


What Is Behavioral Economics?
Behavioral economics is an applied science that incorporates ideas
from psychology into economics. Traditional economics completely
ignores the psychology of decision making. Instead, it assumes a
rational-actor model: people care only about themselves; they know
exactly what they want; they always maximize what they want. Most
economists recognize that this model is not accurate, but it provides
a good principled methodology that can be used quite broadly.

A large literature in psychology, however, studies human judgment
and human decision making. This literature documents many ways in
which the rational-actor model is systematically inaccurate.
Behavioral economics starts with these ideas. It then investigates how
modifications to the standard rational-actor model might alter impor-
tant economic conclusions. 

Immediate Gratification
A major area of my research incorporates self-control problems into
economics. A standard assumption of economics is that when you
make choices at multiple points in time, you will be “time consis-
tent”: if you want to do something in the future, you will still want
to do it when it is time to carry it out. To illustrate, I often give the
following example: if I want to work on a problem set next Saturday

rather than next Sunday, when next Saturday arrives, I will still want
to work on it then rather than the next day. This is a standard
assumption of economics.

But a lot of evidence from psychology says instead that people have
a preference for immediate gratification. When thinking about the
future, you want to behave patiently, but when it comes time to carry
out those plans, you indulge in immediate gratification. In my exam-
ple, when Saturday arrives, my preference for immediate gratification
makes me not want to do the problem set now, and thus I decide to
delay doing it until Sunday.

Procrastination
I have spent a lot of time studying this type of procrastination. A
preference for immediate gratification can generate a continual pro-
crastination, where you repeatedly plan to do something in the near
future, but when it comes time to carry out the plan, you decide to
do it a little later yet. If a person does this again and again, the result
can be severe delay. This conclusion highlights how immediate grati-
fication could have major implications for individual well-being.
While any one of these decisions to delay may not do much harm, if
you do it over and over again, it could sum up to a lot of damage. 
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In follow-up work, I study which types 
of situations are more likely to generate
severe procrastination. For instance, con-
sider situations in which you not only
choose when to work on something, but
you also choose how much effort to exert.
You could put in a little effort for a small
reward, or you could put in a lot of effort
for a big reward. Procrastination might be

quite likely in such situations. If your only
option is to put in small effort for a small
reward, you might just do it right away.
But if you also have the option to put in
large effort for a large reward, you might
decide that this is what you really ought to
do. Unfortunately, when you plan to put in
a lot of effort, a preference for immediate
gratification creates a strong urge to delay
that effort until later. This starts the cycle
of procrastination.

Projection Bias: Don’t Order Dessert First
I am also very interested in another error
in intertemporal choice, which my coau-
thors and I labeled “projection bias.” We
asked whether people are able to predict
how their tastes change over time. Do peo-
ple understand, for example, how being
hungry versus full affects their enjoyment
of food? We find that, while people seem
to understand the direction in which their
tastes change, they seem to underestimate
the magnitudes of those changes. 

Consider the following example. At a
restaurant the waitperson asks before you
order your entrée whether or not you want
a soufflé for dessert. You are currently
hungry, and that soufflé sounds exciting
and good, and you think it is going to
taste great. You may recognize that after
you have eaten your entrée, it will taste
less good, but you underestimate how
much less good as you become full. The
implication is that you might be overly

prone to order it. It may cost $10 and you
say, “ Oh, sure, I’ll order it.” After you
have eaten your entrée, you regret the
decision because you are full, and it ends
up only being worth a few dollars to you
now. This is projection bias—projecting
your current feelings or tastes on what
you expect your future taste to be.

Applying the Theory: How Excited Are You
about Golf?
In my initial work on projection bias, we
did an applied theory analysis. We started
with an extensive review of research in
psychology, which showed projection bias
across many domains. We then built a
simple mathematical model of the bias and
applied this model to several economic
applications. One application was to the
purchase of durable goods—goods that you
can use over and over again. We showed
that projection bias makes people overly
prone to purchase durable goods. Here’s an
example. You go into a golf store, and you
are excited about golf. As you debate
whether to buy a new golf club, in your
current excited-about-golf state you think
about how valuable the club would be if
you used it today. Projection bias then
makes you think that you’ll feel this
excitement every day for the next three
years. As a result, you value the club too
highly. Later, your excitement about golf
diminishes, so you end up regretting the
purchase and having spent too much.

Testing the Theory: Do You Really Want That
Winter Coat?
I wanted to find a way to test projection
bias using economic field data. Another set
of coauthors and I chose to study orders of
durable goods from a catalog company,
where returns could serve as a measure of
regret in ordering. We still needed some-
thing that shifts around tastes in a

Fascinating!

People have a preference for immediate grat-
ification.…You want to behave patiently, but
when it comes time to carry out those plans,
you indulge in immediate gratification. 

As you debate whether to buy a new golf
club, in your current excited-about-golf state
you think about how valuable the club would
be if you used it today. Projection bias then
makes you think that you’ll feel this excite-
ment every day for the next three years. As a
result, you value the club too highly.

I wanted to find a way to test projection bias
using economic field data.…We eventually
hit on the idea of studying the impact of the
weather on winter clothing items.

We chose to study orders of durable goods
from a catalog company, where returns could
serve as a measure of regret in ordering.

Asymmetric paternalism: the idea is to look
for interventions that will help the people who
are making errors, but have little or no effect
on the people who are not making errors. 

A preference for immediate gratification can
generate a continual procrastination. The
result can be severe delay. It could sum up
to a lot of damage.… I study which types of
situations are more likely to generate severe
procrastination. 
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predictable way. We eventually hit on the
idea of studying the impact of the weather
on winter clothing items. The idea is this:
if you are thinking about ordering a winter
jacket on a very cold day, the winter jacket
would be very valuable to you on that day.
If you project these feelings on the future,
you will overvalue the jacket and be over-
prone to order it. As a result, you will be
quite likely to return it. 

We got data from a catalog company. We
could see the orders, the day of the orders,
and the zip codes. We matched these with
the local weather. We could also see whether
or not the jackets were returned. This is a
key variable because the prediction is that
people who ordered on very cold days will
have a high probability of return. The people
who ordered on very warm days—thinking

that the jacket is not very valuable and
projecting those thoughts on the future,
and therefore undervaluing the jacket—are
underprone to ordering it. This group will
have low propensity for returning. This is
exactly what we saw in the data.

Asymmetric Paternalism: Helping Error Makers
One aspect of behavioral economics that
really excites me is its potential impor-
tance for public policy. I believe that most
people are good decision makers most of
the time. But there are some situations
where people do not get things quite right.
Is there scope for government policy to
help improve behavior in these situations? 

When I started studying this question, a
big issue immediately emerged. Because we
still do not fully understand the prevalence

of errors or the severity of errors in the
population, we must be very cautious in
any policy proposals based on behavioral
economics. It could be that half the people
are making errors and half are not. And a
blanket policy to help the people who are
making errors might actually hurt the peo-
ple who are not making errors. A tax on
potato chips might help those who overeat
potato chips, but it might harm those who
eat exactly as many potato chips as they
would like. Hence, we need to proceed in a
way that we can be confident an interven-
tion will do more good than harm. My
coauthors and I suggest a cautious approach.
We label it asymmetric paternalism. The
idea is to look for interventions that will
help the people who are making errors, but
have little or no effect on the people who
are not making errors. 
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Perhaps the simplest example is rules for
default outcomes. If we were ever to move
to privatized social security where people
had to make choices about their own
investment accounts, we would have to
specify a default that applies if people do
not respond. Indeed, even under the current
system of company-sponsored 401(k) plans,
companies specify a default that applies if
people do not respond. Standard economics
would say the default is irrelevant. If it is
the right choice, people will keep it. If it is
the wrong choice, people will immediately
switch. But behavioral economics says no.
Due to procrastination and other errors,
people tend to get stuck on defaults.

Note then the potential to conduct asym-
metric paternalism. The choice of default
will have no impact on people who do not
make errors. And by choosing the default
wisely and finding one that is likely to be
good for most people, we can help those
who are subject to errors.

Behavioral Economics versus Marketing
The difference, and sometimes tension,
between economists and marketers is in
their focus. Marketing’s focus is on how to
sell things and what types of things gener-
ate sales. The focus of economics is welfare
or social surplus, which does include firms’
profits, but also the utility of consumers.
Often the two do not conflict. Indeed, with
respect to consumer choice, a standard line
in both economics and marketing would
say, “There are no worries, because any-
thing people buy, they want to buy. Firms
that figure out how to get people to buy
more must have created value.” However,
behavioral economics and, even more so,
psychology point out ways in which people
buy things they do not really want. This
creates a tension between marketing and
behavioral economics. Marketing uses this
research to find ways to sell more. Behavioral
economics uses the same research to identify
policies that might help consumers make
better decisions, which often means to buy
less. Personally, I want my research used to
help people buy what they really want or
need, and not to sell people more stuff.

Widening Our Vision 
Several years ago, there were only a few
behavioral economists around campus:

Bob Frank, Johnson Graduate School of
Business; Bill Schulze, Applied Economics
and Management; and myself. It was a
strong base, but small. Over the last few
years, however, we have been fortunate to
hire some exciting new junior professors.

The Johnson School hired two behavioral
economists, Ben Ho and Ori Heffetz, and
the economics department hired another
behavioral economist, Dan Benjamin. With
these new arrivals, the activity level has
increased. So have the interactions with
psychologists. We have always had a research
workshop that focuses on the psychology
of judgment and decision making. Now we
have added a second research workshop
that is dedicated to behavioral economics.
We also have a terrific core group of 10 to
12 faculty and graduate students, psychol-
ogists and economists, who attend both.

This level of interaction at Cornell between
economists and psychologists is quite
striking. The very best behavioral economics
groups are at Harvard and Berkeley, but
they do not talk to psychologists there.
The very best judgment–decision-making
groups are at Chicago, Duke, and Carnegie
Mellon, but the economists there are not
interested. Cornell is unique in having strong
groups in both behavioral economics and
judgment–decision making, and even more,
we are actually interacting with each other.
Our vision is to leverage this interaction and
move to the frontier of research in these
areas. The 2009–12 theme project of the
Institute for the Social Sciences will focus
on increasing our interactions between
economists and psychologists as we pursue
this vision.

Hands-On Economics for the Students
I love teaching Cornell undergraduates. They
are an incredibly strong group. I want to
help revamp our undergraduate economics
program to make it a more exciting econom-
ics experience for them. I want to find fun

ways to get more undergraduates involved in
experiencing what takes place in behavioral
economics and economics in general. We
need more courses where students can get
hands-on experience in applied economics
and actually work with data on a topic.

From the Beginning
I was an undergraduate at Dartmouth. Like
most undergraduates, I spent my first year
taking courses to find out what I liked. I dis-
covered that I was most interested in
economics and psychology. I carried this
interest to graduate school at UC–Berkeley,
but I lost this focus during my first few
years. I wrote my dissertation on mainstream
industrial organization. I studied how to
design patent policy to stimulate industrial
research and development. I published sever-
al papers on the topic from my dissertation.
But in my last six months at Berkeley, I
began talking to Matthew Rabin about
behavioral work, and those months were
incredibly productive. We completed two
behavioral economics papers during that
time and continued to collaborate for many
years thereafter. That collaboration rekindled
my initial interest in economics and psychol-
ogy, which has been my focus ever since. 

Academia Confirmed
Ever since my sophomore year in college, I
noticed how much I enjoyed teaching. This is
probably why I chose academia: I enjoy
teaching. I enjoy helping and guiding stu-
dents through their work. When I was a
chemistry teaching assistant at Dartmouth, it
was fun and exciting. After Dartmouth, I
worked as a ski instructor, and the idea of
breaking information down into pieces and
stacking it back up to teach people how to
do something was very satisfying. When I
went to graduate school, I was confident that
I would enjoy and be good at teaching. But I
did not know if I was going to enjoy and be
good at research. I gave myself three years to
find out, otherwise I would move on. I found
that I was doing well and enjoying it.

My office has a beautiful view to the west, 
looking out over downtown Ithaca and West Hill.
I like to look out while I think, particularly
when the whole hillside is red and orange.



My Favorite Walk on Campus—One for Visitors
I often take seminar speakers and other visi-
tors on this walk. I come out of Uris Hall
and walk across the Arts Quad, which is an
impressive place. I walk by the Johnson Art
Museum and, if there is enough time, stop
and go up to the museum’s fifth floor and
loop around to see the full view of Ithaca in
all four directions, which is breathtaking.
Walking out of the Johnson Museum, I go
down the steps opposite it to the suspension
bridge. I cross the gorge on the suspension
bridge. If time is short, I come back across
the car bridge to Uris. If there is enough
time, I continue to the other pedestrian bridge
just below the dam, up behind Martha van
Rensselaer Hall, and back through campus
by Mallott Hall to Uris. It is very impressive,
especially upon seeing the gorge. 

Living in Ithaca
Ithaca. One of my favorite summer events is
picking fruit—strawberries, cherries, raspber-
ries. I love fresh fruit, and I also use it to
make ice cream. I missed this experience the
two summers I was in Pittsburgh. Ithaca is
also a wonderful place for taking walks,
playing in the parks, and yes—shorter and
easier commutes. We were shopping one day,
and my wife said, “We did all of this today!
In Pittsburgh it would have taken us three
days to go to all of those stores.” 

What a View! My office has a beautiful view
to the west, looking out over downtown
Ithaca and West Hill. I like to look out while
I think, particularly when the whole hillside
is red and orange. In the summer when the
thunderstorms come, it is fun to watch the
thunderheads come in and slowly build, then
the rain blows sideways into my window. In
the spring, colorful flowers flourish. We were
driving through campus one spring day, and
my daughter, who is age three, was so excit-
ed by all the flowers.

It’s True. Ithaca is just a bit isolated. We do
not have government agencies or other
major research universities within an hour’s
driving distance to appeal to some academics
and their spouses. When recruiting, we can
have a very high caliber candidate who is
excited about Cornell and wants to be here,
but ultimately cannot come because the
spouse has limited opportunities in town. 

Ithaca Is Very Easy. Ithaca’s beauty and day-
to-day life is easy. We love all the festivals
that take place on the downtown Commons
and the many mid-range restaurants to
enjoy. It’s a fun community.

Skiing in Ithaca. I’m a bit of a skiing elitist. 
I grew up skiing in Colorado and Utah and
Lake Tahoe (I was a ski instructor at Squaw
Valley in Lake Tahoe). Skiing is just not as
enjoyable on the East Coast. Our local ski
area, Greek Peak, is far from the excitement 
I am accustomed to. But I expect that I will
take my daughter there in a couple of years,
and it will be more fun.

Golf and Ice Hockey. My hobbies are golf
and ice hockey. Ice hockey is excellent here.
For years I have played in the local adult 
ice hockey leagues. It gives me a chance to
interact with non-Cornell people. Golf is also
very good here, but since it takes a lot of
time, I have not golfed as much as I might
like, especially since my daughter arrived. 

The Last Word

A Cap on a Cornell Theme
I am excited about the social sciences at
Cornell. The breadth of interdisciplinary
work is outstanding, and the level of inter-
actions across disciplines is extremely high.
In addition, the diversity created by having
social scientists spread around campus with
their own unique focus enriches everyone.
Even within the behavioral community, I
interact with people in at least five colleges.
To have these different groups around cam-
pus who bring their own unique nature is
unique to Cornell. 

For more information:
E-mail: edo1@cornell.edu
Website: www.arts.cornell.edu/econ/edo1
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Years as Cornell faculty
11 

Came to Cornell from
Carnegie Mellon University, Pittsburgh

Favorite spot on campus

A walk around campus

Cornell’s research distinction
The unique experience, output, 
and environment formed by inter-
disciplinary interactions across
Cornell’s schools and colleges 

Cornell’s trademark
Beautiful campus and extraordinary
undergraduate students

I am also
An expert skier
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