THE BEHAVIORAL ECONOMICS
IMPLEMENTATION INTO PUBLIC
POLICYMAKING: THE BEHAVIORAL PUBLIC
POLICIES

SUMMARY

The research problem concerns addressing an issue whether behavioral public
policies are more efficient than traditional public policies (the ones that neglect the
irrational individuals’ tendencies and considering humans as fully rational) in the
socio-economic spheres in which human willpower is extensively used.

The research hypothesis posits that the behavioral public policies are
complementary method to traditional public policies (the ones that neglect the
irrational individuals’ tendencies and considering humans as fully rational) in the
socio-economic spheres in which human willpower is extensively used. The spheres
were also specified: increasing savings and organ donations, decreasing energy
consumption, nudging people to consume fewer plastic bags, increasing voter
turnouts, increasing tax compliances, helping in the areas such as health, education,
environmental issues, government aids and education. These areas are chosen since
they consist of intensive human willpower, and they align with contemporary policy

trends and provide innovative solutions.

Research Questions

e What is the impact of a rational choice on the individuals’ decision-making
process?

e How behavioral economics contributes to the public policy design?

e In which areas behavioral insighst can be implemented to public policy
designs?

e Which cognitive biases and heuristics can be used to create effective public
policy designs?

e What is the ethics of libertarian paternalist approach?

e Can nudge be considered as a manipulative approach?



e s it justified from political system perspective to use behavioral methods to
influence the citizens’ decision-making process?

e What are the advantages and disadvantages of implementing behavioral
insights into public policy designs?

e What are the institutional, historical and theoretical frameworks of behavioral

public policies?
Several methodologies were applied in this study. They are presented as follows:

e Secondary Research Analysis
e Historical Analysis

e Experimental Economics

e Official Document Analysis

e Delphi Research

Behavioral economics examines human decision-making using psychological
concepts. This study illuminates cognitive biases and heuristics' uncharted regions,
revealing how people deviate from the rational actor paradigm. The goal is to
connect economic models to the complex and even irrational features of human
decision-making. This study recognizes that public policy affects people with distinct
features and cognitive restrictions. Thus, considering these cognitive biases and
heuristics while creating public policy may provide better results. Behavioral public
policy fundamentals are examined in the thesis. These include behavioral economics,
cognitive biases and heuristics, choice architecture, nudge theory, and libertarian

paternalism.

The thesis distinguishes rational models, which prescribe decision-making, from
behavioral models, which explain how real-world people make complex decisions.
The distinction shows the importance of behavioral economics in creating public
policies that match real-world human behavior. This inquiry argues that behavioral
economics represents a major turning point, rejecting the overly simplistic
presumptions of perfect rationality that have dominated economic theory. Instead, it
shows how cognitive biases, emotions, and social norms affect economic decisions,
providing a deeper understanding of the human condition. A core concept, prospect
theory, illuminates loss aversion's major impact. This shows that people value loss

avoidance over gain, introducing irrationality into decision-making. The paradigm



shift challenges expected utility theory, requiring a full evaluation of deeply
embedded economic assumptions. The thesis critically analyzes the history of
economic thought, focusing on the shifting ideas of rationality in social sciences like
economics. This research uses Adam Smith and John Maynard Keynes' fundamental
texts to show how their focus on psychological elements of economic action
unintentionally shaped behavioral economics. Additionally, the thesis examines the

changing relationship between economics and psychology across time.

The study illuminates cognitive biases and heuristics and their extensive
influence on decision-making. Using experimental methodologies, behavioral
economics examines systemic cognitive biases and heuristics in the behaviors of
individuals. In the literature more than 100 cognitive biases and heuristics exist.
However, those that involve an extensive human willpower and may contribute to the
design of successful public policies were discussed in this study. Hence, the author
decided to analyze 9 cognitive biases and heuristics. They are presented as follows:

e Loss aversion

e Status quo bias

e Endowment effect

e Sunk cost fallacy

e Anchoring effect

e Framing effect

e Availability heuristic

e Social norms

e Present bias

Out of all the cognitive biases and heuristics, the author decided to experiment
loss aversion and mental accounting for several reasons. Loss aversion was chosen
since it can be considered as the apex of all the cognitive biases and heuristics that
were presented above. Mental accounting was chosen for several reasons. The
example is connected with the sunk cost fallacy, which is closely related to the loss
aversion, which is the origin of many cognitive biases and heuristics as mentioned
above. The experiments were conducted with 42 master students at Faculty of Social
and Economic Sciences, Comenius University, Bratislava, Slovakia. The results
suggest that loss aversion and mental accounting exist in the decision-making

process of the student subjects.



The study also covers some application areas of these cognitive biases and

heuristics in public policy. The areas are presented as follows:

e Tax Compliances

e Organ Donations

e Environmental issues
e Health

e Education

e Employment Rates

e Retirement Savings

e Voter Turnout

e Government Aids

This research examines the opportunities of using behavioral insights in public
policy and where they might be most useful. These opportunities are presented as

follows:

e Reducing the cost of the policy

e Positive spillover

e Behavioral science offers more than intervention
e Behavioral insights can promote pro-social behaviors
e Adaptability

e Evidence-based methodology

e Increasing participation in public programs

e Interdisciplinary approach

e Offering formulations

e A/B testing

e Creating behavioral government

e Scaling interventions

e Social diffusion

e Solving thorny problems

There are also challenges of behavioral public policies. They are presented as

follows:

¢ the long-term effects of interventions

iv



e repeated exposure effects

e proxy measures

e negative spillovers

e general equilibrium effects and unintended consequences
e cultural differences

e reverse impact

e the replication crisis

The ethical implications of libertarian paternalism, which aims to influence
human behavior while respecting the choice of individuals, are carefully examined.
This study discusses the ethical issues of using behavioral insights to affect policy
decisions and the difference between influence and manipulation. In the ethical
consideration, it is concluded that people are already occupied with bad nudges.
Thus, the approach of libertarian paternalism is ethical.

This thesis has also established the groundwork for a thorough examination of
the incorporation of behavioral insights into public policy, acknowledging the
transformational capacity inherent in this methodology. It is noteworthy to
acknowledge that the analysis of the integration of behavioral insights into public
policy underwent additional scrutiny, wherein the MINDSPACE and EAST
frameworks developed by BIT in 2010 and 2014, respectively, were presented, along
with the BASIC toolset by the OECD for the application of behavioral insights in
public policy.

A Delphi study seeks the opinions of discipline experts and researchers. Two
rounds of Delphi study were presented in this thesis. The experts illuminate the
complex link between behavioral economics and public policy and the role of
cognitive biases and heuristics in policymaking. The result of this research is
persuasive. This study supports the idea that behavioral economics can improve
public policy over those that assume people act rationally. However, a balanced
combination of both methodologies is often the best prescription for establishing
successful policies, highlighting the mutually beneficial link between behavioral

economics and public policymaking.






	SUMMARY

