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Abstract

Behavior economics makes a modification on the hypothesis of eco-
nomic agent’s rationality. With the base of experience induction, it puts
forward the hypothesis of aberrantly cognitive economic agent. Conse-
quently two results are brought in the field of trans-period decision. One
is the paradigm substitution of neo-classic standard finance with behavior
finance in the risk preference field, which is represented by the cover of
prospect theory on expected utility theory. The substitution is well known
by the award of Nobel’s economics prize. The other result is in the time
preference field, in which the exponential discount is challenged more
and more by the aberration of inconsistent time preference and faced with
the transformation in paradigm. This trend is obvious at present time.

As the rooted reason, time preference constructs the content of in-
terest rate and that of term structure theory in the aspect of essence
issue. Therefore, the paradigm substitution of strict consistent time pref-
erence in the neo-classical economics with the inconsistent time prefer-
ence in behavior economics is sure to bring the new theoretic factors,
which is the starting point in the writing of this paper.

In the neo-classical interest rate term structure theory, it is seldom
about the discussion on time preference. The reason is that neo-classical
economics considers with its own wishful thinking that the essence issue
has been solved for good by simply setting the time preference rate ( dis-

counting rate) as a constant. Based on this consideration, modern theory
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of interest rate term structure brings in turn the expectation and liquidity
and term choice into the analytical framework and reinforces gradually the
explanation power of the yield rate curve in the real market. But each the-
oretical model, with different degree, has unilateral defect that they can
not either solve the essence issue problem of how the interest rate term
structure forms or they can not totally explain three typical characters
about yield curve. Even the outstanding of these theories, preferred habi-
tat theory, 1is also a deficient theory, although it can explain well all the
three typical experience facts about the yield curve. The base of this theo-
ry, preferred habit theory, is a presupposed conception which has not
been accounted for micro theory base. Consequently this theory is in fact
not complete.

This paper argues that the simplification of time preference is the
main reason that causes to shrink the developing room of modern interest
rate term structure. For this reason, this paper tries with inconsistent
time preference theory to modify the preferred habit theory. The study
shows that people’s special preference with term-differed bonds can be
explained by inconsistent time preference and real consumption commit-
ment ability. Based on the modified new term preference theory, the term
structure model, melting into the inconsistent time preference rate, may
unify the explanation of the “standard” American-style yield curve and
the “aberrant” China-style yield curve into the same framework. Accord-
ingly the logical deduction of paradigm transformation of time preferred
theory in the interest rate term structure field can be completed.

The main content of this paper includes the issues as follows. after
picking problems from the theoretical review, this paper firstly has a sys-
temic statement in a chapter on the inconsistent time preference theory of

behavior economics and makes it as a base for the whole argument in this

paper.
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With the inconsistent time preference, we can make theoretical ex-
planation on micro base to the term preferred habit theory, which is that
the existing of inconsistent time preference of economic agent produces
the need for commitment technique. The real economical factors behind
this technique are all kinds of term preference with different term-differed
bonds. As a result, term preference in term preferred habit theory not on-
ly receives explanations of essence issue, buti also has an appropriate
technical expression form which is commitment horizon.

In order to obtain the term structure of real time preference rate of
economic agent, this paper improves on the traditional trans-period asset
pricing model, main of which is to include the hyperbolic discounting
function, representing inconsistent time preference, and commitment
horizon T, representing term preference, into the traditional analytical
framework. On the condition of different kinds of commitment horizon,
this paper elaborates term structure of real time preference rate and com-
pletes the discussion of interest rate term structure in the essence issue
part. In succession with this base, by including of other factors such as
liquidity and risk of rate changing and system, this paper finishes the
whole depicting of real yield curve and makes conclusions with wider ap-
plying scope than the traditional term preferred habit theory.

At last this paper tests the theoretical deduction with the credit card
rate phenomenon and the flatness character in the yield rate curve of Chi-
na, two of which are aberrations that can not be explained by the tradi-
tional lamed term preferred habit theory, but with the new theoretical
framework, by use of different commitment horizons as explaining varia-
bles, these so-cal‘led aberrations and standard American-style yield curve

. - . . -
can receive consistent explanations in logic.
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