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Psychology 89. Psychology, Economic Rationality, and Decison-Making

Fdl, 2001 Barry Schwartz

M echanics of the Cour se

This course will berun asaseminar. The syllabus includes a set of questions that | want
you to have in mind as you do the reading. Each week, | will choose a subset of the questions
and ask you, in groups of two, to write short papers that we will use to focus our discussion.
The intent of group paper-writing is to get the people in the group to discuss the materid outsde
of class, not to divide the assgnment in haf. We will have about three such papers each week,
due on the Tuesday before class at 2PM, so that we can al read and think about them. The
papers should be written not as summaries, but as critiques, with the intent of making clear what
needsto be discussed. Each paper should end with three questions for class discussion. In
classitsdf, we will discuss the papers by having each group give afive minute or o0 lead-into
get us started. Well discuss the mode of distribution of papersin thefirst class.

Wewill begin each class by going around the room and having everyone spend afew
minutes sharing reactions and questions with the rest of the class. Then, the paper writers will
kick-off the rest of the discussion with their presentations.

Each of you will write two papersthat | will grade. Thefirst paper (6 pages) will be
due after fdl break. It will beacritica discusson of two of the readings from a given week.
The second (10-12 pages) will be due on the last day of class. 1t will be acritical comparison
of readings from two different class meetings. Y ou will need to get my gpprova for whatever
topic you choose. Along with these papers, there will be a scheduled, three-hour find exam.
Some time after Thanksgiving | will give you a st of study questions from which the questions
on the fina exam will be selected. So dl told, you can expect to write about six, short seminar
papers (in groups), one, SX-page paper, one 12-page paper, and afind. That should keep all
of usbusy.

Some of the readings for the course will be available in a package from Joanne Bramley
in the Psychology office in Pgpazian.  Mogt of the readings will be on eectronic reserve.

Week 1. Introduction

Reading

Schwartz, B. (1993). The cogts of living: How market freedom corrupts the best things
inlife. (Manuscript)



Psychology 89 Fdl, 2001 2

Schwartz, B. (1997). Psychology, "idea technology," and ideology. Psychological
Science, 8, 21-27.

Miller, D.T. (1999). The norm of sdf-interest. American Psychologist, 54, 1053-
1060.

uestions

1. Canwe "economize’ on trust? Under what conditionsis trust important for economic
transactions? What threatensit? Where do we learn to be trustworthy?

2. What does it mean to ask the question (Schwartz, p.18), "what does the economy do to
people?' Do people have abasic nature? If so, what isit and where does it come from? If
not, what makes human nature what it is?

3. What defines a professon? How are economic cons derations threatening the professon of
medicine?

4. What is an "opportunity cost"? What are the opportunity costs of your being students at
Swarthmore? Of your being in this class?

5. What isa"dominant good'? How might dividing our socid livesinto "spheres’ solve the
problems caused by economic imperidism? How might we decide to make the divison? What
criteriamight we use?

6. Isit possible to have too much freedom? Isamarket system the best way to maximize
individud freedom?

7. Towhomshould | have thrown the bal, and why?

8. The“Cods’ paper was writtenin 1993. What isyour view of the relevance of its arguments
amost adecade later? Have things gotten better or worse?

9. What is"ideatechnology"? What is ideology?

10. What is the proposed route by which theories can be "sdlf-fulfilling"? What are some
examples of this process? Are the examples compdling?

11. What isMiller’ s argument about the “norm of sef-interest”? What does it add to my
“ideology” argument?

12. What mechanisms does Miller suggest perpetuate the layperson’ s belief in the power of
sdf-interest in the face of lots of contradictory evidence?
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13. What do you think of Miller’s discussion of how the idea of “standing” in the courts
contributes to the norm of sdf-interest? Consder aloca verson of the “standing” idea. Itis
often suggested that classes that focus on race, class, ethnicity, or gender, to be legitimate, have
to be taught by someone in the category. There is aso often an undercurrent of belief that
among the students in such classes, specia weight should be given to the comments of those
who belong to the group the classis about. What isyour view of these ideas? Do they
contribute to the norm of sdf-interest?

Week 2. Economic Rationality
Reading

Sowdll, T. (1987). A Conflict of Visons. New Y ork: Morrow. Chapter 2 (ppl8-39.

Dyke, C. (1981). Philosophy of Economics. Englewood Cliffs, New Jersey: Prentice-
Hall. Chapters 1- 3 (pp.1-66).

Becker, G. (1987). Economic analysis and human behavior. In L.Green & JH. Kagel
(Eds.), Advancesin behavioral economics. Vol. 1. Norwood, N.J.: Ablex (pp.3-17).

Wolfe, A. (1989). Whose Keeper? Berkdey: University of Cdifornia Press. Chapter
1 (pp.27-50).

Kuttner, R. (1996). Everythingfor Sde. New York: Knopf. Chapter 1 (pp.11-38).

uestions

1. Sowdl arguesthat beneeth any form of government or socid inditution isa certain
conception of the nature of the people who must be governed or must participate in the
inditution. Compare the "congtrained vison" of human nature that Sowell says lies beneath the
U.S. Condtitution with the vison of human nature that you think Swarthmore College is based

upon.

2. What does Sowdl have in mind when he contrasts the idea of "tradeoffs' with the idea of
"perfectibility”?

3. Condder this quote from Walter Lippman, with which Sowell's chapter begins“ At the core
of every mora code thereisapicture of human nature, amap of the universe, and aversion of
higtory. To human nature (of the sort conceived), in a universe (of the kind imagined), after a
history (so understood), the rules of the code apply.” What does Lippman mean? What isthe
“moral code’ that emerges from the doctrine of classical economics?

4. What isvauein economics? Sketch aternative conceptions of economic value. What does
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“utility” and how can we make interpersona comparisons of utility?
5. What isrationd economic man? How does he behave? In what domains does he operate?

6. What is the theory of revedled preference? How doesit relate to the idea of * consumer
sovereignty,” and to the idea that economicsis about what people do do, not whet they should
do? What is Dyke' s view of revealed preference as a complete theory of utility, or welfare?

7. Becker argues that the “economic approach,” relying only on the assumptions that
preferences are stable and that people try to maximize their utility, can fruitfully be gpplied to
every aspect of human behavior. What isthe “economic” account of marriage, and what
happensto “love’ and “commitment” in that account? What about the “economic” account of
scholarly activity? What happensto “truth” in that account? Isthere away to fasfy thisvery
broad framework for understanding human behavior?

8. According to Wolfe, Adam Smith recognized what later economists either forgot or
ignored—that sdf-interest was only apart of human motivation. What was Smith's view, and
why were motives other than sdlf-interest important?

9. Wolfe argues that the mord vison that underlies economics as an “imperia science’ isthat
people should have as much choice as possble. Wolfe'sclamisthat thisisamora view. An
economist might argue that whether or not it has mord content, what judtifiesit is efficiency.
When people are free to choose, the economic results, in terms of utility, are more efficient than
when people are condtrained.  Sketch and evauate this argument.

10. Wolfetaksalot about “civil society’ as an essential component of our socid life. What
does he mean by “civil society”? Why does Wolfe see the Chicago School as athresat to "civil
society"? Isthere adownsde to civil society? Can you develop an argument that replacing a
little bit of civil society with rationd choice by individuas would not be such a bad thing.

11. Kuttner identifies three different senses of “efficiency—what might be termed “dlocative,”
“productive,” and “adaptive” What are they and how are they different? How do markets
contribute to each? Which of these three different types of efficiency should economic policy be
directed at cultiveting?

12. "People are never satisfied; no matter what they have, they dways want more.” Providea
criticd discusson of thisclam. Among the questions you might want to consider are these:
Wheét role doesit play in modern economic conceptions of human nature? How might these
conceptions be different if thiscdaim was false? Discuss one respect in which thisclaim istrue
and one respect in which it isfalse of atypicd student at Swarthmore. s there anything to be
sad for unlimited human desire as a good thing?
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Week 3. Psychology and Economic Rationality: Behavioral Decision-Making

[The reading for thisweek is focused on the evidence that people do not behave as rationa
economic choosers in the way that economigts say they do. Thiswill be akey theme throughout
the rest of the course. Y our god should be to develop a detailed sense of people's
“limitations” bearing in mind two questions: are they redly “limitations’; and what implications
do they have for the economist’s view of human nature. The first reading, by Bazerman,
provides a nice summary of the various shortcomings in human decison making that have been
discovered. There are no questions below on Bazerman. It should provide a good framework
for understanding the other readings. Virtudly al of the readings revolve around one or another
aspect of what is called “ progpect theory,” so please be sure that you understand this theory.]

Reading

Bazerman, M. (1998). Judgment in Managerid Decison-Making. New York: Wiley.
Chapters 2-3 (pp.11-66).

Kahneman, D., & Tversky, A. (1984). Choices, vaues, and frames. American
Psychologig, 39, 341-350.

Thaer, R. H. (1999). Mentd accounting matters. Journa of Behavioral Decison
Making, 12, 183-206.

Kahneman, D., Knetsch, JL., & Thaler, R.H. (1991). The endowment effect, loss
aversion, and status quo bias. Journd of Economic Perspectives, 5, 193-206.

Thder, RH. (1990). Savings, fungibility, and menta accounts. Journa of Economic
Perspectives, 4, 193-205.

Tversky, A. & Thaer, R.H. (1990). Preferencereversas. Journd of Economic
Perspectives, 4, 201-211.

uestions

1. How does prospect theory differ from standard utility theory as understood by economics?
What isa“frame,” and what role doesiit play in prospect theory? Rdate “framing” to the
concepts of “anchoring and adjustment” discussed by Bazerman..

2. Some people criticize the research that is done on human decison making as atificid
because it 0 often involves having people make choices among probabilistic gambles,
something that people sddom doinred life. A counter-argument isthat virtualy every decison
people make involves a Sgnificant amount of uncertainty, so that choices among gamblesis
actudly a pretty good model of red life. Identify two red life decison Stuations that ordinary
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people like you face. Describe them in away that identifies both the payoffs and the
uncertainties associated with the outcomes of the decison. Then relate your description to the
kinds of gambles people face in the |aboratory.

3. Review therole of "decison frames' in influencing the choices people make under conditions
of uncertainty. Can we talk meaningfully about "rationa" and "irrationd” decison frames? What
is the difference between “topical” and “comprehensve’ mental accounts? What isthe
“rational” way to keep accounts? What are the implications of the work on framing and menta
accounting for atheory of economic rationdity?

4. Thaler makes a set of recommendations, based on prospect theory, about how people
should keep their menta accounts to maximize utility. Frst, what are they? Second, why, and
in what sense, do they maximize utility? Whét is the reaion between maximizing utility and
maximizing accuracy?

5. What isthe digtinction Thaer makes between “acquisition utility” and “transactiond utility”?

6. What isthe “sunk cost” effect, and how isit related to mental accounting? Isit irrationa?
Why (or why not)?

7. Why isitintheinterest of sdlersto offer purchase package plans rather than charging
separately for each item in the package? Why do buyers buy packages even though they cost
more than their components, sold separately? How does this relate to the effect of using credit
cards rather than cash on consumer spending? Think about how this phenomenon might predict
the kind of hedth insurance plans people will prefer.

8. What is Thaler’ s argument for why it is better to give people things as gifts than cash? More
generdly, how do people use menta accounts to control temptation, both in spending and in

sving?

9. Ismenta accounting “good for us,” or should we be training people to do their accounting
differently?

10. What is the endowment effect and how isit demonstrated? What does it imply about the
shape of our indifference curves (see Dyke from Week 2)? What causesit? Why doesit
produce a “ status quo bias’?

11. Economigs believethat adollar isadollar is adollar—that money istotaly fungible,
independent of how it isearned or how it is saved. What is the evidence? Doesit make sense
for there to be different “types’ of money?

12. One could view dl the findings you read about this week as indicating that prospect theory
must replace utility theory as an account of how people make decisons. Once that is done, the
rest of the theoretica edifice of economics can be preserved—even strengthened—because it
will now rest on much sounder psychologica foundations. An dternative view isthat because of
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the nature of prospect theory, it rocks the foundations of standard economics to the core.
Make an argument in support of one of these two positions.
Week 4. Goals of Economic Rationality: Happiness
Reading
Frank, R. (1999). Luxury Fever. New York: Free Press. Chapters 1-6 (pp 1-93).

Myers, D.G. (2000). The funds, friends, and faith of happy people. American
Psychologig, 55, 56-67.

Myers, D.G. & Diener, E. (1995). Who is happy? Psychologica Science, 6, 10-19.

Diener, E. & Biswas-Diener, R. (2000). Income and subjective well-bang: Will money
make us happy? Unpublished manuscript.

King, L.A. & Napa, C.K. (1998). What makesalife good? Journd of Persondity
and Socid Psychology, 75, 156-165.

uestions

1. “While there are certain kinds of “goods,” like clean lakes and beautiful parks, that require
some kind of public policy to create and preserve, most of the goods people consume are a
private metter, and in ademocracy like ours, that reveres individud rights, what people do with
their money isnobody’sbusness” Ciriticaly evaluate thiscam. What would Frank have to
say about it.

2. Frank offers two explanations for the rapid growth in consumption of luxury goods. Oneis
the human concern for status and relative position. The second is the growth of what he cdlsthe
“winner-take-al society.” Review Frank’s arguments.

3. Frank firgt shows that increases in income do not produce increases in subjective well-being,
but then he goes on to argue that rather than showing that “money can't buy happiness” what
this showsisthat people spend their money on the wrong things. What are his arguments? Do
you buy them? If so, why do you think people spend their money on the wrong things?

4. According to the Myers papers, what are the components of happiness? What factors seem
to play the biggest role in predicting happiness? What factors seem largely irrdlevant? Based
on this evidence, what advice would you give an incoming first year Swarthmore student about
how to dlocate higher time and energy?
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5. Diener and Diener report a modest correlation between income and well-being within
nations and afairly Szeable one between nations. But they aso report essentialy no effect of
income change on well-being either in individuds or in nations. How do they make sense of this
patterns of results? How do you?

6. What isthe relation that Diener and Diener report between strength of materia goas and
wdl-being. Why?

7. King and Napareport astudy of the “folk concept” of the good life. What do people think
makes agood life, alife they would want to live? What roles to “happiness,” “meaning,” and
“money” play? What do you think peoplein the study think “happiness’ is, if it' s different from
“meaning” and “money”? Do King and Napa find any interesting differences between
conceptions of a desirable life and conceptions of amord life? Are you convinced by their
study? Why? If people tend to see money as relatively unimportant to either a desirable life or
amord life, how are we to understand the extraordinary degree to which materia pursuits
dominate peopl€ slives?

8. Thisweek’ s reading was about happiness, or subjective well-being. Economicstdls us that
people choose so as to maximize their utility, at least if they are rationa. What would an
economigt say if confronted with this week’ s readings? What, if anything, do thisweek’s
readingsimply about rationdity in general, and about economic rationdity in particular?

Week 5. Happiness: Adaptation, Relative Position, and Self-Awar eness
Reading

Kahneman, D. (1999). Objective happiness. In D. Kahneman, E. Diener, & N.
Schwarz (Eds.), Wel-Being: The Foundations of Hedonic Psychology. New Y ork: Russdll

Sage, pp.3-25.

Loewengtein, G. & Schkade, D.(1999). Wouldn't it be nice? Predicting future fedings.
In D. Kahneman, E. Diener, & N. Schwarz (Eds.)), Wdl-Being: The Foundations of Hedonic
Psychology. New York: Russdll Sage, pp. 85-108.

Frederick, S. & Loewenstein, G. (1999). Hedonic adaptation. In D. Kahneman, E.
Diener, & N. Schwarz (Eds.), Wdl-Being: The Foundations of Hedonic Psychology. New
York: Russdll Sage, pp.302-328.

Gilbert, D.T. & Jenkins, JE. (2000). Decisonsand revisons. The affective forecasting
of escapable outcomes. Unpublished manuscript.

Frank, R. (1999). Luxury Fever. New York: Free Press. Chapters 8-11 (pp 107-
172).
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uestions

1. Explicate Kahneman's arguments about the measurement of “objective happiness.” What is
the point of his digtinction between “ingtant utility’ and “remembered utility”? What isthe point
of his digtinction between judgments of color and judgments of length? What is his argument
that hedonic judgments are more like judgments of color? How do norms and standards affect
hedonic judgments? What isthe “hedonic treadmill”? Doesit reflect an adaptation effect or an
effect of comparison with a changed standard? What is the “ satisfaction treedmill”? How isit
different from the " hedonic treadmill”? What is Kahneman's argument about the implications of
each type of treadmill for socid policy?

2. What isthe difference between “decision utility” and “experienced utility”? Whet isthe
“peak-end” rule of remembered utility, and how does thisrelate to the distinction between
decison utility and experienced utility? If thereisa consstent and significant difference between
peopl€e’ s experienced utility and their remembered utility, which of them should people be trying
to maximize? And which of them should socid policy be directed a improving?

3. Discussthe various mechanisms that might be responsible for the inaccurate prediction of
future fedings. Review the evidence of peopl€ sinability to predict accurately their future
fedings as aresult of one or another event or experience.

4. Suppose you are adoctor trying to decide how to treet a serioudly ill patient, or a policy
maker trying to decide how to improve qudity of life by alocating resources. Based on the
papers by Kahneman and by Loewengtein, to what extent should your decisions be based upon
what people tell you they want? How would you handle the inaccuracies described in this
week’ sreadings in making your decison?

5. What is adaptation? Why isit agood thing that organisms adapt? What is the difference
between sensory and cognitive adaptation? What is the difference between shifting of
adaptation levels and desengtization?

6. What do Gilbert and Jenkins mean by the “psychologicd immune sysem”? What do they
mean by “immune neglect”?

7. “All other things being equd,, it is better to be able to keep your options open than not. It is
better to be able to drop this course until the very last minute than for there to be a drop/add
deadline. In generd, situaionsinvolving reversble decisions are better than Stuations involving
irreversble decisons” What would Gilbert and Jenkins have to say about this quote. What is
their evidence?

8. Review the evidence discussed by Frank that people care more about their relative position
than their absolute position. Though this concern would seem to give rise to such negative
emotions as jedlousy, envy, and competitiveness, Frank suggeststhat it actualy serves us well.
Wheat is hisargument? Do you think it's true that Swarthmore students care more about their
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relative than their absolute position in the “ smartness’ hierarchy at Swarthmore? Would they be
well served if we found away to increase the extent to which they compare themsalvesto
others?

Week 6. Happiness. The Problem of Choice

Reading

Schwartz, B. (2000). Self-determination: The tyranny of freedom. American
Psychologis, 55, 79-88.

lyenigar, S.S. & Lepper, M.R. (2000). When choice isdemotivating: Can one desire
too much of agood thing. Journd of Persondity and Socid Psychology, 79, 995-1006..

Schwartz, JA. & Chapman, G.B. (1999). Are more options aways better: The
atraction effect in physicians decisions about medication. Medica Decison Making, 19, 315-
323.

lyenigar, S.S. & Lepper, M.R. (1999). Rethinking the vaue of choice: A culturd
perspective on intringc motivation. Journa of Persondity and Socia Psychology, 76, 349-366,

Loewenstein, G. (2000). Costs and benefits of health and retirement related choice. In
S. Burke, E. Kingson, & U Reinhardt (Eds.), Socid Security and Medicare: Individud vs,
Coallective Risk and Responsihility. Washington, D.C.; Brookings Ingtitution Press.

Dwaorkin, G. (1988). The Theory and Practice of Autonomy. New Y ork: Cambridge
University Press. Chapter 5.

Sungein, C.R. & Ullmann-Margalit, E. (2000). Second-order decisons. InC. R.
Sungtein (Ed.), Behavioral Law and Economics. New Y ork: Cambridge (pp.187-209).

uestions

1. What can it mean to talk of freedom as “tyrannical”? What evidence does Schwartz draw
on to suggest that too much choice is bad for people? What is the argument that “framing,”
rather than digtorting redlity and clouding peopl€ s vison of how things redly are, is essentid to
rational decison making?

2. There are at least two different respectsin which modern Americans experience more
freedom of choice than their predecessors. Firdt, within the domain in which choice was dways
sdient (ie.,, consumption of goods and services), people have more options than ever before.
Second, there are now entire domains of life (eg., romantic relations, family commitments,
religious observance, etc.) where individua autonomy has replaced culturd condraint. Discuss
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these two different types of increase in freedom. Do you think they have different effects on
human well being? Reate the increase in autonomy in non-economic domains to Becker’s
argument (Week 2) that every domain of lifeis redly economic.

3. Review the evidence reported by Iyenigar and Lepper (2000) that sometimesincreasing
peopl€e s options lowers their motivation. Isthere an “optima” level of choice? What are the
possible mechanisms suggested by lyenigar and Lepper? Can you think of away to separate
them experimentaly?

4. Canyou think of circumstancesin your own lifein which you would prefer to have adecison
made for you rather than by you? What are they and what are their characteristics?

5. Loewenstein addresses whether the proliferation of choicesin the domains of hedth care and
retirement planning have made people better or worse off. What are the benefits, in generd, of
increased choice? What are the costs? In balancing benefits and costs, does Loewenstein think
that increased choice in hedlth care and retirement is good or bad for people? Some people
have argued that markets and choice are wonderful intheir place, but that place is not every
place. In particular, in dl the redlly important domains, socia policies should not be |&ft to
markets. What would Loewengtein say about this? What do you think? How would you fed if
most of the choices about your education at Swarthmore were made for you, by experts?

6. Dworkin suggests that the value of choiceis so taken for granted as to be axiomatic in both
economicsand in liberd political philosophy. And if choiceis good, it is assumed, then more
choiceis better. What are his arguments againg this view? What does he mean when he says
that it is mordly sgnificant Smply to introduce the possihbility of choice into adomain,
independent of how that choice is exercised? What does he mean by the “intringic,” or “non-
ingrumental” vaue of choice? What is his argument that even if we accept that choiceis
intringcaly good, it does not follow that more choice isintringcaly better? Does his argument
apply equaly to increasing choice opportunities within adomain and to increasing them across
domains (see Question 2)?

7. What are “second-order decisons’? What are the Strategies that people and societies use
to avoid having to make firg-order decisons dl thetime? What are the virtues and drawbacks
of rules as dternatives to individua decisons? Suppose you were charged with the task of
designing the Swarthmore curriculum. How would you combine the various second-order
decison srategies outlined by Sungtein and Ullmann-Margdlit into a set of curricular policies?

In what domain(s) and to what extent would you permit firs-order decisions by students? Does
it make a difference to you whether second-order decisions are imposed by some authority or
voluntarily accepted by the people who are affected by those decisons?

8. Do thisweek’ s readings persuade you that choiceisnot dl that it's cracked up to be. If
not, why not? If so, how would you go about limiting or restricting the options that people
faced?
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Week 7. Regret and Other Emotions

Reading

Landman, Janet (1993). Regret. New York: Oxford University Press. Chapters 1 and
5 (pp.3-34, 111-154).

Gilovich, T. & Medvec, V.H. (1995). The experience of regret: What, when, and why.
Psychological Review, 102, 379-395.

Zedenberg, M. (1999). Anticipated regret, expected feedback, and behaviora
decison meking. Journa of Behavioral Decison Making, 12, 93-106.

Roese, N.J. (1997). Counterfactua thinking. Psychologicd Bulletin, 121, 133-148.

uestions

1. What, according to Landman, are the positive pragmétic, ethica, and socia functions of
regret? What does it mean to say that regret isamora emotion? Do you think people would
be happier if they could keep themsdves from looking back emotiondly (regretfully) at past
decisons? Do you think the world would be better? What is the distinction between
“substantive’” and “procedura” rationdity made by Landman (p.112)? Relate this digtinction to
what economists seem to mean by rationdity.

2. “It makes no sense to say that a person can regret something even as he or sheisdoing it.
What can thismean? If the person redly regretted doing A rather than B, shewould do B. So-
called *concurrent regret’ isreally just amismatch between what people say they want and what
they actualy want. And we must dways trust what people do, not what they say.” Evauate
thisdam.

3. Explicate Landman’s critique of rationa decision theory, epecidly as regards the
phenomenon of regret. Do you find her arguments convincing? What are some decision-theory
based model s that try to factor in regret?

4. What istherole of counterfactud thinking in the experience of regret? Isit agood or abad
thing that people have a strong tendency to engage in counterfactud thinking? What are its
determinants, according to Roess? Can you identify particular circumstances in your own life
when you are likdly to engage in counterfactud thinking? s there anything they havein
common?

5. What isthe evidence that people trest commissons and omissions asymmetricaly in thinking
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counterfactudly, tending to ignore or minimize acts of omisson? Reae this asymmetry to the
economic concept of “opportunity cost.” Doesit help explain why people are so bad at
thinking about their decisons in terms of opportunity costs?

6. People argue that one explanation for why people arerisk averse (see Week 3) in making
decisonsisthat they avoid risk to avoid the regret involved in risky decisons that go badly.
Zedenberg argues that rather than thinking of people asrisk averse, it is more accurate to think
of them as “regret averse,” and that sometimes, people will take risksto avoid regret. What is
his evidence? How does he use the idea of regret averson to explain the choices people
typicaly make in the “ultimatum bargaining” game?

7. Consder the reading we did in Weeks 3-5 on how people make decisions, on happiness,

and on adaptation. What do these readings imply about the occurrence of regret? What can
people do to minimize regret? Should people try to minimize regret?

Week 8. Individual Rationality and Social Norms

Reading

Sungtein, C.R. (1996). Socid norms and socia rules. ColumbiaLaw Review, 96,
903-968.

Haidt, J. (2001). The emotiond dog and itsrationd tale: A socid intuitionist modd of
mord judgment. Psychologicd Review, in press.

Fiske, A.P. & Tetlock, P.E. (1997). Taboo trade-offs. Reactions to transactions that
transgress the spheres of justice. Political Psychology, 18, 255-297 (255-285 required; the
rest recommended).

Tetlock, P.E., Kristel, O.V., Elson, SB., Green, M.C., & Lerner, J.S. (2000). The
psychology of the unthinkable: Taboo trade- offs, forbidden base rates, and heretica
counterfactuas. Journd of Persondity and Socid Psychology, 78, 853-870.

Hoallis, M. (1979). Rationd man and socid science. In R Harrison (Ed.). Rationd
Action Cambridge: Cambridge University Press, pp.1-15.-

J Martin and G. Stent (1990). | think; Therefore | thank. American Scholar, 59, 237-

254.

uestions

1. Sungtein argues that rather than viewing persond preferences and socid norms asin conflict,
it is more accurate to view socia norms as making amajor contribution to preferences. Further,
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he argues that rather than seeing socid norms as congraints on individua freedom, it ismore
accurate to view them as enabling freedom. What are his arguments?

2. What istherole of socid normsin establishing “menta accounting” practices? How do they
contribute to blocking exchanges among certain kinds of goods and to preventing the fungibility
of al goods? How can socid norms contribute to our understanding of Thaler’ s discussion of
mental accounting (Week 3)?

3. Sungein discusses a process by which normsthat originaly arise out of insrumenta concern
become “mordized” and take on alife of their own, even if the origind insrumental concerns
fade away. For example, one might understand religious dietary laws as having developed in
thisway. Consder this process of mordization asit related to the public attitude toward
smoking. What are the benefits of getting people to see some issue as mora rather than just
ingrumenta?

4. Economists tend to view choices as preferences, or more accurately, as “reveded
preferences.” Sungein criticizesthis idea, suggesting that at the very least, we need to know
why people make the choicesthey do. What ishisargument? What, more generaly, ishis
critique of the economists' tendency to equate choice with preference?

5. Haidt arguesthat mord judgments by and large reflect mora intuitions rather than rationd
deliberation. The rationd part comes later, and when it does comeitsroleislargdly to judtify
the intuition rather than evaduaeit. In hisdiscusson of the source of our mora judgments, Haidt
saysthat “reason is more like alawyer than ajudge.” Where do mord intuitions come from?
What roles do habit and socid norms play in the forming of mord intuitions? If you wereto
accept Haidt' s conclusions, how would you design a program of mora education for kids?

6. Fiske and Tetlock make the argument that certain kinds of tradeoffs are regarded by people
astaboo, that is, morally unacceptable. What istheir argument? What sets the boundaries that
mark off acceptable from unacceptable tradeoffs? What role do socid norms and lega
principles play? Whét role do the four basic modes of socid relations (communa sharing,
authority ranking, equality matching, and market pricing) play in establishing the boundaries
between acceptable and taboo tradeoffs? Evauate the argument thet in redlity, people are
forced to make so-called taboo tradeoffs al the time, and barriers to making such tradeoffs only
lead to poor decisions? What are the implications of the notion of taboo tradeoffs for the
economigts efforts to suggest that people eva uate everything on asngle scae of utility. Would
people, and society, be better or worse off of this were true?

7. What do Tetlock et d mean by “taboo trade-offs,” “forbidden base rates,” and “ heretical
counterfactuas’? What istheir evidence that people care about such things? What isthe
“sacred value protection mode”? What would an economist say about the “rationdity” of
behavior like this?

8. Hollistaks about how “lock,” “stock,” and “barrel” respond to awater shortage. Which of
them isrationa, according to economists? Which of them isrationa according to sociologists?
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Which of them isrationd, according to Hollis? What are the assumptions Hollis attributes to the
economigts that lead them to arrive at their conclusion abouit rationdity? What does he mean by
“expressive rationaity” ?

9. Why, according to “Ms. Manners’ (Judith Martin) is etiquette a serious, important, and
vauable thing?

Week 9. Cost-Benefit Analysisand the Violation of Social Norms
Reading

Baron, J. (1986). Tradeoffs among reasons for action. Journd for the Theory of Socid
Behavior, 16, 173-195.

Baron, J. (1988). Utility, exchange, and commensurability. Journd of Thought, 23,
111-131.

Schwartz, B. (1988). Some disutilities of utility. Journd of Thought, 23, 132-147.

Prelec, D. & Herrngein, R.J. (1997). Preferences or principles: Alternative guidelines
for choice. In R.J. Herrngtein, The Matching Law: Papersin Psychology and Economics. New
York: Russdall Sage, Chapter 15 (pp.293-312).

Sungtein, C.R. (2000). Cognition and cost-benefit andyss. Journa of Legd Studies.
[ Read to page 43, the section titled “ Incomplete Theorization: Cost-Benefit Analysis As
Political, Not Metaphysical.” |

Nussbaum, M. (1990). Love sKnowledge. New York: Oxford University Press.
Chapter 2, pp.54-75.

Easterbrook, G. (2000). Green values. The New Republic, November 13, 18-21.

Gottlieb, B. (2000). Priceisright. The New Republic, May 22, 16-18.

Berkowitz, P. (2000). Thefutility of utility. The New Republic, June 5, 2000, 38-44.

uestions

1. What does Baron mean by “lexicd rules’? What is his digtinction between “normative’ and
“prescriptive’ mord theories? What is the difference between “rule utilitarianism” and “act
utilitarianiam,” and how does that relate to normative and prescriptive mora theories?
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2. Baron argues that people should try to move as far as possble in the direction of normative
rather than prescriptive (Smple) mord rules. In making this argument, he rgects the “dippery
dope’ arguments of opponents of hisview. What are his arguments? (you should rely on both
Baron papers).

3. Schwartz acknowledges the force of Baron' s arguments but then offers a counterargument
that worries about just the sort of dippery dope that Baron has previoudy dismissed. What is
this dippery dope? How dippery isit? What sorts of things in society creete friction that
prevents everyone from diding down it?

4. Sungtein argues that socid policy with regard to expenditures of money to reduce risks to
human hedlth and safety are inconsstent a best and incoherent at worst. He attributes these
defects to avariety of “imperfections’ in human decison making. What are they, and how do
they operate to produce bad socid decisons? What role can cost-benefit andysisplay in
correcting these problems? Discuss the Gottlieb and Easterbrook articles from Sunstein’'s
perspective. Should we sl kidneys? Should we put a price on the environment?

5. Compare Sungtein’ sdiscussion of cost-benefit anadysiswith his discussion (Week 8) of the
importance of socid norms. Are the arguments in these two papers compatible with one
another? What would be the effect on socia norms of routine cost-benefit andyss by most
people on most issues?

6. What is the importance of rulesto achieving our rationd interests according to Prelec and
Herrngein? Why and under what circumstances do we need them? Relate their arguments to
Posner’ s arguments, as reviewed by Berkowitz. What do you think would be the long-term
effect on the power of rules of agenerd understanding that we obey them because it’s good for
us?

7. What is“practical wisdom”? Nussbaum identifies four characteristics of retiona choice
theory that Aristotle would rgject: singleness, metricity, consequentidism, and maximization.
What are they, and how are they related? What is the virtue in assuming that these
characterigtics operate in choice Stuations? What is Arigtotl€’ s critique of them? What
according to Nussbaum, are the key features of Aristotle’s conception of pleasure? Why are
pleasures “incommensurable,” and why is pleasure the byproduct of action rather than its god?

8. You could view the Aristotelian position about particulars versus generd principles as an
argument for the use of judgment rather than rules. What role would rules play evenin an
Arigtotelian world? How does this distinction between rules and judgment relate to Baron's
discussion of “archangdls’ and “proles’? Think about some key professonsin modern society:
doctor, lawyer, judge, teacher. Imagine people who practice these professonsin complete
accordance with rules. In what ways isthis better, and in what ways worse, than actud current
practices?
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Week 10. Economic Imperialism: Economic Consequences
Reading

Hirsch, F. (1976). Socia Limitsto Growth . Cambridge, Mass.: Harvard University
Press. Chapters 2-3 (pp.15-54).

Kuttner, R. (1996). Everything for Sde. New Y ork: Knopf. Chapters 2-6 (through
p.208), 8 [ Pages 209-280 recommended].

Cassidy, J. (2000). The productivity mirage. New Y orker, November 27, pp.106-
118.

Waskow, A. (2001). Freetimefor afree people. The Nation, January 1, pp.22-25.

uestions

1. According to Hirsch, what is the digtinction between materid scarcity and socid scarcity?
What are "positional goods'? What is the consegquence for economics of the fact that most
scarcity in affluent societiesis socia ? What problems are posed for measuring the productivity
of society that many of societies "goods' are now socid? What lies behind the apparent
paradox that economic pressure increases with increasing affluence?

2. What are some schemes for making alocation decisons under conditions of socid scarcity?
Can these schemes be justified on economic grounds (in terms of efficiency)? On mord
grounds? What is Hirsch’s argument that “ screening” produces socid waste? What other
kinds of socid waste are produced by socid scarcity? What is meant by the “tyranny of smal
decisons’?

3. Kuttner makes the argument that while the classical economic account of how markets work
would probably surviveif the assumption of economic rationdity proved to be false, notions of
“reveded preference’” and “ consumer sovereignty” would not. This, in turn, would open the
door to dl kinds of normative debates about how markets should be regulated. What is his
argument? What do you think of the idea of consumer sovereignty? Who should be deciding
what courses you take, for example?

4. Inwhat ways isthe labor market, asit has traditionaly worked, different from the market for
goods and services? According to Kuttner, what has transpired in recent years to make the
labor market more like the product market? How does this account for increases in income
inequdity inthe U.S.? Isthe labor market, asit currently works, more or less efficient than it
used to be?

5. What are the reasons why the market in hedlth care failsto be efficient? Hasit gotten better
or worse with the growth of managed care? How about the shift from non-profit to for-profit
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HMOs and hospitals? Would creating a better informed public solve the problem? Is there any
way to use economic leversto get the hedlth care system we want? If not, what do you think is
necessary? Think about the modern physician from the perspective of Nusshaum'’s discusson
(Week 9) of practicd wisdom. Would physicians high in practica wisdom solve the hedth care
problem?

6. Kuttner takesadim view of how financial markets currently operate. Why? What is
“efficient market theory,” and what's wrong with it? What do you think of the claim that “if it's
good for the financial markets, it's good for the economy”?

7. What does Kuttner think of the view that competition produces innovation with the market
needing no help form the government? In light of his arguments, what are your thoughts about
the Microsoft antitrust case?

8. What does Cassdy have to say about modern “ efficiency” produced by technology? How
would you criticize hisargument? What about Waskow’ s argument on how much free time
modern “efficient” Americans have?

9. What does Kuttner have to say about cost-benefit andyss? What is the difference between
cost- benefit andlys's and assessments of cost-effectiveness? Consider Kuttner’ s discusion of
the effects of regulation in light of our own discussion of cogt-benefit andysisin Week 9.

10. What is the difference between “exit” and “voice’ as responses to things one doesn't like?
How does this digtinction relate to the question of socid regulation? How does Hollis's
distinction between “lock,” “stock,” and “barrel’ (Week 8) relate to the distinction between
“exit” and “voice,” and the distinction between “command” and “incentive’?

Week 11. Economic Imperialism: Social Consequences

Reading

Wolfe, A. (1989). Whose Keeper? Berkdey: Univergty of Cdifornia Press.
Chapters 2-3 (pp. 51-104) .

Lemann, N. (2000). No man’'stown. New Y orker, June 5, 2000, pp.42-48.
Stone, D. (2000). Empty-nest politics. The Nation, June 12, pp. 49-53.

Hirsch, F. (1976). Socid Limitsto Growth. Cambridge, Mass.: Harvard University
Press. Chapters 5-6 (pp. 71-101).

Hochschild, A. (1983). The Managed Heart. Berkeley: University of Cdifornia Press.
Chapters 6-7 (pp.89-161).
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Wash, M.W. (2000). When“may | help you” isalabor issue: The customer-service
assembly line. New York Times, August 12, Section C, p.1.

Sennett, R. (1998). The Corrosion of Character. New Y ork: Norton. Chapter 1
(pp.15-31).

Bertram, E. & Sharpe, K. (2000). Capitalism, work, and character. American
Prospect, September 11, pp. 44-48.

uestions

1. Wolfe says. "Americans are not 0 much narcisstic asthey are caught between competing
mord codes, only one of which, they are convinced, will enable them to enjoy the irresgtible
benefits of modernity. The market, in other words...isthere. Not much dseis. And it seemsto
offer the least problematic option for many good people.” (p.77) What does he mean? What
evidence does he cite to support the clam that the market has transformed what he calls
"intimate obligations'? What are his arguments thet it can not replace those obligations?

2. In Chapter 3, Wolfe argues that the market so undermines what he calls "distant
obligations—abligations that extend across generations and to strangers. What is the evidence
that people ever took such obligations more serioudy than they do now? Consider the
argument that the anonymity and impersondity of the market offers a better chance for a
"universdig” socid orientation than any other form of socid regulaion.

3. Wolfe suggedtsthat thereis a dynamic at work as the market penetrates people's lives that
encourages them, for good reason, to look out only for themselves. What is the nature of that
dynamic? To what extent isit something of a sdf-fulfilling prophesy? Can it be stopped or
reversed by smply changing the way people think about their relations with one another, or are
materid changes required aswell? Consider Lemann’s article about Philadephiaiin light of
Wolfe sanayss.

4. "A ggnificant aspect of the commercidization of socid relationsis that the process of
commercidization affects the product.” What does this mean? What is Hirsch's argument about
the dynamics by which economic considerations penetrate sociad relaions? What are the
consequences (including economic) of such penetration? To what extent can the things Hirsch is
describing be attributed to "modernity” and “individuaism” rather than "economic imperidism?
Consider the book review by Stone in light of Hirsch's andysis.

5. What is Hochchild's argument about the instrumentalization of emotion and the erosion of the
sdf in modern society? How does Waldh' s article about the phone service industry relate to
Hochschild's account? A successful disc jockey was once interviewed about the secret of his
success. He atributed it to sincerity. “If you can fakethat,” he said, “you’ ve got it made.”
Congder the Hochschild reading in light of this quote. What happens to authenticity as more
and more people earn therr livings in service industries? Think about your own summer jobs.
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Have you ever been cdled upon to display fedingsfor aliving? If so, how isthis different from
prostitution?

6. Sennett says (p.21) “the qudlities of good work are not the qualities of good character.”
What does he mean? How does this concern rlate to the Hochschild reading. What is*good
character,” and where do you think it comes from? What do Bertram and Sharpe have to say
about the relation between the market and “good character?”’

Week 12. Economic Imperialism: Moral Consequences

Reading

Walzer, M. (1984). Spheres of Justice. New Y ork: Basic Books. Chapters 1,3,4,13.

Macintyre, A. (1981). After Virtue. South Bend Indiana: University of Notre Dame
Press. Chapter 14.

Hirsch, F. (1976). Socid Limitsto Growth Cambridge, Mass.: Harvard University
Press. Chapters 8-10 (pp. 117-151).

Anderson, E. (1990). The ethical limitations of the market. Economics and Philosophy,
6, 179-205.

Maitland, I. (1997). Virtuous markets. The market as school of the virtues. Business
Ethics Quarterly, 7, 17-31.

uestions

1. What does Wdzer mean by “complex equdity’ and by "spheres of lifé'? How are they
defined and separated? How does the existence of a*“dominant good” threaten complex
equaity and spheres of life?

2. What are the principles of didtribution of goods identified by Wazer? What determines
which principles will apply in which domains? What principles does Swarthmore College usein
digributing its*goods’?

3. What does Macintyre mean by a"practice’? When he argues that there are "two kinds of
good possibly to be gained by playing chess'—interna and external, what does he mean by this,
and how does it relate to practices? What is the relation between practices and virtues? What
is the relation between practices and Wazer's "spheres'? How does economic imperidism
threaten practices?
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4. Economists argue that the concept of "rationdity” refers to the choice of meansto given ends.
Nothing can be said about the rationdity of endsthemselves. Thisis partly because choices of
ends depend on what people vaue, and human vaues are individud, idiosyncratic, and
incommensurable. Thiskind of andysis assumes that means and ends can be easly separated.
How do this week's readings bear on this assumption?

5. Hirsch arguesthat in order to work, the free market depends on the adherence to certain
moral precepts that can not themsaves be justified on economic grounds. He further argues
that the market erodes or undermines those very precepts. What are those mora precepts?
What is Hirsch's argument? Why does he believe that Adam Smith’sview, that it is possible,
with free markets, to achieve socidly beneficid results even with individuas whose matives are
entirely sdifish, is not true of modern society, even if it was true in Smith’stime?

6. What is Matland' s counterargument to Hirsch? Do markets nurture virtue?
7. Anderson argues that there are important distinctions between market and nor-market
goods that are connected to the values that these different kinds of goods are intended to serve.

Review her arguments, and relate them to the somewnhat different arguments of Walzer and of
Hirsch for why digtinct spheres of life must be maintained.

Week 13. Ideology Revisited
Reading

Bowles, S. (1998). Endogenous preferences. The cultural consequences of markets
and other economic indtitutions. Journa of Economic Literature, 36, 75-111.

Frank, R.H., Gilovich, T., & Regan, D.T. (1993). Does studying economics inhibit
cooperation? Journa of Economic Perspectives, 7, 159-171.

Frey, B.S., Pommerehne, W.W., & Gygi, B. (1993). Economics indoctrination or
selection? Some empirica results. Journd of Economic Education, 24, 271-281.

Frey, B.S. & Oberholzer-Geg, F. (1997). The cost of price incentives: An empirical
andyds of motivation crowding-out. American Economic Review, 87, 746-755.

Miller, D.T. & Ratner, RK. (1998). The disparity between the actual and assumed
power of self-interest. Journd of Personality and Socid Psychology, 74, 53-62.
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1. Economists usudly assume that individua preferences are “exogenous,” meaning thet they
come from wherever they come from and economic theory hasllittle to say about their origins,
but much to say about what people do about satisfying them. Bowles' s paper is an extensve
argument that preferences are * endogenous’—that economic inditutions creste preferences
rather than just satisfying them. What is the significance of the exogenous/endogenous
distinction? How doesit affect the kinds of arguments one might make to defend or criticize
markets as the dominant indtitutions in modern society?

2. Review Bowles s arguments that markets affect preferences by affecting how opportunities
are framed, by affecting mativation, by affecting socid norms, and by affecting the nature of
work. What isit about markets that produces these effects? Why are they especidly important
under conditions of what Bowles cdls “incomplete contracting”?

3. How does Bowles s discussion related to the concept of ideology as discussed in Week 1?

4. Discussthe Frank, Gilovich, & Regan paper in light of our discussion of ideology in Week 1.
What is the evidence that “economigts are different from you and me’? What is the evidence
that it is something they learn by studying economics rather than a feature of their character that
may attract them to economics? How does the Frey, Pommerehne, and Gygi paper speak to
the direction of causdlity?

5. What isthe "crowding-out effect"? How do Frey and Oberholzer-Gee explainitin
connection with the "NIMBY" problem of gting a nuclear waste dump? What are dternative
explanations and how can they be ruled out? What does this result bear on the notion of

ideology?

6. Miller and Ratner try to show that people seem to assume that sdlf-interest is a much more
important force in human moativation then it redly is. What isthe logic of their Sudies? What
arethe results? Are you persuaded by them? If not, can you identify aternative explanations of
what they found, or flawsin their methods? What do you think would happen if we did a sudy
like theirs, palling say honors and non-honors students about proposed changesin the
Swarthmore spring caendar? Consider the relation between what Miller and Ratner found and
the kind of “identity politics’ that dominates college campuses that argues that only members of
certain groups can peak with legitimacy about issues involving those groups. Isthisaversion
of the assumption of sdf-interest or something else?

7. If people are mutable—their natures shaped in important ways by socid circumstances—
what kind of human characteristics do we want to encourage? From what vantage point,
philosophicaly spesking, can we criticize the "bad" transformations that are taking place and
argue that certain "good" characteristics should be preserved? From what vantage point can we
aso advocate "good" transformations when they are needed?



