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The Promise of Behavioral Economics:   
Behavioral economics is at an exciting time in its development.  Behavioral economics is going mainstream and is in the process of transforming the study of economics.  We are learning why and how humans are not economically rational (at least not most of the time).  But we are also learning how to “nudge” people toward behavior that is in their best interests.  Economists are no longer simply accepting the received dogma regarding markets and economic behavior but are doing experiments to learn about it.  In finance also, the received wisdom of efficient financial markets is breaking down partly due to the recent recession/crisis and partly due to the work of behavioral finance practitioners.  This seminar provides an introduction to some of the most important and best articulated thinking of leading authors in behavioral economics and finance.  The content of the course is economics (along with some finance) combined with psychology and other social science disciplines.

Course Objectives:
By the end of the semester, students should be able to:

· Identify and explain about some of the ways in which human decision making is generally not economically rational.

· Explain how government policy might be improved using behavioral economic insights.
· Explain how experimental methods have contributed to economics.

· Explain how behavioral economic insights are necessary to understand stock market behavior.

· Explain how investment in intangible forms of capital can help remedy human irrationality and inefficiency.

· Explain about the overall importance of behavioral economics to the discipline of economics.
Special Features of Course:

     To the extent possible, this course will be run as a seminar.  This means practically no lectures.  It means reliance on student-led discussions of assigned readings and a high level of student participation in class.  Class time should be devoted to clarifying and gaining better understanding of the readings as well as discussing important issues. For this high degree of student participation to result in a high quality educational experience, students must become responsible for their education and committed to the goals of the course.  Ultimately, I am responsible for the quality of the educational experience in this course.  Thus, my most important role is that of coach, and I intend to be supportive, facilitative, prodding, etc. depending on the help that students need to meet their responsibilities. 

The discussions will be supplemented with videos on pertinent behavioral economic topics.
Grading Policy:

     Two Take-Home Exams       50%

     Term Paper                    
   25%

     Class Participation           
   25%

Term Paper:

     The term paper allows students an opportunity to develop in-depth knowledge of an aspect of behavioral economics that is of special interest.  It is suggested, but not required, that students discuss their topics with me before completion of the paper.  The term paper is due April 29.  The paper should be about 10 pages long, i.e. between 8 and 12 pages.

Attendance Policy: Students are expected to attend all classes.  Students are responsible for all work covered in class and for completing all course assignments.  In the case of students who have excessively high unexcused absences, these absences will be reported to the Dean of the School of Business.

Academic Integrity: Students are expected to adhere to Manhattan College’s high standards with respect to honesty on exams, term papers, and other phases of course work.  See Manhattan College’s Student Handbook.

Course Outline
(Note:  This outline serves as a general guide to the course.  It is likely that we will cover a few items not on the list, and maybe not cover an item or two on the list.
Decision Making:  Why and How Humans Are Not Economically Rational
Dan Ariely.  Predictably Irrational:  The Hidden Forces That Shape Our Decisions.  HarperCollins, 2008.


Introduction, How an Injury Led Me to Irrationality…


Chapter 1, The Truth about Relativity


Chapter 2, Goslings, Anchoring, and Herd Behavior


Chapter 4, Market Norms vs Social Norms


Chapter 13, Free Lunches, Irrationality, and Behavioral Economics
Daniel Kahneman, Jack Knetsch, and Richard Thaler. “The Endowment Effect, Loss Aversion, and Status Quo Bias,” Journal of Economic Perspectives, 3(1), Winter 1991, 193-206.
Nudging:  Can Public Policy Be More Rational?
Richard Thaler and Cass Sunstein.  Nudge:  Improving Decisions About Health, Wealth, and Happiness.  Yale University Press, 2008. 


Introduction


Chapter 1, Biases and Blunders


Chapter 2, Resisting Temptation


Chapter 4, When Do We Need a Nudge


Chapter 18, The Real Third Way

Bounded Rationality:  A Broad Perspective on Decision Making
Herbert Simon.  Reason in Human Affairs.  Stanford University Press, 1983, 3-35.

The Irrationality of Addictive Behavior
John Tomer.  “Addictions Are Not Rational: A Socio-Economic Model of Addictive Behavior,” Journal of Socio-Economics, 30 (3), 2001, 243-261.

Experimental Economics:  How Do People Actually Behave?
Ananish Chaudhuri.  Experiments in Economics:  Playing Fair with Money.  Routledge, 2009,


Chapter 1, Introduction


Chapter 2, The Ultimatum Game

Finding Surprising Answers Using Data and Good Questioning
Steven Levitt and Stephen Dubner.  Freakonomics:  A Rogue Economist Explores the Hidden Side of Everything.  William Morrow, 2005.


Chapter 1, What Do Schoolteachers and Sumo-Wrestlers Have in Common
Do Behavioral Insights Make a Difference for Macroeconomics?
George Akerlof.  “Behavioral Macroeconmics and Macroeconomic Behavior,” American Economic Review, 92(3), June 2002, 411-433.

Behavioral Finance:  Do Behavioral Insights Help Us Understand the Stock Market?
Robert Shiller.  Irrational Exuberance.  2d Edition.  Currency/Doubleday, 2005.


Preface


Chapter 1, The Stock Market in Historical Perspective


Chapter 8, Psychological Anchors for the Market


Chapter 9, Herd Behavior and Epidemics


Chapter 10, Efficient Markets, Random Walks, and Bubbles
X-Efficiency Theory:  Business Inefficiency as the Usual State of Affairs

Harvey Leibenstein. “X-Efficiency:  From Concept to Theory,” Challenge, Sept./Oct. 1979, 13-22.

Intangible Capital:  Developing Human Capacities to Improve Rationality and Decrease Inefficiency
John Tomer.  “Organizational Capital and Personal Capital:  The Role of Intangible Capital Formation in the Economy,” Chapter 13 in M. Altman.  Ed.  Handbook of Contemporary Behavioral Economics:  Foundations and Developments.  M.E. Sharpe, 2006.

Happiness
John Tomer.  “Enduring Happiness:  Integrating the Hedonic and Eudaimonic Approaches,” unpublished manuscript.
Brain Physiology and Behavioral Economics
Gerald Cory.  “Physiology and Behavioral Economics:  The New Findings from Evolutionary Neuroscience,” in Morris Altman.  Editor.  Handbook of Contemporary Behavioral Economics.  M.E. Sharpe, 2006.

Emotions and Economic Behavior
George Loewenstein.  “Emotions in Economic Theory and Economic Behavior,” American Economic Review, 90(2), May, 2000, 426-432.

Dan Ariely and George Loewenstein, “The Heat of the Moment:  The Effect of Sexual Arousal on Sexual Decision Making,”  Journal of Behavioral Decision Making, 19, 2006, 87-98.
Fairness and Economic Behavior
Daniel Kahneman, Jack Knetsch, and Richard Thaler, “Fairness as a Constraint on Profit Seeking:  Entitlements in the Market,” in Colin Camerer, George Loewenstein, and Matthew Rabin.  Editors.  Advances in Behavioral Economics.  Princeton University Press, 2004.
A Sampling of Related Behavioral Economic Readings

X-Efficiency Theory, Harvey Leibenstein
John Tomer, “Leibenstein, Harvey,” in G. Hodgson, W. Samuels, and M. Tool.  Eds.  The Elgar Companion to Institutional and Evolutionary Economics, L-Z.  Edward Elgar, 1994, 12-15.

Behavioral Economics, Overview
John Tomer, “What Is Behavioral Economics?,” Journal of Socio-Economics, 36(3), June 2007, 463-479.

Colin Camerer and George Loewenstein.  “Behavioral Economics:  Past, Present, and Future,” in Colin Camerer, George Loewenstein, and Matthew Rabin.  Advances in Behavioral Economics.  Princeton University Press, 2004.

Morris Altman.  Ed.  Handbook of Contemporary Behavioral Economics:  Foundations and Developments.  M.E. Sharpe, 2006.
Bruno Frey and Alois Stutzer.  Editors.  Economics and Psychology:  A Promising New Cross-Disciplinary Field.  MIT Press, 2007.
Bounded Rationality
Herbert Simon.  “Rationality as Process and as Product of Thought,” American Economic Review, 68(2), May, 1978, 1-16.
Behavioral Finance
Hersh Shefrin. Beyond Greed and Fear:  Understanding Behavioral Finance and the Psychology of Investing.  Oxford University Press, 2007.

Thomas Zaleskiewicz.  “Behavioral Finance,” Chapter 36 in M. Altman.  Ed.  Handbook…

Psychological Economics
Daniel Kahneman and Amos Tversky.  “Prospect Theory:  An Analysis of Decision Under Risk,” Econometrica, 47, 263-91.

Amos Tversky and Daniel Kahneman, “Judgment under Uncertainty:  Heuristics and Biases,” Science, 185(4157), September 27, 1974, 1124-1131.

Intangible Capital

John Tomer.  Organizational Capital:  The Path to Higher Productivity and Well-Being.  Praeger, 1987.

John Tomer.  The Human Firm:  A Socio-Economic Analysis of its Behavior and Potential in a New Economic Age.  Routledge, 1999.

John Tomer.  Intangible Capital:  It’s Contribution to Economic Growth, Well-Being, and Rationality.  Edward Elgar,  2008.
Experimental Economics
Vernon Smith. “Theory, Experiment and Economics,” Journal of Economic Perspectives, 3(1), Winter 1989, 151-169

Behavioral Economics and Emotion
Dan Ariely and George Loewenstein.  “The Heat of the Moment:  The Effect of Sexual Arousal on Sexual Decisionmaking,” Journal of Behavioral Decision Making, 2006.

Neuroeconomics
Paul Glimcher, Colin Camerer, Russell Poldrack, and Ernst Fehr.  Editors.  Neuroeconomics:  Decision Making and the Brain.  Academic Press, 2008.

Colin Camerer, George Loewenstein, and Drazen Prelec.  “Neuroeconomics:  How Neuroscience Can Inform Economics,” Journal of Economic Literature, 43(1), March 2005, 9-64.
Behavioral Economics, Reference
Nick Wilkinson.  An Introduction to Behavioral Economics.  Palgrave, 2008.

Happiness
Richard Layard.  Happiness:  Lessons from a New Science.  Penguin, 2005.
The Future of Behavioral Economics
Richard Thaler. “From Homo Economicus to Homo Sapiens,” Journal of Economic Perspectives, 14(1), Winter 2000, 133-141.

