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Limited Horizon and Time Discounting
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Abstract We experimentally investigate the effect of limited horizon on time discounting. We
find that discount rate has a non-monotonic trend of declining first and then rising, as the in-
tertemporal choice goes far away from the decision day. Subjects became highly impatient
when the intertemporal choice crosses 14th month. This non-monotonic trend violates the
predictions of exponential or hyperbolic discounting model. Using narrow framing and
gambler’s fallacy as measurements of limited horizon, we find that subjects with limited hori-
zon are more likely to show the non-monotonic trend. We then propose a simple limited hori-
zon model to explain how limited horizon results in the non-monotonic trend of discount rate
and estimate the effect of limited horizon on intertemporal choice.
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