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Class	  Meetings:	  Tuesdays	  and	  Thursdays,	  1-‐2:30PM,	  Lamont	  230	  
Instructor:	  Anastassia	  Fedyk,	  afedyk@hbs.edu	  
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Prerequisites:	   Ec	   1010a/1011a;	   Ec	   1010b/1011b;	   Stat	   100/1-‐4/110,	   AM	   101,	   or	   Math	   154;	  
concurrent	  enrollment	  in	  Ec	  1123	  or	  Ec	  1126	  recommended.	  
	  
	  
	  
Course	  Description:	  
	  
Classical economic models of decision making often assume that people have consistent preferences, 
correctly estimate their own abilities, care only for their own well-being, and know what their future 
tastes will be. In reality, individuals can be overconfident, altruistic, vengeful. We often are not aware of 
our own preferences at future times or in different circumstances, finding it difficult to imagine on a hot 
summer day how bad the coming winter cold might be. And overindulgence and procrastination are 
prevalent in everyday life: planning to begin exercising next month only to postpone the decision when 
the time comes; or intending to work on a paper during the weekend, but as Saturday arrives, deciding to 
watch TV instead.  
 
These choices have important effects on many economic situations, ranging from markets for consumer 
goods and gym attendance, to retirement savings and stock market trading, to workplace incentives and 
corporate decisions. This tutorial will focus on the literature in Behavioral Economics that studies the 
theory and applications of self-control problems, overconfidence, social preferences, and projection bias. 
 
We will study theoretical models of these behavioral phenomena, as well as empirical and experimental 
tests of such models against those of classical economics. Throughout the semester, we will focus heavily 
on applications of behavioral economic models in market interactions. We will consider the effects of 
time-inconsistency on retirement savings and job search, the impact of overconfidence on stock market 
trading, and the role that projection bias plays in buyers’ and sellers’ valuations of items. 
 
The class will follow a seminar structure, so students are expected to complete all required readings and 
participate actively during the class discussions. To encourage critical evaluation of the covered material, 
each student will write two referee reports examining one theoretical and one experimental or empirical 
paper. A final term paper will introduce the students to conducting creative, independent research. 
 
 
 
Requirements and Grading: 
 
Class Participation, 20%: Attendance and completion of the assigned readings are mandatory. Active 
participation is key to the smooth running of the seminar, and is expected from every student. 
 
Short responses (roughly 1/2 page per meeting), 20%: In order to engage critically with the readings, 
each student is expected to compile some thoughtful comments and/or questions about the assigned 



readings, due at midnight the day before class. These responses can then serve to stimulate class 
discussion. 
 
Class presentation, 5%: Each student is expected to present a paper during one of the class meetings, 
and to act as the discussion leader for that class. The paper can be anything from the reading list, or a 
related paper of your own choosing (confirmed with the instructor ahead of time). 
 
2 Referee reports (3-4 pages each), 15%: Critically evaluate two papers of your choice; one should be a 
theoretical model, and one should be an empirical or experimental paper. One of these two papers should 
coincide with the class presentation above. Referee reports are due at the start of class in which the paper 
in question will be covered. 
 
STATA Tutorial Problem Sets, 10%: You will be assigned four problem sets in the required STATA 
tutorial, which will be counted towards your Ec970 grade. 
 
Term paper (12-15 pages, not including figures and appendices), 25% (of which 5% is based on the 
proposal): Each student is expected to conduct independent research on a relevant theoretical or 
empirical topic of interest. The purpose of the term paper is to learn the skills of formulating an 
interesting research question, developing a methodology to approach the problem, and presenting the 
results in a clean and effective manner.  
 
Term paper presentation, 5%: Each student is expected to deliver a short (~15 minute) talk about his or 
her term paper during the last week of class, followed by 5-10 minutes of questions. Active participation 
during these presentations is key, and the class should function analogously to an academic seminar 
discussing novel research. 
 
 
 
Key Dates and Deadlines: 
 
Thursday, February 13: Student selections of papers for referee reports and presentations are due by 
midnight via email or personal communication. 
 

Friday, March 14: Last day to submit term paper proposals, due by midnight. 
 

March 18 and March 20: No classes due to Spring Break. 
 

Thursday, April 10: Draft of the term paper due by midnight. 
 

Tuesday, April 22: Last day to lead discussions or turn in referee reports. 
 

Monday, May 5: Term paper due by 5PM, via email. 
 
Lateness Policy: Any assignments turned in after the deadlines outlined above will be penalized at the 
rate of 10% per day of lateness. 
 
 
STATA Tutorial 
 
As part of the Ec970 course, you will also be required to attend the STATA tutorial, and turn in four 
problem sets (which will be counted towards your 970 grade). The tutorial will be held on February 6, 
February 18, March 4, and March 25. The time will be 8:30-10AM. 
 



The STATA tutorial will be taught by James Mahon (email: jmahon@fas.harvard.edu). Here is a link to 
the iSite: http://isites.harvard.edu/icb/icb.do?keyword=k12758&pageid=icb.page649769.  
 
There will be four problem sets, with the following due dates (you can either turn these in to me in class, 
or email by midnight of the indicated date): 
 

Thursday, February 13: Problem Set 1 due 
 

Thursday, February 27: Problem Set 2 due 
 

Tuesday, March 11: Problem Set 3due 
 

Thursday, April 2: Problem Set 4 due 
 
 
 
Schedule and Reading List 
 
Tue, Feb. 4: Introduction and Seminar Overview 

• Rabin, M. (1998). “Psychology and Economics.” Journal of Economic Literature, 36(1): 11-46. 
• [Optional] DellaVigna, S. (2009). “Psychology and Economics: Evidence from the Field.” 

Journal of Economic Literature, 47(2): 315-372. 
 
Thu, Feb. 6: Introduction to Intertemporal Preference 

• Frederick, S., G. Loewenstein, and M. Rabin (2002). “Time Discounting and Time Preference: A 
Critical Review.” Journal of Economic Literature, 40(2): 351-401. 

• [Optional] Akerlof, G. (1991). “Procrastination and Obedience.” The Richard T. Ely Lecture, 
American Economic Review, 81(2): 1-19. 

 
Tue, Feb. 11: Time-Inconsistent Preferences: Empirical Evidence 

• Mischel, W., Y. Shoda, and M. L. Rodriguez (1989). “Delay of Gratification in Children.” 
Science, 244(4907): 933-938. 

• Kirby, K.N. and R. J. Herrnstein (1995). “Preference Reversals due to Myopic Discounting of 
Delayed Reward.” Psychology Science, 6(2): 83-89. 

 
Thu, Feb. 13: Time-Inconsistent Preferences: Empirical Evidence 

• Augenblick, N., M. Niederle, and C. Sprenger (2013). “Working over time: Dynamic 
inconsistency in real effort tasks.” National Bureau of Economic Research, No. w18734. 
 

Tue, Feb. 18: Self-Control and Overconfidence 
• O’Donoghue, T. and M. Rabin (2003). “Self Awareness and Self Control.” Time and Decision: 

Economic and Psychological Perspectives on Intertemporal Choice. New York: Russell Sage 
Foundation: 217-243. 

• Ariely, D. and K. Wertenbroch (2002). “Procrastination, Deadlines, and Performance: Self-
Control by Precommitment.” Psychological Science, 13(3): 219-224. 

• [Optional] O’Donoghue, T. and M. Rabin (1999). “Doing it Now or Later.” American Economic 
Review, 89(1): 103-124. 
 

Thu, Feb. 20: Application: Saving for Retirement 
• Choi, J., D. Laibson, and B. C. Madrian (2011). “$100 Bills on the Sidewalk: Suboptimal 

Investment in 401(K) Plans” Review of Economics and Statistics, 93(3): 748-763 
 



Tue, Feb. 25: Application: Labor Markets 
• Kaur, S., M. Kremer, and S. Mullainathan (2010). “Self-Control and the Development of Work 

Arrangements.” American Economic Review, 100(2): 624-628. 
• Fedyk, A. (2012). “Overcoming Overconfidence: Teamwork and Self-Control,” working paper. 

 
Thu, Feb. 27: Application: Labor Markets 

• DellaVigna, S. and M.D. Paserman (2005). “Job Search and Impatience.” Journal of Labor 
Economics, 23(3): 527-588. 

• [Optional] Drago, F (2006). “Career Consequences of Hyperbolic Time Preferences,” working 
paper. 

• EXTRA: We will take 15-20 minutes to go over the Angrist and Krueger (1991) paper, which 
will be involved in your problem sets for the STATA tutorial. 

 
Tue, March 4: Application: Incentives and Compensation 

• O’Donoghue, T. and M. Rabin (2007). “Incentives and Self-Control,” in Richard Blundell, 
Whitney Newey, and Torsten Persson, eds., Advances in Economics and Econometrics: Volume 
2: Theory and Applications (Ninth World Congress), Cambridge University Press: 215-245. 

• Larkin, I., L. Pierce, and F. Gino (2012). “Psychological Costs of Pay-for-Performance: 
Implications for the Strategic Compensation of Employees.” Strategic Management Journal, 
33(10): 1194-1214. 

 
Thu, March 6: Application: Consumer Behavior 

• DellaVigna, S. and U. Malmendier (2006). “Paying Not to Go to the Gym.” American Economic 
Review, 96(3): 694-719. 

 
Tue, March 11: Application: Consumer Behavior (Firm Perspective) 

• DellaVigna, S. and U. Malmendier (2004). “Contract Design and Self-Control: Theory and 
Evidence.” Quarterly Journal of Economics, 119(2): 353-402. 

 
Thu, March 13: Overconfidence 

• Svenson, O. (1981). "Are we all less risky and more skillful than our fellow drivers?." Acta 
Psychologica, 47(2): 143-148. 

• Weinstein, N. D. (1980). "Unrealistic optimism about future life events." Journal of personality 
and social psychology, 39(5): 806-820. 

 
Tue, March. 18 and Thu, March 20: Spring Break, no classes	  
 
Tue, March 25: Application: Trading 

• Barber, B. M., and T. Odean (2001). "Boys will be boys: Gender, overconfidence, and common 
stock investment." The Quarterly Journal of Economics, 116(1): 261-292. 

 
Thu, March 27: Application: Corporate Finance 

• Malmendier, U., and G. Tate (2005). "CEO overconfidence and corporate investment." The 
Journal of Finance, 60(6): 2661-2700. 

 
Tue, April 1: Application: Corporate Finance 

• Gervais, S., J. B. Heaton, and T. Odean (2011). "Overconfidence, compensation contracts, and 
capital budgeting." The Journal of Finance, 66(5): 1735-1777. 

 
Thu, April 3: Social Preferences 



• Fehr, E. and K. Schmidt (2002). “Theories of Fairness and Reciprocity – Evidence and Economic 
Applications,” in: M. Dewatripont, L. Hansen & S. Turnovsky (Eds.), Advances in Economics 
and Econometrics – 8th World Congress, Econometric Society Monographs, Cambridge 
University Press. 

 
Tue, April 8: Applications: Markets 

• Fehr, E. and U. Fischbacher (2002). "Why social preferences matter – the impact of non-selfish 
motives on competition, cooperation and incentives." The Economic Journal, 112(478): C1-C33. 

• Larson, T., and C. M. Capra (2009). "Exploiting moral wiggle room: Illusory preference for 
fairness? A comment." Judgment and decision Making, 4.6: 467-474. 

 
Thu, April 10: Application: Politics 

• Finan, F., and L. Schechter (2012). "Vote-Buying and Reciprocity." Econometrica, 80(2): 863-
881. 

• Charness, G. and M. Rabin (2002). "Understanding Social Preferences with Simple Tests." Quar- 
terly Journal of Economics, 117 (3): 817-869. 

 
Tue, April 15: Projection Bias 

• Loewenstein, G., T. O’Donoghue, and M. Rabin (2003). “Projection Bias in Predicting Future 
Utility.” The Quarterly Journal of Economics, 118(4): 1209-1248. 

• Acland, D., and M. Levy (2011). "Habit Formation, Naivete, and Projection Bias in Gym 
Attendance," working paper. 

 
Thu, April 17: Projection Bias: Empirical Evidence 

• Busse, M., D. Pope, J. Pope, and J. Silva-Risso (2012). “Projection Bias in the Car and Housing 
Markets,” working paper. 

• Ludwig, S., and J. Nafziger (2011). "Beliefs about Overcondence." Theory and decision, 70.4: 
475-500. 

• [Optional] Conlin, M., T. O'Donoghue, and T. J. Vogelsang (2007). "Projection Bias in Catalog 
Orders." The American Economic Review, 97(4): 1217-1249. 
 

Tue, April 22: Application: Asymmetric Valuations 
• Dunning, D., Leaf Van Boven, and George F. Loewenstein (2001). "Egocentric Empathy Gaps in 

Social Interaction and Exchange." Advances in Group Processes, 18: 65-97. 
• Van Boven, L. and G. Loewenstein (2003). "Social Projection of Transient Drive States." 

Personality and Social Psychology Bulletin, 29.9: 1159-1168. 
	  
Thursday, April 24: Student Presentations 
	  
Tuesday, April 29: Student Presentations 
 


