing sensitivity, loss aversion
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* Gender gap in wage and leadership s8s auetse 4o fudvad.

» Discrimination, ability differences, preference for competition
* Niederle and Vesterlund (2007): main design
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* Hyperbolic discounting
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o Quasi-hyperbolic discounting:

o Uy= uy + Bou, + fé%*u, + B&3uz + -+ = W
4 Application: O’Donoghue and Rabin (1999) **

» TC, Naifs, Sophisticates: real behavior vs. planned behavior
* Immediate costs, Immediate rewards  coplictiates act before anifs. . long tun Gokility v, ot fun wkitity
* Gul & Pesendorfer (2001) model: set betweenness axiom uid)= %2 [um wuin] - 423 v

* Commitment devices:Wertenbroch and Ariely (2002) homework assignments

* Projection bias: Chang, Huang, and Wang (2018) insurance purchase #'##y Toys & =das
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Social preferences

» Games: dictator, ultimatum, trust, public goods, gift exchange

a5 Fehr and Schmidt (1999): inequality aversion **
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Limited Strategic [ hinking

* Mixed strategy equilibrium: proposition

s » Level-k and cognitive hierarchy model: best response, non-
equilibrium ** . no motusl wnsistony botwen helief and avkion.

@ee) * Quantal response equilibrium: better response with noise, equilibrium

* Applications A QPG o7 is  fired point of to wapply THT®)= o Thoet s o adl playets aud strwtegies, Gro (i (o)

o * Beauty contest game
* Coordination game
* Market entry game
» Matching penny game, hide and seek game
* Penalty kick in football
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xperimental Design

* Potential outcome framework and ATE Ate=ECYind-£0%] 2 ELTi05[T=1] ~ELYi0)( T=0].

e Randomization

« completely randomization, factorial design, block design, within-subject design,
crossover design The dqniticane (wel (Type-I etror)

e level of randomization The prwar of the test (Type~T 2prop),

. The, wiwimal debetable effect iz
* Power analysis &
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* Replication crisis S



