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The “Old” Behavioral Economics: Mission Statement

“Economic processes stem directly from human behavior...”

“We shall study economic behavior as we find it. (...) Study the fundamental
problem: Under what conditions do more and under what conditions do less rational forms
of behavior occur?” [Katona, 1951, Psychological Analysis of Economic Behavior]

‘... build an economics for the real world”

“... provide a theoretical and empirical foundation for human decision making”
[Simon quotes taken from Earl & Peng, 2012, Review of Political Economy]
“Behavioral economics 1s concerned with the empirical validity of neoclassical

assumptions about human behavior and, where they prove invalid, with discovering the
empirical laws that describe behavior as correctly and accurately as possible™.

[Simon, 1987, The New Palgrave: A dictionary of economics Vol. 1]
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The “New’ Behavioral Economics: Mission Statement

1. ldentify normative assumptions or models that are ubiquitously used by
economists, such as Bayesian updating, expected utility, and discounted utility.

2. ldentify anomalies — 1.e., demonstrate clear violations of the assumption or
model, and painstakingly rule out alternative explanations (such as subjects’
confusion or transactions costs).

3. Use the anomalies as Inspiration to create alternative theories that generalize
existing models.

4. Construct economic models of behavior using the behavioral assumptions from
the third step, derive fresh implications, and test them.

[Camerer and Loewenstein, 2004, Advances in Behavioral Economics]



Concluding Questions

Why define (behavioral) economics by its
methodology, and not by Its subject matter?

Why not borrow 1deas from the “old”
behavioral economists and use them for new
mathematical models/quantitative research?
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