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Joooboooboodddddooooobod
Jooobbooobbodddoooonb b
Joodddddoooboboooooodd

Matthew Rabin in Alfred Marshall Lecture
(Rabin, 2002, p.659)
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Colin F. Camerer in Behavioral Game Theory
(Camerer, 2003, pp.20-21)
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behavioral economics (or psychology and economics)
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In “Behavioral Economics: Past, Present, Future”
(Camerer and Loewenstein, 2004, p.3)
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recent development in behavioral economics
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invited lectures at eswc

» 1985 (Cambridge MA): Experiments (Roth)
» 1995 (Tokyo): Experiments (Hey, Crawford)

» 2000 (Seattle WA): Behavioral economics

> Harris and Laibson,
“Hyperbolic Discounting and Consumption”

> Fehr and Schmidt, “Fairness and Reciprocity”

» 2005 (London): Behavioral economics
> Camerer, “Behavioral Economics”
> Rabin, “Incentives and Self Control”
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a comment from eswc2000

What will be needed for the behavioral
economics revolution to succeed? ... positive
empirical evidence was not really a part of the
takeoff of past revolutions. ... It seems that initial
bursts of applied theory work have transformed
fields and made them accepted long before any
convincing empirical evidence is available. | would
conclude that if behavioral economists want their
revolution to occur, they might be well served to
focus on producing applied theory papers that
economists in various fields will want to teach their
students.

Glenn Ellison in a discussion at eswc2000
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why behavioral contract theory?
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departures from the standard decision making model

1. Caring about changes: loss aversion, endowment
effects, status quo bias
— reference-dependent preferences

2. Caring about others: fairness, altruism, reciprocity
— social preferences

3. Caring about now: dynamic inconsistency, hyperbolic
discounting, self-control

4. Imperfectly known self: self-image, self-esteem.

5. Judgment (formation of beliefs and expectations):
confirmatory bias, gambler’s fallacy
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Kahneman and Tversky (1979)
Tversky and Kahneman (1991)

» 0000 (gain-loss payoff)
z(e | r) = p(v(c) —v(r)) (1)
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modeling reference-dependent preferences

Kdszegi and Rabin (2004)
1. 000000 gain-loss payoff 0 0O 0O 0O 0O O O

u(c | r)=v(c) +z(c | r) =v(c) + u(v(c) — v(r))

v(c) + av(c) —v(r)) ifvic) >vir) (3)
v(c) — adv(r) —v(c)) Ifv(c) < v(r)
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Koszegi and Rabin (2004)
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applied theory: goal setting and incentives
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applied theory: goal setting and incentives
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1. Principal chooses contract and goal.
2. Agent accepts or rejects them.

3. Agent chooses effort.
4. QOutcome realizes and payments are made.
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analysis: optimal contract and goal
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