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Standard economic models usually assume that agents are perfectly rational. In many cases, however, experimental evidence
suggests that such assumptions might not be valid. In Behavioral Economics, some assumptions from standard models are
replaced by alternative assumptions based on Psychological research. The goal then is to understand how behavioral biases affect
individual behavior, and what are the implications of such behavioral biases for the workings of markets and policy. It is important
to note that we continue to employ mainstream economic methods. We just incorporate in the models assumptions that are more
in line with the experimental evidence. As emphasized by Rabin (2002), “/...] this research is not an alternative to the economic
research program into which we were all socialized in graduate school, but the natural continuation of this research program.”
In this course, we will cover (1) experimental evidence on behavioral biases, (2) how such behavioral biases affect individual
decision making, (3) how such behavioral biases affect the workings of markets and policy, and (4) empirical evidence that such
behavioral biases are relevant in the field.
The topics that will be covered are:

1. Prospect theory, Framing, and Mental Accounting

2. Self-control and time inconsistency

3. Social preferences

4. Non-standard beliefs

5. Non-standard decision making

6. Formation of preferences and norms

7. Behavioral Development Economics
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