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L heuristic, 441-442
“acquire a company” game, 333
“out of Africa” theory, 124

accounting, financial mental,
444
accounting, mental
application in, 446448
consumption choices, 446-448
features, 435-436
properties, 445-446
prospect theory, and, 448-449
Thaler’s definition, 443
accounts, mental
black, in, 436
properties, 445-448
red, in, 436
acquisition utility
definition, 435
equation, 442
action, privately optimal, 111
action, socially optimal, 111
add-on
definition, 550
overlooking, 550-551
affect heuristic, 425-426
agent-based models, 586587
Akerlof-Shiller model
critique, 547-548
government regulation, sound,
547
overview, 514
phishing definition, 546
preference types, 547
Allais paradox
common consequence violation, as,
565-567
importance, 33
testing utility function, expected,
under, 42-43
see also common consequence
violation

662

Allais, Maurice, 33
altruism, 120, 142
see also conditional cooperators
altruism, pure, 93-94
altruism, reciprocal, 284
altruism, universal, 319
ambiguity aversion, 82
ambiguity seeking, 83
ambiguity under utility function,
expected, 31, 36
American exceptionalism hypothesis,
163
anchoring heuristic, 409-410, 439
anchoring index, 410
anti-paternalism, 615
apologies in game theory, neoclassical
definition, 136
effectiveness of, 137-138
types, 137
arbitrageurs, professional, 473-474
arbitrageurs, rational, 472
artefactual field experiments see lab
experiments
aspiration adaptation
application, 467
definition, 205-206, 436
evidence, 467
prisoner’s dilemma game, in, 465-467
asset pricing model, capital, 478-479
asymptotic stability, 353-355
asymptotically stable steady state, 350
ATE see average treatment effect
attention, bottom up, 559
attention, limited
deadweight cost analysis, 639-640
effects, 550
efficiency cost analysis, 636
evidence, 392-394
models, 569-573
tax incidence, 644647
attention, unlimited, 645-646
attribute substitution, 426

attribute, shrouded, 639
auction design, 331-332
auction experiments, double, 515,
596-599
auction mechanism, double,
596-598
auctioner, Walrasian, 515, 592-593
see also market improvement rule
auctions, common value, 331
availability cascade, 411
availability heuristic, 410-411, 439
average treatments effects, 12
awareness of future self-control
problems
commitment device, 229, 246-249
degrees, 200, 230-231
evidence, 231-232
inconsistent time preferences,
245-246
internalities, 634
lack of, 204
naif, 242-243
procrastination and preparation,
237-243
procrastination effects, 244-245
rationality under risk axioms,
390-392
solution strategies, 251-253
sophisticate, 243
see also multiple selves
axiom of generalized revealed
preference, 613
axiom, best and worst, 47

bargaining impasse, 114-115, 342
bargaining solution

conditions, 334

independence of irrelevant outcomes,

335

independence of utility units

Pareto optimality, 334

symmetry, 334-335
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bargaining, alternating offers
mouselab software method testing,
339-341
overview, 337-338
base rate neglect, 417-422
battle of sexes game
coordination failure, 291-292
replicator dynamics, 350352
steady state, 350-352
Bayes’ Law, 417419
behavior patterns, complex aggregate,
573
behavior, emergent, 573
behavioral economics
approach, 4
definition, 3
development, 4
misconceptions, 18-19
nudges, 19
retirement savings approach, 458-459
see also nudging
behavioral finance, 75-76
behavioral industrial organization
add-ons overlooking explanation,
550-551
literature themes, 509
see also Akerlof-Shiller model
see also attention, limited
belief management, optimal, 397
benefit, hedonic, 450-453
benefit, marginal private, 650
benefit, marginal social, 650
bias, cognitive, 427-430
bias, managerial, 396, 483-484
bias, self-serving, 342
bonus contract
evidence, 177
preferences, self-regarding, under,
167-171
broad bracketing, 440441

Cantril ladder, 539
CAPM see pricing model, capital asset
centipede game
induction solution, backward, 281
representation, 277-278
rules, 277-278
strategies, 278
certainty equivalent, 40-41, 391
CH model see cognitive hierarchy model
Chamberlain’s market experiments,
594-596
Charness—Rabin model, 150-151

choice overload hypothesis, 390
choices over menu, 245-246
Coase, Roland, 114, 115, 293
cognitive hierarchy model

market entry game, in, 305-306

overview, 303-305

predictions, behavioral, 306
cognitive reflection test, 427-430
commitment strategies, 200
common consequence effect, 565-567
common consequence violation

Allais paradox as, 565-567

definition, 564-565

utility theory, expected, under, 565
common-ratio form, 43

see also Allais paradox
commons

definition, 111

management, voluntary, 115

resources, 112

tragedy of, 113
communication, one-way, 293
communication, two-way, 294
competitive general equilibrium,

574

complexity economics

agent-based models, 586587

assumptions, 573

definition, 574

El Farol problem, 578-580

framework, 509-510, 514
completeness axiom, 45, 47, 212
composite prospect theory, 74
compound lottery, 47
conditional cooperators

definition, 121

reciprocators, strong, comparison

with, 121

conditional reciprocity, 98
confirmation-bias, 422-423, 439
conjunction fallacy heuristic, 415-417
consequence categories, unpredictable

ambiguity, 36-37

risk, 35

uncertainty, subjective, 35-36

uncertainty, true, 37
consequences, unpredictable, 31
conservatism, 419

see also underconfidence
constant sum game, 275
consumer surplus, 641
continental divide game, 286-287
continuity axiom, 46, 47

Index 663

contract, incomplete
definition, 79
evidence, 179-180
firm theory analysis, 174-175
theory, 174
contract, long-term, 180-181
contractarian approach, 629-630
control aversion, 183
cooperation in games, 283, 285, 285-287
coordination failure solution
communication, human, as, 293-294
neoclassical, 293
points, focal, as, 293
social conventions, as, 294
coordination failures
battle of sexes game, in, 291-292
coordination game, in, 292
prisoner’s dilemma game, in, 291-292
public goods game, in, 291
see also coordination failure solution
corporate finance
biases, behavioral, 483-484
definition, 482
see also overconfidence, managerial
correlated equilibrium
constraints, strategic incentive,
324-326
mediator, role in, 323-324
Nash equilibrium, mixed strategy,
comparison with, 327
overview, 322-323
correlated strategies, 322
CRT see cognitive reflection test
cursed equilibrium
degrees of cursedness, 315-317
market for lemons application, 315
Nash equilibrium, perfect Bayesian,
comparison with, 315
overview, 314-315

DARA see risk aversion, decreasing
absolute

deadline effect, 342-343
deadweight cost, taxation, 639-640
deadweight loss

attention analysis, limited, 642-643

consumers, on, 650

sellers, on, 651

tax, distortionary, from, 640
decision maker

characteristics, 39

types, 41, 56
decision maker, risk averse, 41
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decision maker, risk loving, 41
decision weighted utility, 54
decision, overconfident, 395
deductive reasoning, 574
delay-discounting models see utility
model, exponential discounted
demand curve, compensated, 639,
641-642
demand curve, uncompensated, 638
dictator game
objectives, 99
overview, 95
see also ultimatum game
die-cup game
rules, 130
self-report results, 130-131
difference effect, common, 214, 220
discount rates estimation methods
choice lists, 228
convex time budget constraint, 227,
228
revealed preference method, 228
discounting, nonconstant, 204
diversification heuristic, 441-442
diversification, naive, 441
dominance, first order stochastic, 42
DU model see utility model, discounted
Dunning—Krueger effect, 395
duration neglect, 519
DWL see deadweight loss
DWL see decision weighted utility
dynamics, chaotic, 510, 514
dynamics, deterministic, 357
dynamics, stochastic social, 357-359

Easterlin paradox
definition, 513
Kaiser—Vendrik experiment, 523-526
overview, 527-528
variants, 529-533
well-being, self-reported, in, 533-534
see also well-being, subjective, and
income, relation between
Easterlin’s refutation of Gallup World
Poll, 536
ecological validity, 430
economic freedom, 544
EDU model see utility model,
exponential discounted
efficiency cost, taxation
attention analysis, limited, 642-643
explanation, heuristic, 637-639
efficient markets hypothesis

forms, 471
formula, 470-471
refutations, empirical, 475-482
refutations, theoretical, 473-475
see also financial markets
El Farol problem
complexity economics solution,
578-580
game theory, neoclassical, solution,
580
overview, 578-580
Ellsberg paradox, 36, 37, 82-83
EMH see efficient markets hypothesis
empirical expectations, 13, 369-370
employment contract, optimal, 164165
endowment effect, 68
envy, 142
equilibrium, competitive market, 592
equity premium puzzle, 473
equity, reciprocity, and competition
model
application in games, 147-148
problems, 149
use, 142
ERC model see equity, reciprocity, and
competition model
ergodicity
ESS see evolutionary stable strategy
EUT see utility theory, expected
evaluation task, 391
evidence, strength of, 419-420
evidence, weight of, 419-420
evidential reasoning, 268
evolutionary stable strategy
definition, 344
game, symmetric, in, 344-347
Nash equilibria, relationship with,
346-347
strategies, mixed, in, 356-357
strategy profile, 343-344
EWA see learning model, experience
weighted attraction
expected utility theory
Allais paradox testing, 42-43
common consequence violation,
occurrence of, 565
disproval, 31-32
features, 38
incentives, organizational, 77
lottery evaluation, 38
refutation, 58-59
rejection, 33
risk, attitudes to, 40-42

experimental economics, 4
experimenter demand effect, 377
external validity in lab experiments
cooperation rates, 139-141
experimenter demand effect, 138139
external validity, 97
problem, 12
subject pool, 138
trust rates, 140
externalities, negative, 111, 614
externalities, positive, 111
extrinsic incentive

fairness equilibrium, reciprocal see
Charness—Rabin model
false consensus effect, 328-329
see also evidential reasoning
Fehr-Schmidt model
motivations, human, 144
parameters, 143
players’ beliefs, 144—145
use, 142
utility function, 144
version, linear, 145
felicity see utility function,
instantaneous
financial markets
arbitrage, 469
efficiency, 469-470
neoclassical economics assumptions,
467-468
risk, fundamental, 469470
risk, idiosyncratic, 469, 470
shorting, 469
folk theorem, 285
framing effect, 473
fruit, low hanging policy, 394
FS model see Fehr—Schmidt model

Galton, Francis, 423-425
gambler’s fallacy, 405-406
game definition, 97
game theory
bargaining impasse, 114-115, 342
models, 294-295
individualism, methodological,
264
game theory models, behavioral
cognitive hierarchy, 303-305
cursed equilibrium, 314-315
level-k, 295-296
quantal response equilibrium,
307-311
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game theory, behavioral, 294-295
game theory, epistemic, 321
game theory, evolutionary, 264
outcomes, 264
overview, 343
strategy choices, 347
time path to equilibrium, 264
see also evolutionary stable strategy
game theory, neoclassical
bargaining, alternating offers,
337-338
equilibrium strategy profile, 269
information explanation, asymmetric,
341
Nash bargaining solution, 334-337
origins, 264
principles, 263
priors assumption, common,
290
rationality, private, 317
rejection of, 282
game theory, psychological
beliefs, player’s, 363-364, 368
definition, 331
equilibrium, 365-368
guilt, player’s,
public goods game, in, 363-367
shame, player’s
game, correlated, evidence, 327
game, dynamic, 277
game, minimum action, 285
game, screening, 289
game, signaling, 289
game, static, 268
dominated, 271-272
mixed, 272-277
games of complete information,
dynamic
equilibria, 278-281
overview, 277
representation, 278
games of incomplete information, 268,
288, 290
games of incomplete information
strategies, dynamic
induction, backward, 279
Nash equilibrium, 280-281
subgame perfect equilibrium,
278-280
games of incomplete information,
dynamic, 277, 278
GHP see Gigerenzer heuristics program
gene-culture co-evolution, 353

gift exchange game
applications, 101-105
definition, 95
findings, 102
punishment, 102
Gigerenzer heuristics program
critique, 432-434
ecological validity, 430
Herbert, Simon, criticism by, 432
overview, 430-432
toolbox of heuristics, adoptive, 430
Gintis, Herbert
personas, 319
preferences
guilt, 364

habit formation models, 200
happiness economics
critique, 517
definition, 509
objectives, 518
see also well-being data, subjective
Harberger’s triangle, 642, 652
hazard, moral, 101, 181
HDU model see hyperbolic discounted
utility model
hedonic cost
hedonic treadmill, 528
heuristics
criticism, 19
defense, 20
definition, 19
incentives, and, 416, 424, 427-430
heuristics, fast and frugal see
Gigerenzer heuristics program
high-powered incentive, 181
hindsight-bias heuristic, 411-415
hold-up problem, 174
homo-economicus
behavior, 97
characteristics, 1
cooperation manner, 94
model rejection, 2, 282
preferences, 93
selfish black lies, 129
hot hand fallacy, 406-408
hyperbolic discounted utility model,
223
hyperbolic discounting, 221-223

impatience axiom, 212
impure public goods, 112
incentive contract, 177

Index 665

incentives
agent impact effectiveness, 184
approach, traditional, 165
consequences, unintended, of,
182-183
control of, 183184
economic, 181-182
no-shirking condition, 166167
suasion, moral, treatment of, 185
incentives, organizational
lying, and, 132
neoclassical economics, 7677
utility theory, expected, 77
incomplete information,
independence axiom, 47
independence of irrelevant outcomes,
335
individualism, methodological, 264
induced beliefs design, 364
induced value mechanism, 593
inductive reasoning, 575
inequity aversion model see
Fehr—Schmidt model
inequity, advantageous, 142
inequity, disadvantageous, 142
infinite regress problem, 321, 464
informed desire criterion, 511
insider trading, 471
see also financial markets
insufficient reason principle, 36
internalities, 634, 650
intervention, behavioral, 459
intrinsic incentive
investor performance, 481-482
investor sentiment, 472
investors, unsophisticated, 472
IRR see independence of irrelevant
outcomes

January effect, 479
joint intentionality, 318

Kahneman-Tversky heuristics research
program

affect heuristic, 425-426
anchoring heuristic, 409-410
anchoring index, 410
attribute substitution, 426
availability heuristic, 410-411
base rate neglect, 417422
Bayes’ Law conformity, 417-419
cab problem, 418
confirmation-bias, 422-423
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conjunction fallacy heuristic, 415-417 consumption and savings cycles,

lying

false consensus effect, 328-329
findings, 403
hindsight-bias heuristic, 411-415
Linda problem, 415-417
regression to the mean, 423-425
see also Dunning—Krueger effect
see also representativeness heuristic
Kahneman-Tversky original prospect
theory, 59, 75
Kahneman-Tversky risk attitudes
pattern, fourfold, 66
Kantian equilibrium, 318
Kantian protocol, 318
Koszegi—Rabin model
application, 65
contracts, incomplete, 80
prospect theory, comparison with,
65-66
utility function, 65

lab experiments, 11
see also external validity in lab
experiments
large numbers law, 397, 398
lab in the field experiments see lab
experiments
learning model, experience weighted
attraction, 592
see also Chamberlain’s market
experiments
learning, belief-based
definition, 510
learning, reinforcement, comparison
with, 590, 592
two-player simultaneous move game
example, 591-592
see also learning model, experience
weighted attraction
see also reinforcement learning
level Lk players see cognitive hierarchy
model
level-k model
accuracy, 296
application, 299
centipede game, in, 299-303
p-beauty contest, in, 297
Linda problem, 415-417
logistic map, 584586
loss aversion, 50, 60
low-powered incentive, 182
Luce ratio probabilistic choice rule, 308,
311

behavior, effect of, 131-132

gender determinants of, 131, 134
harm of, 132

incentives, organizational, and, 132
propensity for, 132

reasons for, 134

risk, under, 134

self-report of, 133, 134

suasion, moral, influence of, 133

MAO see offer, minimum acceptable
market competition, influence on
ethicality, 135
trust, 108, 109
market improvement rule, 596-597
market to book value ratio, 478
Maskin-Tirole theory, 176-177
MBVR see market to book value
mechanism design, 176
mediator, 323-326
memory recall, 564
mental models
application, 438
change, 440
features, 438
harmful, 439
heuristic, view on, 439
origins, 436-437
thinking, coarse, as exemplar of, 437
methodology of scientific research
programs, 6
microfinance contracts, 13-14, 360,
369
momentum effect, 478
money laundering, mental, 457
monotonicity axiom, 46, 212
moral wiggle room, 99
morality, human, 94
motivated cognition, 397
motivation, extrinsic, 182
motivation, intrinsic, 182
motivations, human, 142, 144
MSNE see Nash equilibrium, mixed
strategy
multiple selves
definition, 220, 229
examples, 229-230
individuals, types of,
see also awareness of future
self-control problems
multiple selves application

232-237
procrastination and preparation

naif, 200, 204, 550
see also sophisticate
naif, partial, 200, 204
narrow bracketing, 440-441
Nash bargaining solution, 334-337
Nash equilibrium
critique, 321
cursed equilibrium, comparison with,
315
evolutionary stable strategy,
relationship with, 346-347
game theory, in, 270-271
games of complete information,
dynamic, in, 280-281
prisoner’s dilemma game, in, 291-292
public goods game, in, 113
replicator dynamics, relationship
with, 350-352
Nash equilibrium, mixed strategy
correlated equilibrium, comparison
with , 327, 328
definition, 273-274, 276
evidence, 275-276
pennies game, matching, in, 274
prisoner’s dilemma game, in, 272-274
rock—scissors—paper game, in,
354-356
Nash equilibrium, perfect Bayesian, 150
Nash equilibrium, symmetric, 287
necessary and sufficient conditions, 400
neoclassical economics
assumptions, “as if”, 8
complexity economics framework,
574
definition, 1
El Farol problem, 578, 580
failure, 1-2
financial markets assumptions,
467-468
incentives predictions, organizational,
76-77
opportunity cost, 455-456
policy interventions, 614
preferences, 44
principles, marginalist, 453
problem, multi-attribute, 558
rationality assumptions for managers,
482-484
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rationality, bounded, 19

welfare economics, approach to, 510

see also homo-economicus
neuroeconomics, 116-117
neutrally stable steady state, 355
noise traders, 472
normative expectations, 13, 368
norms, descriptive, 320, 437
norms, injunctive, 320
norms, social

definition, 13, 115

games, role in, 321

outcomes, 320, 321

self-problems solution strategy, as,

253

nudging

attitudes toward, 626627

definition, 511

effects of, 631-633

empathetic, 626

paternalism, libertarian, in, 621,

625-627
see also paternalism, libertarian

offer, minimum acceptable, 153-154
one-sided asymmetric information, 315
opportunity cost, 455-456
Ostrom, Eleanor, 115
outcome-time pairs, 202
overconfidence, 394
see also belief management, optimal
see also motivated cognition
overconfidence, managerial, 396
overestimation, 394-397
overplacement, 394-395
overprecision, 395

Pareto improvement, 290-291
Pareto optimality, 290-291
parochialism, national, 126
paternalism, asymmetric, 627
paternalism, coercive, 624
paternalism, direct, 616, 618
paternalism, hard, 511
paternalism, heavy-handed, 614

see also anti-paternalism

see also taxes, Pigouvian
paternalism, indirect, 616, 618, 619
paternalism, libertarian

definition, 611

overview, 616-617

smoking policy design, 618

see also nudging

paternalism, soft
choice architect, 619-620, 623
criticism, 629-631
definition, 511, 617
informed desire criterion, 620-621
paternalism, indirect, comparison
with, 619
strategies regulation, pricing, 557-558
see also contractarian approach
see also nudging
payment depreciation, 454
see also sunk cost
payoff salient action, 378
PBNE see Nash equilibrium, perfect
Bayesian
PD game see prisoner’s dilemma game
PDV, see present discounted value
peak-end evaluation, 519
perception perfect equilibrium,
239
persistent randomness, 575
PGT see game theory, psychological
phenomenon, emergent, 510
phishing
definitions, 546
equilibrium, 547
examples, 546-547
prevalence, 547
protection from, 547
Phishing for Phools
critique, 547-548
government regulation, sound, 547
overview, 514
phishing definition, 546
preference types, 547
see also Akerlof-Shiller model
see also phishing
planning fallacy, 245
policy design, socially optimal public,
111
political economy, 156, 159
pooling equilibrium, 289
positive feedback traders, 472
postdictive judgment, 412
predictions, empirically progressive, 6
predictions, theoretically progressive, 6
predictive judgment, 412
preference axioms
application of Allais paradox under,
48-49
assumptions, 46
types, 45
preference reversal, 203-204

Index 667

preference, evolutionary origins of,
124-125
preference, inequity averse, 160
preference, interdependent, 142
preference, normative, 615-616,
621-622
preference, other-regarding, 93
preference, present-based see preference,
present-focused
preference, present-focused, 199, 244
preference, rational, 390
preference, revealed, 515-516
preference, self-regarding, 93
preference, social, 100
preference, social types, 160
preference, temptation, 245-246
preference, time consistent, 204
preference, time inconsistent, 204
preference, universalist, 319
prejudice, human, 126
see also social identity
Prelec probability weighting function,
52-53
present discounted value, 204
principal-agent model, 183
prisoner’s dilemma game
aspiration adaptation, 465-467
cooperation in, 283, 285, 285
coordination failure, 292
Nash equilibrium outcome
prediction, 270
outcome, 269
overview, 269
strategies, 465
tit-for-tat strategy, 576-577
prisoner’s dilemma game strategies
deletion of dominated strategies,
iterated, 271
mixed, 272-277
profiles, 269
pure, 270-271
probability weighing function
definition, 50, 51
components, 52
Prelec model, 52-53
process, animate, 408-409
process, inanimate, 408
procrastination, 237-245
projection-bias
definition, 436
evidence, 461-463
features, 461
formalization, 461-463
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future-self problems, in, 227
implications, 463-464
overview, 460
predictions, 463
see also evidential reasoning
prosociality
correlations, 100
determinants, cultural, 100
factors, contributing, 98
prospect theory
accounting, mental, and, 448-449
attitudes to risk, 66-67
importance, 32
elements
loss aversion, 64
prospect theory, original, comparison
with, 75
salience theory, relation to, 568-569
utility function, 60-62
see also Koszegi—Rabin model
see also prospect theory, original
prospect theory application
behavior prediction in low probability
events, 74
behavioral finance, 75-76
contracts, incomplete, 79-82
endowment effect studies, 67-69
labor supply behavior, 69-70
loss aversion, evolutionary, 71-73
loss aversion, golf, 73-74
tax evasion probability, 70-71
prospect theory value function
decision weights, 62-63
Koészegi-Rabin modifications, 65-66
prospect theory, cumulative see prospect
theory
prospect theory, original
Kahneman-Tversky formulation, 59
prospect theory, comparison with, 75
psychological equilibrium, 366-368
PT see prospect theory
public goods games
bygones be bygones, 115, 116
cooperation analysis, 120
coordination failure, 291
Fehr-Gchter rounds, 113
free-rider outcome, 113
game theory, psychological, in,
363-369
institution choice, 119-120
Nash equilibrium solution, 113
players, 118-119
punishment, use of, 117-118

rules, 112

social dilemmas, in, 96

solution, socially optimal, 113-115

subsidies method, corrective, 114
punishment, altruistic, 115
punishment, anti-social, 17, 123, 124
punishment, prosocial, 17, 115, 123, 124
pure public goods, 112
PWEF see probability weighting function

QHU model see quasi-hyperbolic
discounted utility model
QRE see quantal response equilibrium
quantal response equilibrium
logit quantal response function,
312-314
overview, 307-311
prisoner’s dilemma game, in, 307-311
quasi-hyperbolic discounting
commitment device, 246249
time preferences, inconsistent,
245-246
quasi-hyperbolic discounting utility
model, 223-225

Rabin’s paradox, 44, 226
randomized control trial
definition, 10-12
limitations, 11-12
misconceptions, 12
rank dependent utility theory
decision weights, 55-56
optimism and pessimism, 56
refutation, 58-59
risk, attitudes to, 57-58
ratchet effect, 104
rationality under risk axioms, 38, 46-47,
390-392
rationality, bounded
definition, 388
economics, importance for, 403
rationality, ecological, 430
rationality, Kantian, 318
rationality, private, 317
rationality, procedural, 387
rationality, social, 317, 318
rationality, unbounded, 1
RCT see randomized control trial
RDUT see rank dependent utility
theory
reciprocators, strong, 121
reciprocity, beliefs-based, 145
reciprocity, conditional, 94, 102, 177

reciprocity, intentions-based, 168
reciprocity, negative, 100
reciprocity, positive, 100
reciprocity, type based see preference,
interdependent
recognition heuristic, 431
redistribution
behavior, prosocial, 156-157
behavioral economics, and, 156157
determinants, 163-164
preferences, social, 159-163
preferences, voter, 156-157
trust, and, 163-164
reduction of compound lotteries axiom,
47
reference dependence, 33
reference point, 60
reference point, endogenous, 65
reference point, social, 146
reflexivity axiom, 45, 212
regression to the mean, 423-425
see also Dunning—Krueger effect
regression, OLS, 161-162
reinforcement learning
features, 587
learning, belief-based, comparison
with, 510
model, one-parameter, 588589
model, three-parameter, 590
overview, 587
see also learning model, experience
weighted attraction
see also learning, belief-based
replicator dynamics
battle of sexes game, in, 350-352
chicken game, in, 347-350
difference equation, 348
Nash equilibria, relationship with,
350-352
state, asymptotically stable steady,
350
steady state, 348-350
representativeness heuristic
definition, 404
fallacy, gambler’s, 405-406
hot hand fallacy, 406408
paradox, 408
small numbers law, connection to, 405
revealed preference theory, 612
risk, 31
risk attitudes, 41
risk attitudes pattern, fourfold, 66
risk aversion, decreasing absolute, 71
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rules of thumb, 268
see also heuristics

System 1/System 2 distinction, 559
system, self-organizing, 573

Gigerenzer heuristics program,
criticism of, 432

rationality, bounded, 546

rationality, procedural, 387

satisficing, 464

simple stopping rule, 464

see also Kahneman-Tversky
heuristics research program

tax incidence
attention, limited, 644-647
attention, unlimited, 645-646
definition, 643

tax, ad-valorem, 637

salience
Allais paradox explanation, 568
Bordalo’s definition, 567
determinants, 559
formalization, 560-561

importance, 559
state of, 567-568
theory, 568-569
see also salience function

simple stopping rule, 464
sin taxes, 618-636

small numbers law, 398
SMarT program, 459-460

tax, cognitive, 393

tax, corrective see tax, Pigouvian
tax, distortionary, 637

tax, lump sum, 636-637

social capital, 543-544
social comparisons, 104
social conventions, 320
social dilemmas, 96, 111
social identity
application, 127-129
categories, 126
changes, 128
cooperation rates, 128-129
definition, 96-97
discrimination, ingroup/outgroup,
127-129
discrimination, taste-based, 127-129
members, 126
theory, 126, 152
types, 152
social planner, 175, 614
sophisticate, 241

salience function
definition, 561-562
formalization, 563
Samuelson, Paul, 201, 209
satisficing, 464
see also Simon, Herbert
Savage act, 35-36, 39-40
scientific method
definition, 5
Duhem—Quine thesis, 5
economics in, 7-10
methodology, 5-6
sciences, natural, in, 6-7
tests, 5
see also methodology of scientific
research programs
selection mechanisms, 559
self-control, 229
self-control problems coping strategies
choosing in advance, 253
distancing, psychological, 252
evaluation, joint, 253
interruptions, planned, 253
microenvironments, 253
mindfulness, 252
options, default, 252, 253
planning, 252
self-monitoring, 252
start, fresh, 253
therapy, cognitive, 253
therapy, cognitive behavioral, 253
selfish black lies, 129-130
selfishness, 142

tax, lumpsum, 637
tax, nondistortionary, 637
tax, Pigouvian, 111, 614
tax, specific consumption, 637
team reasoning, 318
technology, locked-into, 583
temptation bundling, 251
Thaler’s apples example, 203
theory of happiness, set point, 529
thinker, sophisticated, 437
thinking, associative, 437-438
see also mental models
thinking, coarse, 437
time discounting
issues, 203-204
nonconstant, 203-204
time inconsistency of choices, 204
time preference
outcome-time pairs, over, 202-204
utility function of, 204-205
tit-for-tat strategy, 576-577
transaction utility, 443
transitivity axiom, 45, 47, 212, 390, 391
trust and trustworthiness, 106, 108
trust contract
evidence, 177
preferences, other-regarding, under,

see also naif

sophisticate, partial, 338

stake size, 99

stake size effect, 11

stationarity axiom, 13, 212, 214

stationarity of preferences, 201

steady state, 348-350

stimulus response learning see
reinforcement learning

stochastic choice model, 307 168-171

stochastically stable equilibrium, preferences, self-regarding, under,
358-359 167

subadditivity under risk, 399

subgame perfect equilibrium, 278-280

substitute securities, 474

trust game
definition, 96
gift exchange, relation with, 110

sensitivity, diminishing, 562, 563 sugar tax implications, 110
separating equilibrium, 289 approach, behavioral, 648 market competition effects on, 108,
separation of brains and capital, 473 approach, neoclassical, 46 109

approach, optimal, 649

see also paternalism, libertarian
sunk cost, 454, 456
SWB see well-being, self-reported
symmetry, 334-335

measures of, 107

objectives, 105-106

players, 109

predictions, neoclassical, 108
rates, 109

SEU see expected utility, subjective
Siamese twin companies, 479-480
signal extraction problem, 406
silver lining principle, 449

Simon, Herbert
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trust and trustworthiness, definition,
106
trust and trustworthiness,
relationship with, 108
trust, gender determinants of, 110
trust, influences on, 105
trust, universal, 319-320
two-sided asymmetric information, 288
types, behavioral, 617
types, rational, 617

ultimatum game
definition, 95
Fehr-Schmidt utility functions, 152
objectives, 97
offer, minimum acceptable, 154
overview, simplified, 152155
proposer’s offer, 154-155
responder’s reaction function, 151
see also dictator game
uncertainty, Knightian see uncertainty,
true
uncertainty, subjective
consequences category, unpredictable,
35-36
definition, 31, 35, 574
uncertainty, true
definition, 31, 37, 474
pervasiveness, real-world, 37
unconditional kindness see altruism
underconfidence, 394, 419-422
underplacement, 395
underweighting of sample likelihood,
419-422
utility function
conditions, 515-516
definition, 46
prospect theory, under, 60—62
utility function, instantaneous,
207
utility function, piecewise linear, 62
utility model, discounted, 210
utility model, exponential discounted
axioms of rationality, 211-212, 214
choices over consumption profiles,
214,218
discount factor, 207
discount rate, 201, 207, 209

discounting, subaddative, 218-219
origins, 201
present discounted value evaluation,
216
utility, flow, 521
utility model refutations, exponential
discounted
difference effect, common, 214
gain-loss asymmetry, 202, 213-214
magnitude effect, 202, 213
utility, forward looking, 521
utility, instantaneous, 518, 520
utility, lifetime, 521
utility, net experienced, 450451
utility, other-regarding, 521
utility, remembered, 519
utility, self-regarding, 521
utility, subjective expected, 39—40
utopian capitalism, 114-115, 293

violations of temporal monotonicity,
519
virtues, human moral, 93
von Neuman—-Morgenstern axioms
importance, 18
utility function, expected, 38, 48

Weber—Fechner law of sensory
perception, 563
welfare concerns, altruistic social, 160
welfare economics, neoclassical
approach, public policy, 649
cafeteria example, 624-625
definition, 510
efficiency costs, taxation, 637
evidence against, 615
judgments, considered, 614-615
paternalism misconceptions, 623—624
policy scope, 614, 630
preferences, 612
social planner, 614
sugar tax, 648
see also contractarian approach
welfare function, Rawlsian social, 151,
515
welfare function, utilitarian social,
113-114, 151, 515

welfare theorem in economics, first, 293
well-being data, subjective
application, 517-518
aspects, 533
Bong-Lang argument, 523-527
constituents, 523
foundations, empirical, 523-527
foundations, theoretical, 518-523
overview, 516-517
ranking, 522
Schroder—Yitzhaki argument,
523-527
utility classification, 521
variables, 522-523
well-being, self-reported
classification, 518
definition, 512, 516
Easterlin paradox, in, 512, 516
Easterlin paradox, in, 533
well-being, subjective, and income,
relation between
correlation with development,
economic, 536
lack of, 528-529
long-term, 529-533
see also Easterlin paradox
well-being, subjective, correlation with
age, 537-538
economic freedom, 544545
education, 539
gender, 539
health, 540-543
health and development, economic,
542
inequality, 543-544
marriage, 544
unemployment, 539-540
willingness to accept, maximum, 68
willingness to pay, minimum, 68
winner’s curse in auctions
evidence, 332-334
overview, 331-332
WTA see willingness to pay, minimum
WTP see willingness to accept,
maximum

Yerkes—Dodson law, 184
Yitzhaki puzzle, 71
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