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MIND, SOCIETY AND BEHAVIOR






A bag of assummptions

Most economic models presuppose
hvper-ratlonalltv + perfect ulstltutlons

How Economics Works




Multiple equilibria
« No guarantee that the
+« economy reaches the Pareto-
#  optimum eq.
" |+ Economies could stuck to =
f inferior eq. points
" . Institutions and history
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Emotional
Fairness concerns

- Limited cognitive power
. Bad memory
‘\ Confused
—— Illusory superiority
Present bias

Bad decision under stress
Loss aversion
Time-inconsistency
Preference reversals
Reference dependence
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Thorstem Veblen, 18 98
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The hedonistic conception
of man is that of a lightning
calculator of pleasures and
pains who oscillates like a
homogeneous globule of
desire of happiness under
the impulse of stimuli that
shift him about the area,
but leave him intact. [...]
Spiritually, the hedonistic
man is not a prime mover.
He is not the seat of a
process of living...
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RATIONAL FROG

Scientist’s point of view vs Agent’s point of view



As If RATTONAL




ULTIMATOM & DICTATOR
GAMES



IRRATIONAL MONRKIEYXY?




Buridan's ass
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HOMO ECONOMICUS AND
COORDINATION
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DO MONETARY INCENTIVES
MATTER?
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DAYCARE CENTER EXPERIMENT




CHARITY EXPERIMENT



Task: distribute female condoms
barbe

Type

Incentive

Pure Volunteer

None

| Low

10% of sales price

High

90% of sales price

Status

Sales chart to be filled with stars—

| after threshold public ceremony




STARS SOLD TWICE AS MANY CONDOMS
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ARE WE RATIONAL WITH MONEY?




OVERSPENDING
WITH CREDIT
CARDS

Limited willpower
Not knowing oneself

Limited memory
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Expanded Version

POLICY ADVICE?

Monthly Spending

"Total Debt on Card




REDUCING COSTLY PAYDAY
BORROWING

How much it will cost in fees or interest if you borrow $300

PAYDAY LENDER CREDIT CARD

{assuming two-waek lea 8 §15 per $100 loan) (assuming a 20% APH)
If you repay in: If you repay in:
2 weeks $45 2 weeks $2.50
1 month $90 1 month $5
2 months $180 2 months $10
3 months $270 3 months $15
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SOLVING TURKEY'S PROBLEMS?




Traditional:
* Regulate Credit Card Use

« Consequence: Financial
Innovation

Behavioral:

« Make relevant information
easily available

redit Card Indebtedness
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- e Personal Retirement Plan

 Automatic enrollment with
, 4 op-out

Behavioral:



. Traditional:

[ - Complex System with
Punishment

Behavioral:

- Simplify

* Make information
concerning peers available

* Non-monetary réewards
system
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Tax System




Reduce Energy Consumption

« Info on Inefficient Light
Bulbs and Deces

.\1/",* " system (S SIE | !',}' ( *\/) I
b « Make use of TV series, | ot
£ entertainment ete. E

Energy Dependence
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* Reduce financial stress and
related (;(ggn;tlve load

« Understand how poor
conceive the options

* Design policy accordingly

School Dropouts
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