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MEETING ANNOUNCEMENT
Thursday, September 17, 2009

Refreshments:  3:30 pm - 3:45 pm

Presentations:  3:45 pm – 5:30 pm

Risks and Rationality: Challenges to
Sound Decisionmaking1
How much should we spend to reduce health and other risks? Economists generally answer this question by comparing the costs of different strategies to their benefits, based on individual’s preferences for spending on risk reductions rather than other goods or services. However, recent work by behavioral economists and others has challenged the assumptions that underlie this approach, suggesting that individual preferences often diverge from the standard tenets of rational choice. This seminar will feature three speakers who will provide different perspectives on this issue. 

1These presentations were part of the “New Ideas for Risk Regulation” conference sponsored by the Society for Risk Analysis and Resources for the Future in June 2009. A video of the full conference is available on the RFF website (http://www.rff.org/Events/Pages/New-Ideas-for-Risk-Regulation.aspx) and downloadable copies of the slides and papers are also available on SRA website (http://www.sra.org/events_2009_risk_regulation_conf.php).

Presentations

Positive and Normative Justifications for Benefit-Cost Analysis

James K. Hammitt, Harvard School of Public Health

How are Preferences Revealed?

David I. Laibson, Economics Department, Harvard University

The Five Neglects: Risks Gone Amiss

Richard Zeckhauser, Harvard Kennedy School of Government
Location

Harvard School of Public Health

Kresge Building Room G-2

677 Huntington Ave.

Boston, MA 02115

Please RSVP by Monday, September 14th to Amy B. Rosenstein (arosenstein@icfi.com). We need to know the number of attendees to order refreshments and to give your information to the guard’s desk. Organization website: www.sra-ne.org
Abstracts of presentations
James K. Hammitt. Positive and Normative Justifications for Benefit-Cost Analysis.
Benefit-cost analysis (BCA) may be justified as a positive or normative exercise, with implications for the legitimacy of using BCA as a guide to policy choice and for the appropriate methods to use in conducting BCA. Under the positive justification, BCA attempts to determine whether a population could devise a set of transfers such that it unanimously prefers the project with these transfers to the status quo. Under the normative justification, BCA attempts to determine whether a population should perceive itself better off with the project than the status quo.

The two justifications are inconsistent with each other and both have limitations. The difference arises because BCA typically assumes that individuals act in accordance with standard economic theory. There is much evidence that individuals do not act in this way, and so they may disprefer a change in circumstances that standard economics predicts they should prefer. 

The positive justification is consistent with respect for individual autonomy and provides clarity about the objective of BCA (which helps in making methodological choices) but can require endorsing “irrational” preferences. The normative justification implies endorsing policies that the population will not prefer and requires determining what preferences are normatively acceptable.

David I. Laibson. How are Preferences Revealed?
Revealed preferences are tastes that rationalize an economic agent’s observed actions. Normative preferences represent the agent’s actual interests. It sometimes makes sense to assume that revealed preferences are identical to normative preferences. But there are many cases where this assumption is violated. We identify five factors that increase the likelihood of a disparity between revealed preferences and normative preferences: passive choice, complexity, limited personal experience, third-party marketing, and intertemporal choice. We then discuss six approaches that jointly contribute to the identification of normative preferences: structural estimation, active decisions, asymptotic choice, aggregated revealed preferences, reported preferences, and informed preferences. Each of these approaches uses consumer behavior to infer some property of normative preferences without equating revealed and normative preferences. We illustrate these issues with evidence from savings and investment outcomes.

Richard Zeckhauser. The Five Neglects: Risks Gone Amiss.
This talk will focus on the shortcomings of individuals making risk-related decisions, whether choosing for themselves or as agents for others or for institutions, including the institution of society at large. Individuals often fail to incorporate in their decisionmaking five elements identified as critical for rational decisions. Failure to consider the five criteria give rise to what we label the five neglects:

1.   probability neglect,

2.   consequence neglect,

3.   statistical neglect,

4.   solution neglect, and

5.   external risk neglect.

These neglects will be illustrated with two case studies: reclamation of mines in the American West, and the Pontine Marshes below Rome.
Biographical sketches of presenters
James K. Hammitt is Professor of Economics and Decision Sciences at the Harvard School of Public Health and Director of the Harvard Center for Risk Analysis. His research and teaching concern the development and application of quantitative methods—including benefit-cost, decision, and risk analysis—to health and environmental policy in both industrialized and developing countries. He is particularly interested in the management of long-term environmental issues such as global climate change and stratospheric-ozone depletion, in comprehensive evaluation of risk-control measures (including ancillary benefits and countervailing risks), and in methods for measuring the value of health risks, including monetary and health-adjusted-life-year metrics. Professor Hammitt holds degrees in Applied Mathematics and Public Policy from Harvard University and was previously Senior Mathematician at the RAND Corporation, a faculty member at the RAND Graduate School of Policy Studies, and held the Pierre-de-Fermat Chaire d’Éxcellence at the Toulouse School of Economics. He serves on the National Research Council Committee on Health, Environmental, and other External Costs and Benefits of Energy Production and Consumption, the US Environmental Protection Agency’s Science Advisory Board and its Environmental Economics Advisory Committee, and chairs its Expert Elicitation Advisory Panel and the EPA Advisory Council on Clear Air Compliance Analysis.

David I. Laibson is a Harvard College Professor and the Robert I. Goldman Professor of Economics at Harvard University. He is also a Research Associate at the National Bureau of Economic Research, where he is member of the Programs in Asset Pricing, Aging, and Economic Fluctuations and Growth. Laibson serves on several editorial boards, as well as the boards of the Health and Retirement Survey and the Pension Research Council. He is a recipient of a Marshall Scholarship and grants from the National Science Foundation, the MacArthur Foundation, the National Institution on Aging, the Sloan Foundation, the Social Security Administration, and FINRA. Laibson has given the Lionel Robbins Lectures (LSE), the Ely Lectures (Johns Hopkins), the Theodore Schultz Lecture (University of Chicago), and the Robert Hahn Lecture (Royal Economic Society). Laibson co-organizes the Russell Sage Foundation’s Summer School in Behavioral Economics. He has received the PBK Prize for Excellence in Teaching. His research studies macroeconomics, psychology and economics, neuroeconomics, and household finance. Laibson holds degrees from Harvard (BA), the London School of Economic (MSc), and MIT (PhD).

Richard Zeckhauser is the Frank P. Ramsey Professor of Political Economy at Harvard’s Kennedy School of Government. Much of his conceptual research examines possibilities for democratic, decentralized allocation procedures. Many of his policy investigations explore ways to promote the health of human beings, to help markets work more effectively, and to foster informed and appropriate choices by individuals and government agencies. He teaches an advanced course in analytic methods, the Ph.D. writing seminar, and chairs the annual executive program on Investment Decisions and Behavioral Finance. He has been elected as a fellow of the Econometric Society and the American Academy of Sciences and as a member of the Institute of Medicine (National Academy of Sciences). He has come first (Mixed Pairs, 2007), second (Mixed Teams, 2003), and third (Open Pairs, 2004) in recent national contract bridge championships. He serves as a Trustee for The Commonwealth School and as a member of NBER, the Russell Sage Roundtable in Behavioral Economics, the Academic Advisory Committee, American Enterprise Institute, and the OECD High Level Advisory Board on Large-Scale Catastrophes. His latest book, with Peter Schuck, is Targeting in Social Programs: Avoiding Bad Bets and Removing Bad Apples. His forthcoming book, with Jonathan Nelson, is The Patron's Payoff: Conspicuous Commissions in Renaissance Italy. He holds a BA (summa cum laude) and a PhD in economics from Harvard University.

Getting to the event

Directions to Harvard School of Public Health: http://www.hsph.harvard.edu/about/location-and-directions/longwood-campus-directions/index.html

· From the MBTA Subway (on foot) – The school is directly across from the Brigham Circle Green Line (E) stop
· Driving directions
From North or South of Boston:  Take I-93 North/South to Exit 26 (Storrow Drive). Follow Storrow Drive approximately 2.5 miles to Kenmore Square/Fenway exit (on left). The exit ramp forks, stay to your right. Take right at first light into Kenmore Square. Take leftmost fork at second light onto Brookline Avenue. Follow Brookline Avenue approximately 1 mile and through a major intersection (Beth Israel Hospital will be on the left). Watch for blue and white Longwood Medical area signs. Take left on Longwood Avenue and a right onto Huntington Avenue.

From West of Boston:  Take I-90 to exit 18. Follow Storrow Drive eastbound to Kenmore Square/Fenway exit. Follow directions above.

· Once you arrive at HSPH
Parking:  There are a limited number of metered parking spaces available on Huntington Avenue in front of the HSPH, as well as on adjacent streets. There is also limited visitor parking, hospital parking, and/or parking lots.

Room location:  Enter through the entrance to the Kresge Building at 677 Huntington Ave. After going past the guard’s desk, turn right and take the stairs down one floor. Turn left, and Room G-2 will be on the right-hand side. 

www.sra-ne.org
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