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EC404                                   Professor Ben Bushong 
Spring 2020                Department of Economics 
                      Michigan State University 

 
EC404: Behavioral Economics 

 
 

Tuesdays and Thursdays 10:20-11:40 AM 
Concrete actual times: 12:43-1:58 AM 

 
Your Host: Professor Ben Bushong        

Office: 25A Marshall-Adams Hall  
Office Hours: Tuesdays and Thursdays 3:15-4:30 PM 

email: bbushong@msu.edu  tel: 515-355-1863 
Website: d2l.msu.edu 

 
 
 

WHAT IS THIS COURSE, AND CAN/SHOULD YOU TAKE IT? 
 

 
This course will introduce students to decades of psychological research indicating systematic 
departures from classical economic assumptions. Furthermore, this course will demonstrate 
how that research can be translated into formal models that can be incorporated into 
economics. Topics include ways utility theory can be improved—such as incorporating 
reference dependence, social preferences, self image, and other belief-based tastes—and ways 
we can relax assumptions of perfect rationality—such as incorporating focusing effects, 
limited attention, biased prediction of future tastes, present-biased preferences, and biases in 
probabilistic judgment. The course will emphasize (a) careful interpretation of new evidence, 
(b) formalizing this evidence into models that can, with discipline and rigor, generate sharp 
predictions using traditional economic approaches, and (c) exploring economic implications 
of those models presented. Although the course will primarily emphasize (b), it is intended to 
be useful to students whose interests lie anywhere in this spectrum.  
 
The course is intended for students in the Economics program and others who have a solid 
background in microeconomic theory at the level of intermediate courses in these programs. 
This course contains material and approaches targeted at those in the economics major.  In 
this course, you will be required to use a fair amount of algebra and some elementary calculus, 
which demands that you can take derivatives and derive an optimum. 
 
Enrollment for credit in this course is simply not suitable for those unprepared in or 
uninterested in economic theory no matter the intensity of interest in psychology or 

behavioral economics.  Really.  
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The course focuses on a mix of formal modeling and a careful review of existing evidence.  The course 
will involve more words and more intuition and more classical economic theory than the typical topics 
course.  
 
The topics covered in this course are listed later in the syllabus. There is no textbook for the course. 
When available, I will give links to papers that contain the formal models, but I will not require that 
you read those papers. The important thing to remember is that, since there is no book for this course, 
you will rely on your course notes much more than you might in other classes. I cannot 
emphasize this enough: learning from course materials is extremely hard if you are not present during 
the initial presentation of those materials. Thus, you are much more likely to succeed if you attend 
class. 
 

If—after you have read the syllabus—you have any questions about whether this course is appropriate 
for you, please come talk to me.  Guests are always permitted to attend the lectures (I may ask you to 
introduce them). 
 
 

NON-DETAILED COURSE PSUEDO-DESCRIPTION  
 
This course is designed as an introduction to modeling psychological phenomena that are not yet 
totally integrated into mainstream economic analysis. Thus the material in this course is not entirely 
like what you’ve seen in most of your other economics courses.  But it is not an alternative to 
mainstream economics.  It is only about improving the psychological realism of formal economics, 
and we will use classical economic approaches to improve our answers to classical economic questions. 
Most topics will be introduced by first going through the classical model, then highlighting empirical 
findings that do not fit with that model, and finally exploring alternative approaches. Like all other 
courses, this course does not cover all topics that might be of interest, and we will not spend time 
exploring methodological issues. However, as undergraduates studying the field of economics, 
methodology can and should be your primary focus. Economic methodology will provide the 
backbone for your future careers and, should you choose to pursue it, any graduate work in economics.   
 
This course is… 
     not about non-psychological models of bounded rationality 
 

We won’t consider models of bounded rationality (based on computer science, artificial intelligence, 
etc.) that are meant to capture cognitive limits of economic actors, but not based on evidence that 
humans think this way.  In some arenas I think it makes tremendous sense to focus on these alternative 
models of bounded rationality, and more generally this can be a very useful research agenda.  But 
that’s not what this course is about.  We will consider those models based on research inspired by the 
empirical evidence of what humans are like.  
 
     not about experimental economics as such 
 

We will examine the experimental evidence of the topics covered in this course.  But the course won’t 
be about experimental methods per se. This course is meant to use the results from experiments to 
motivate new economic assumptions, and to emphasize the potential for non-experimental research 
in these topics.  We won’t study experiments testing economic institutions in the laboratory, except 
insofar as they are either motivated by or informative about the underlying psychology of economic 
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actors. 
 
     absolutely not an alternative to mainstream economics 
 

In the most important senses, the course won’t at all be a departure from mainstream economics. I 
believe that the best way for economists to do economics in general, and the best way for us to use 
this material in particular, is with careful formal theory and (albeit absent from this course) statistical 
analysis.  In these regards, the course will be purposely, pointedly, persistently, proudly, and 
ponderously mainstream.  
 

 
PROBLEM SETS 

 
The primary mode of learning in this course is through (difficult) problem sets. 
 
There will be six problem sets.  Problems will range in difficulty from moderately hard to impossibly, 
annoyingly hard, so don’t panic if you struggle with them. You are encouraged to work together on the 
problem sets, but you are not allowed to read others’ answers from past or present problem sets, and 
should hand in solutions separately that reflect your own understanding.  You should acknowledge 
collaborators and describe the extent of collaboration at the top of the relevant problem sets. 
While collaboration is allowed, directly copying someone else's work is not.  
 
Problem sets are due at the beginning of lecture the day they are due. Late problem sets will not be 
accepted.  Please staple your problem set together (paper clips and folded corners are not staples). If you 
cannot attend lecture the day a problem set is due, you can turn it in to either my office or the TA’s 
office. 
 
There is a limited amount of time we can spend grading the problem sets. Problems will frequently 
require substantial math; you are welcome to hand in all the work you did to reach an answer, but that 
is not required. Clearly indicate your answer by labeling (if typed) or circling (if handwritten). You will 
not receive feedback on your problem sets, but you will receive an answer sheet.  
 
Problem sets will be graded either a 4,8, or 10. Problem sets that are late will be given a 0. We will grade 
problem sets in the most forgiving way possible. However, lengthy explanations of how you arrived at 
a wrong answer will not necessarily entitle you to full credit, regardless of the length. A good-faith effort 
will generally earn you an 8; correct answers will earn a 10.  
 
In the end, problem sets aren’t a big component of your grade. Their primary purpose is to teach you 
the actual material and to prepare you for exams---hence the relaxed grading and feedback. There will 
be two midterms and a final exam (see next page). These will draw heavily from the problem sets, and 
therefore a deep understanding of the problem sets is the best way to succeed in this course. I may even 
repeat questions directly from problem sets onto an exam…  
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EXAMS AND GRADES 
 
Your grade in this course will be based on two “midterms”, the final exam, and the problem sets.  The 
general breakdown will be 60% for exams, 30% for problem sets, and 10% for a “paper”. Details on 
the paper will be distributed midway through the course – it is designed not to deter anyone from 
taking this course who might otherwise be interested. 
 
Each exam will have a variable grading weight, depending on your performance.  The ranges of grading 
weights for each exam are as follows: 
 
 Midterm #1: 10% – 20% 
 Midterm #2: 10% – 20% 
 Final Exam: 20% – 40% 
 
To calculate your overall exam score, I will automatically choose the grading weights most 
advantageous to you.  For example, if the final exam is your best score, then your grading weights will 
be 40% for the final exam and 10% for each prelim.  If the final exam is your worst score, then your 
grading weights will be 20% for the final exam and 20% for each prelim.  This scheme will help 
mitigate the effects of one-time disasters, including poor performance early in the course. I reserve 
the right to give higher grades, but the above is guaranteed. Any adjustments will be done 
consistently, with course attendance and completion percentage (e.g., did you do all the 
assigned work?) serving as tiebreakers where needed.  
 

MISCELLANEA  
 
All class notes will be posted on d2l.  
 
I offer two types of office hours: drop-in and sign-up. Please use my office hours, including for help on 
the problem sets.  It would be remarkable if you didn’t need some assistance with the material, and I am 
here to help.  One of the benefits of drop-in office hours is to accommodate many students at once; 
if fellow students are in my office, please join in and feel very free to show up in groups. In addition 
to drop-in office hours, I always have sign-up office hours for advising and other purposes.  They are 
online, linked from my web page. As a general rule, please first seek course-related help from the drop-
in office hours. However, if my scheduled office hours are always infeasible for you, let me know, and 
then I may encourage you to make appointments with me. I ask that you schedule your studying so 
that you are prepared to ask questions during office hours – office hours are not a lecture and if you’re 
not prepared with questions we will end up awkwardly staring at each other for an hour until you 
leave. 
 
Some gentle requests regarding office hours and on contacting me. First, my office hours end sharply 
at the end, so don’t arrive 10 minutes before the scheduled end and expect a full session. Please arrive 
early if you have lengthy questions, or if you don’t want to risk not having time due to others’ 
questions. You are free to ask me some stuff by e-mail, (e.g. a typo or something on a problem set or 
handout), but please know e-mail sucks for answering many types of questions. “How do I do Question 
4?” or “What’s up with present bias?” are short questions with long answers. Come to office hours. 
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Tentative Schedule of Lectures 
 

What follows is a very rough schedule of what we will cover this semester — of course, I reserve the 
right to deviate from this schedule.  The number in brackets is the predicted number of lectures that 
we will spend on that topic, which will certainly change throughout the course. 
 

I. Introduction to Behavioral Economics [ 1 ] 
 
II. Choice under Uncertainty  
 A.  The Standard Model: Expected Utility [ 2 ] 
 B.  Evidence that Contradicts Expected Utility [ 1 ] 
 C.  An Alternative Model: Reference-Dependent Preferences [ 1 ] 
 D.  Applications of Reference-Dependent Preferences [ 2 ] 
 E.  A New Approach to Loss Aversion [ 2 ] 
  
  >>>>>>   EXAM #1: Tuesday, Feb 11   <<<<<< 
 
III. Introduction to Limited Rationality  [ 1 ] 
 
IV. Intertemporal Choice — Making Choices over Time 
 A.  Warm-Up: Interest Rates, Compounding, PDV,… [ ½ ] 
 B.  The Standard Model: Exponential Discounting [ 1 ] 
 C.  Evidence that Contradicts Exponential Discounting [ 1 ] 
 D.  An Alternative Model: Hyperbolic Discounting  [ 2 ] 
 E.  Applications of Hyperbolic Discounting [ 2 ] 
 F.  Utility from “Anticipation” [ ½ ] 
 G.  “Projection Bias” — Mispredicting Future Tastes [ 1 ] 
 
 >>>>>>   EXAM #2: Tuesday, Mar 24   <<<<<< 
 
IV. Public Policy to Combat Errors 
 A.  Is “Paternalism” Acceptable / Justified? [ ½ ] 
 B.  Optimal Sin Taxes [ 1 ] 
 
V. Altruism, Fairness, and Social Preferences 
 A.  The Standard Model: Self Interest [ ¼ ] 
 B.  Evidence That Contradicts the Self-Interest Model  [¼ ] 
 C.  Theories of Social Preferences [ 2 ] 
 D.  Do “Intentions” Matter? [ ½ ] 
 
VI. Errors in Statistical Reasoning 
 A.  The Standard Model: Bayesian Information Processing [ ½ ] 
 B.  Evidence that Contradicts Bayesian Information Processing [ 1 ] 
 C.  An Alternative Model: The “Law Of Small Numbers” [ 1 ] 
 

>>>>>>  FINAL EXAM: Friday, May 1    7:45am - 9:45am 110 Berkey Hall  <<<<<< 


