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 Figure 1 plots the particular parameterization of the quasi-hyperbolic discount

 function used in our simulations, B = .7 and 6 = .957. Using annual periods, these

 parameter values roughly match experimentally measured discounting patterns.

 Delaying an immediate reward by a year reduces the value of that reward by

 approximately - (1 - 18). By contrast, delaying a distant reward by an additional
 year reduces the value of that reward by a much smaller percentage: 1-6.

 All forms of hyperbolic preferences induce dynamic inconsistency.3 Consider

 the discrete-time quasi-hyperbolic function. From the perspective of time 0, the

 value of a util at time 11 relative to the value at time 10 is (13611)/(13610) = 6.
 However, from the perspective of time 10, the value of a util at time 11 (1 period in the

 3 Dynamic inconsistency refers to preferences which contradict the decisionmaker's own preferences at
 a later date. For example, imagine that on Monday I prefer to quit smoking on Tuesday but that on
 Tuesday I change my mind (with no new information) and now prefer to quit smoking on Wednesday.
 This agent holds preferences that are dynamically inconsistent. A distinct kind of dynamic inconsistency

 sometimes arises in strategic interactions between distinct agents. For example, a durable goods
 manufacturer may wish to commit to charge a permanently high price for a good, thereby encouraging

 customers to buy the good immediately instead of waiting for subsequent price declines. But if this early

 buying were to take place, the manufacturer would then wish to subsequently lower the price to attract

 buyers who weren't willing to buy at the original price (Coase, 1972; see also Kydland and Prescott, 1997,
 and Barro and Gordon, 1983).
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