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Economics is concerned with understanding the production and exchange of

goods and services, that in turn depends on sophisticated planning and decision
making by people. The of introductory microeconomics is an
individual who chooses a bundle of goods that maximizes utility subject to a
budget constraint. Beginning with this model of human behavior, one may de-
rive supply and demand curves, whose intersection determines market prices and
quantities. This model has been very useful in helping us understanding many
of the broad changes that occur in an economy, however newspapers are also
�lled daily with examples of human folly, including civil wars, strikes, medical
malpractice cases, oversights in the regulation of airlines or banks, break downs
federal government budget negotiations, labor strife, phenomena that seem in-
consistent with the simple model of . Moreover these behaviors
may have a profound effect upon the performance of the economy as a whole,
and hence understanding them is of some important to economics.

The objective of this course is to explore these and related issues using recent
research from a number of �elds, including cognitive psychology, game theory,
anthropology and the theory of evolution. The lectures shall provide an overview
of some of this literature, while students are encouraged to explore in greater
depth a single issue that can form the basis for a class presentation and term
paper.

Course performance is evaluated as follows:

1. 30% - Three tests based on the lecture material.

2. 20% - Evaluation of a 45 minute class presentation. Photocopies of the
slides for the presentation are to be handed in the week before the class
presentation.

3. 30% - Final paper to be handed in last day of class. 10% of the mark is
base on the outline handed in the �rst class after the midterm break. The
class presentation and essay may be on the same topic.
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Outline for the Lectures

1. Introduction

2. The Psychology of Decision Making

1.1. Evolution versus Utility Theory

1.2. Complexity

2.1. Review of Utility Theory

2.2. Some Evidence

4. 20% - Final Exam. The exam is two hours, and consists of a single question:

Discuss the relationship between rational choice, human behavior and
social organization.

This section reviews utility theory and discusses how utility functions may be
formed by evolutionary processes.

Alchian (1950)
Dawkins (1995) and Dawkins (1976).
Chapter 1 of Wright (1994).
Chapter 2 of Richards (1987).
Part one Sulloway (1996)

Why is it so hard to make a good decision?
Tenner (1996)
MacLeod (1996)

Review the utility theory in your micro-economics textbook.
Chapter 2 of Green and Shapiro (1994)

A great deal of evidence suggests that while individuals respond to incentives,
utility theory is rejected by the data.

Chapter 3 of Green and Shapiro (1994).
Pages 67-86 of Kagel and Roth, eds (1995).
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inductive reasoning.

3. Strategic Interaction

2.3. Language and Mental Models

2.4. Induction

2.5. From Models to Action and the Role of Emotion

2.6. Computer Models of Human Decision Making

3.1. Thinking Strategically

Smith (1994).
MacLeod (1995).

Language is the tool of decision making. Where does it come from?
Chapters 1-4, 9 Pinker (1995).
Smith (1995).
Chapters 4 and 5 Johnson-Laird (1983).
Afran (1995).

Decisions are informed by models, requiring the use of
Skinner (1948)
Osherson (1995)
Chapter 1, 7 Holland, Holyoak, Nisbett and Thagard (1986)

Emotions play an important role for decision making in complex environments.
Baron-Cohen (1995)
Sha�r and Tversky (1995)
Damasio (1995)

The process of thought is informed by attempts to program machines to think.
Newell, Shaw and Simon (1995 (orginally published 1963))
Newall and Simon (1995 (orginally published 1963))
Chapter 2 and 3 Churchland and Sejnowski (1993).

How do we make decisions when they also depend on the decision of others?
Parts I and II of Schelling (1980)
Part I of Dixit and Nalebuff (1991)
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4. Social Organization

3.2. Con�ict and Property Rights

3.3. Cooperation

4.1. The Organization of Groups

4.2. Efficient Institutions

Property rights are one of the important ingredients for the reduction of con�ict.
Ellickson (1991)
Hirshleifer (1995)
Chapter 9 Frank (1988).
Yellen (1990)

Cooperation between sel�sh individuals is possible when relationships are long
lived.

Axelrod (1984).
Chapter 4 Dixit and Nalebuff (1991).
Chapters 4-8 Frank (1988)
Mauss (1990)

What are the characteristics of a stable social group?
Hirschman (1971)
Olson (1971).
Jankowski (1991)

These studies examine factors that can help us understand the rise and fall of
complex societies based on economic and cultural institutions.

North (1990).
Greif (1994).
MacMullen (1988).
North and Thomas (1973).
Tainter (1988).
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