©
2018 2020

A Theory of Time Preference with Cognitive Optimization

TAKEOKA, Norio

2,600,000

This project studies an endogenous determination of discount factors through
the cognitive optimization of empathy allocations across future selves. This hypothesis is
motivated by the empirical evidence, called the magnitude effect, which shows that subjects tend to
less discount larger payoffs in the future. If the future payoffs are larger, the current self
seems to have a stronger incentive to be empathetic to future selves and hence will make a more
patience choice. On the other hand, it is psychologically costly for the current self to think
putting himself in the other selves® shoes. This project behaviorally characterizes the hypothesis
of the above cognitive optimization story.
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