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		Abstract

		Behavioral economics (BE) examines the implications for decision-making when actors suffer from biases documented in the psychological literature. This article considers how such biases affect regulatory decisions. The article posits a simple model of a regulator who serves as an agent to a political overseer. The regulator chooses a policy that accounts for the rewards she receives from the political overseer â€” whose optimal policy is assumed to maximize short-run outputs that garner political support, rather than long-term welfare outcomes â€” and the weight the regulator puts on the optimal long run policy. Flawed heuristics and myopia are likely to lead regulators to adopt policies closer to the preferences of political overseers than they would otherwise. The incentive structure for regulators is likely to reward those who adopt politically expedient policies, either intentionally (due to a desire to please the political overseer) or accidentally (due to bounded rationality). The article urges that careful thought be given to calls for greater state intervention, especially when those calls seek to correct firm biases. The article proposes measures that focus rewards to regulators on outcomes rather than outputs as a way to help ameliorate regulatory biases. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: administrative law, antitrust, asymmetric, Bennett, competition, competitiveness, confirmation bias, endowment effect, Farina, Ginsburg, Jolls, Klick, Korobkin, loss aversion, market, merger, Mitchell, Moore, myopia, public choice, regulation, Rachlinski, Rinner, Stone, Stucke, Tor, Ulen, Wright

	
	

	
    

    
	

	
	
		JEL Classification: K21, K23, L40, L51, D73

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Cooper,  James C. and Kovacic,  William E., Behavioral Economics: Implications for Regulatory Behavior (July 21, 2011). Journal of Regulatory Economics, Vol. 41, No. 1, February 2012, George Mason Law & Economics Research Paper No. 13-13,  Available at SSRN: https://ssrn.com/abstract=1892078 or http://dx.doi.org/10.2139/ssrn.1892078 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						James C. Cooper (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: George Mason University - Antonin Scalia Law School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				George Mason University - Antonin Scalia Law School  ( email )

			

			
			
				
				
				
					3301 Fairfax Drive
Arlington, VA  22201
United States
703-993-9582 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						William E. Kovacic

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: George Washington University - Law School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				George Washington University - Law School  ( email )

			

			
			
				
				
				
					2000 H Street, N.W.
Washington, DC  20052
United States
202.994.8123 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://www.law.gwu.edu/faculty/profile.aspx?id=1731
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: King's College London - The Dickson Poon School of Law]
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				King's College London - The Dickson Poon School of Law 

			

			
			
				
				
				
					Somerset House East Wing
Strand
London, WC2R 2LS
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      862

			

		
		
		
			Abstract Views

			    5,482

		

		
		 
		
			Rank

			   51,962

		

		
	


	
		
            
            	       19 Citations
		

	

	
		
			
				       26 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    King's College London Dickson Poon School of Law Legal Studies Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                King's College London Dickson Poon School of Law Legal Studies Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,711

                                    

                                    
                                        PAPERS

                                            1,104

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ori J. Herstein at The Hebrew University of Jerusalem, Faculty of Law, Thomas Schultz at King's College London

                                    

                                
                            

                        

                    

                
	
                    Antonin Scalia Law School, George Mason University, Law & Economics Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Antonin Scalia Law School, George Mason University, Law & Economics Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,833

                                    

                                    
                                        PAPERS

                                            1,178

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        J. Shahar Dillbary at George Mason University - Antonin Scalia Law School

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Public Choice: Analysis of Collective Decision-Making eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Public Choice: Analysis of Collective Decision-Making eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,175

                                    

                                    
                                        PAPERS

                                           13,559

                                    

                                

                                
                            

                        

                    

                
	
                    IO: Regulation, Antitrust & Privatization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Regulation, Antitrust & Privatization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              999

                                    

                                    
                                        PAPERS

                                           22,847

                                    

                                

                                
                            

                        

                    

                
	
                    Behavioral & Experimental Economics eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Economics eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              943

                                    

                                    
                                        PAPERS

                                           18,700

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Risk, Regulation, & Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk, Regulation, & Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              363

                                    

                                    
                                        PAPERS

                                            5,765

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Adam M. Finkel at University of Michigan School of Public Health, Alberto Alemanno at HEC Paris

                                    

                                
                            

                        

                    

                
	
                    Nonprofit Organizations eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Nonprofit Organizations eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              341

                                    

                                    
                                        PAPERS

                                            2,110

                                    

                                

                                
                            

                        

                    

                
	
                    Decision Making, Organizational Behavior & Performance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Decision Making, Organizational Behavior & Performance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              317

                                    

                                    
                                        PAPERS

                                            2,906

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        David C. Logan at California Medical Association (CMA) WellnessUniversity of Southern California - Marshall School of Business

                                    

                                
                            

                        

                    

                
	
                    Power, Politics, & Organizational Behavior eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Power, Politics, & Organizational Behavior eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              264

                                    

                                    
                                        PAPERS

                                            1,051

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        David C. Logan at California Medical Association (CMA) WellnessUniversity of Southern California - Marshall School of Business

                                    

                                
                            

                        

                    

                
	
                    Types of Organizations & Organizational Behavior eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Types of Organizations & Organizational Behavior eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              243

                                    

                                    
                                        PAPERS

                                            1,555

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        David C. Logan at California Medical Association (CMA) WellnessUniversity of Southern California - Marshall School of Business

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Behavioral Law and Economics

                        
                            By
                                
                                
                                    
                                    Christine Jolls
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Behavioral Law and Economics

                        
                            By
                                
                                
                                    
                                    Christine Jolls
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Debiasing Through Law

                        
                            By
                                
                                
                                    
                                    Christine Jolls
                                     and 
                                
                                    
                                    Cass R. Sunstein
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Debiasing Through Law

                            
                                By
                                    
                                    
                                        
                                        Christine Jolls
                                         and 
                                    
                                        
                                        Cass R. Sunstein
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Status Quo Bias and Contract Default Rules

                            
                                By
                                    
                                    
                                        
                                        Russell B. Korobkin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Creating Convergence: Debiasing Biased Litigants

                            
                                By
                                    
                                    
                                        
                                        Linda Babcock, 
                                        
                                    
                                        
                                        George Loewenstein, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Law of Implicit Bias

                            
                                By
                                    
                                    
                                        
                                        Cass R. Sunstein
                                         and 
                                    
                                        
                                        Christine Jolls
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Legal Regulation of Self-Serving Bias

                            
                                By
                                    
                                    
                                        
                                        Ward Farnsworth
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Identifying the Effects of the Americans with Disabilities Act Using State-Law Variation: Preliminary Evidence on Educational Participation Effects

                            
                                By
                                    
                                    
                                        
                                        Christine Jolls
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Identifying the Effects of the Americans with Disabilities Act Using State-Law Variation: Preliminary Evidence on Educational Participation Effects

                            
                                By
                                    
                                    
                                        
                                        Christine Jolls
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.111 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
