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ABSTRACT

Behavioral economics has gained popularity withing last three decades. It emerged
in response to traditional economics' lack of realism, notably regarding the rationality
principle. Behavioral economics uses psychology to make economic theory more
realistic and applicable. Mainstream economic assumptions undoubtedly contributed
to the economic theory. However, these assumptions contradict real-world data and
controlled experiments. For instance, people might want to save more, eat healthier,
go to the gym more, smoke less, consume less energy. However, they may not be
successful due to their lack of cognitive ability and willpower or the complexity of the
duty. Behavioral public policies offer a realistic approach that involves the low
cognitive ability of individuals. Behavioral economics studies cognitive biases and
heuristics using experiments. Since humans are the main target group of policymaking,
the author believes that taking these cognitive biases and heuristics into account while
crafting public policies may yield favorable outcomes. This study covers some
important terms regarding behavioral public policies such as behavioral economics,
cognitive biases and heuristics, choice architecture, nudge theory, libertarian
paternalism approach. The study also covers the advantages and disadvantages of
behavioral public policies, their application areas and the ethical consideration of
libertarian paternalism approach. This study of cognitive biases shows that while
rational models provide a normative framework for decision-making, behavioral
models describe how people actually make decisions. Furthermore, a delphi study with
the opinions of four experts and academicians were presented in the last chapter of this

thesis.

Keywords: behavioral economics, rationality, libertarian paternalism, behavioral

public policies, nudge theory, cognitive biases and heuristics.



INTRODUCTION

The thesis is on behavioral economics implementation to public policies which is
called behavioral public policies. Public policy can be defined as a set of government
actions, choices and interventions to solve particular issues in a given society. It may
consist of regulations and laws to accomplish a particular target. Examples of potential
targets include enhancing public welfare, fostering economic progress, and tackling
environmental issues (Dye, 2017).

Behavioral economics emerged in response to traditional economics' lack of
realism, notably regarding the rationality principle. Behavioral economics uses
psychology to make economic theory more realistic and applicable. Mainstream
economic assumptions have advanced economics. However, these assumptions
contradict real-world data and controlled experiments (Opaluch, Segerson, 1989, p.1).
Thus, behavioral economics claims that economists' core assumptions contradict
human behavior. As economics studies how individuals and institutions like
companies and markets distribute resources, it can be useful to incorporate
psychological aspects into the theory of economics, as the psychology underlying
individual behavior can provide a meaningful foundation for economics, like physics
supports chemistry and archacology supports anthropology (Camerer, 1999, p.10575).

Behavioral public policy is a crucial and multidisciplinary field that helps to
understand human decision-making in complicated environments. This discipline has
found various cognitive biases that may affect decision-making. The framing effect,
status quo bias, and data presentation might affect people's decisions. Addressing
biases is important because they can lead to poor public policy decisions.

According to behavioral economics, people have bounded rationality rather than
perfect rationality. This bounded rationality refers to the fact that rationality of
individuals is bounded with several circumstances such as environmental constraints,
constraints on time, and cognitive limitations inherent in the human brain (Simon,
1955, p.161). Public policy must reinvent itself in an era of complex social issues and

rapid social change. The rational actor model-based policy development



methodologies have shown their inability to fully capture the complex dynamics of
decision-making among people and groups.

The field of behavioral economics enhances the verisimilitude of the
psychological assumptions that underpin economic theory, offering the potential to
reconcile psychology and economics. The process of reunification is expected to yield
improved prognostications on economic conduct and enhanced recommendations for
policy formulation (Camerer, 1999, p.10575). Therefore, the primary aim is to
establish a more accurate representation of human behavior to develop more effective
policy frameworks for individuals.

Behavioral insights in public policy improve decision-making, objectives, and
societal welfare. Behavioral economics and behavioral sciences should help
behavioral public policy solve complicated policy problems and promote good societal
change. Behavioral public policies are appealing because they improve policymaking
by understanding people's decision-making processes. Behavioral economics
understands that cognitive biases, heuristics, and emotions affect decision-making,
hence it does not assume a rational population. This acknowledgement changes
policymaking and implementation. Cognitive insights are used in behavioral public
policy to gently guide people and communities toward decisions that benefit society.

The justification is to analyze the impact of behavioral economics on public
policymaking. Behavioral economics makes effective policy suggestions to public
policy making as many studies empirically proved this statement. Moreover, the
traditional way of public policymaking standalone might not be effective in some
specific areas such as retirement plans, organ donations, and energy consumption.
Furthermore, Behavioral Insight Teams (BITs) are applying behavioral economics to
public policymaking all over the world and their results suggest many efficient public
policy designs to the policymakers.

The topic is crucial since humans are not rational as behavioral economics
disproved the rationality terms in economic theory. Behavioral economics analyzes
some cognitive biases and heuristics that are one of the most important sources of
irrationality of humans. There are more than 100 cognitive biases and heuristics
according to the literature, however, only a few of them concern political sciences and

more specifically public policies. Therefore, considering the most basic target in
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policymaking is humans, the policies cannot neglect this fact. Hence, public
policymaking must be designed by considering humans might not be rational in every
case. According to many scholars, including Nobel Prize awarded scholar Richard
Thaler, humans’ irrational sides must be fixed by the governments by several
intervention designs (nudge). Nudge is crucial since it does not violate the freedom of
choice of individuals while it suggests effective policy designs for the public.
Behavioral public policies might design effective public policies regarding cost-
benefit analysis with the support of the governments, and nudge theory is a very useful
tool for designing an effective policy for the public.

This thesis examines behavioral public policies' theoretical foundations, empirical
implementations, and effects on individual and social behavior. This study examines
how behavioral insights are integrated into public policy design to better understand
how these policies affect decision-making, address societal issues, and potentially
solve complex problems. This thesis examines the pros and cons of behavioral public
policies and their role in positive behavioral change at the individual and collective
levels through a comprehensive examination of relevant literature.

In challenging public policy, human behavior and good governance are receiving
more attention. Behavioral economics emerged from the critique of rational decision-
making. This multidisciplinary approach includes psychology, economics, and
sociology to study decision-making and policy responses in political science
discipline. This thesis examines how behavioral economics may be used to improve
public policy formulation and execution.

Traditional economic models assume rational decision-makers who analyze all
available information to make optimal choices. However, such simple assumptions
rarely apply in actual life. Cognitive biases and heuristic shortcuts cause humans to
draw irrational conclusions. These deviations are not errors in behavioral economics,
but predictable patterns that may be used for benefit.

The use of behavioral economics in public policy changes the paradigm. Policies
that understand and respect human biases may be more successful. Policymakers may
use behavioral insights to steer people toward desirable behaviors, enhancing

healthcare, education, finance, and environmental protection.



This thesis examines behavioral economics' theoretical basis and public policy
applications. Beyond economic assumptions, it examines psychological factors that
cause decision-making biases. The rise of behavioral economics from a marginal topic
to a robust framework with real-world implications is reviewed. However, behavioral
insights in public policy are difficult to apply. Carefully handle ethical, logistical, and
unforeseen repercussions. The approach's merits and weaknesses are balanced by
considering its criticisms.

This thesis presents a complete picture of behavioral economics' ability to change
public policy. By connecting theoretical constructs to actual implementations, it
becomes clear that the integration of human behavior and policy design may be more
responsive to decision-making in a new age of government. Understanding and using
behavioral insights can help create more effective and people-centered policies in a
world of complicated issues and changing social dynamics.

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 posed in the thesis:

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?



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

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

What is the ethics of libertarian paternalist approach?

Can nudge be considered as a manipulative approach?

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

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

What are the institutional, historical and theoretical frameworks of behavioral

public policies?

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

Secondary Research Analysis: Social science researchers often employ
secondary data analysis, which reanalyses previously acquired and analyzed
data (Punch, 2005). This inquiry relies on secondary research analysis to
synthesize and critique academic literature. Behavioral economics' theoretical
foundations and public policy consequences were grasped by incorporating
ideas from many sources. This method lets us use classical economic theory
and modern cognitive science to influence our research.

Historical Analysis: Historical analysis involves examining primary and
secondary sources (first-hand accounts or documents [or artifacts] of an event
or issue) about the topic under study (Petrina, 2020). This study's historical
analysis shows behavioral economics' development and incorporation into
public policy. It may be understood how the discipline developed from its early
beginnings to a renowned framework with practical importance by tracking
significant concepts and crucial occasions. Understanding the historical
trajectory helps us place behavioral observations in the context of policy
history.

Official Document Analysis: Examining official documents links theory and

practice. Policy documents, government reports, and official communications
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help us understand how behavioral insights have been applied to governance
methods. This strategy links academic debate with actual application, allowing
us to examine the adoption of behavioral economics ideas into policy.
Experimental Economics: Experimental economics studies economic
transaction behavior empirically. In this study, researchers assess participant
decisions in economic games or experiments meant to imitate a specific
economic transaction (Chanduri, 2021). Experimental economics helps
transcend theoretical conceptions and explore empirical discoveries.
Controlled studies that imitate decision-making settings allow us to examine
how people react to stimuli and incentives. This method empirically validates
behavioral theories, revealing behavioral patterns' predictability and policy
consequences. Experimental economics in political science can be used to link
thetheory and practice. It provides a bridge between theory and practice. It
provides a systematic and evidence-based approach to political science
especially to public policy to understand decision-making process of
individuals.

Delphi Research: Delphi technique is an iterative process of expert opinions
in a given subject. It consists of plural rounds and its main purpose is to achieve
a consensus among the experts. Delphi research adds expert consensus to this
study. By discussing economics, psychology, and public policy with a panel of
experts, this study overcomes individual biases and acquire collective
knowledge. This iterative process distills complex viewpoints, enhancing our
grasp of the obstacles, possibilities, and ethical issues that underpin behavioral

insights in public policy.

A full narrative emerges from behavioral economics, human cognition, and policy

dynamics when these techniques converge. The complicated tapestry of secondary

research, historical analysis, official document analysis, experimental economics, and

Delphi research encapsulates the core of this work. This thesis illuminates behavioral

economics' theoretical basis and practical applications as well as the problems and

potential of behavioral insights and public policy. This multifaceted research aims to

revolutionize how policies can be created, implemented, and conceptualized that
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reflect human behavior. Behavioral economics and public policy can help harness
human behavior to create a more equitable, informed, and responsive governance

framework in a world where society's pressing problems require innovative solutions.

The first chapter of this thesis explains the derivations of rationality. The premise
of rationality in neoclassical economics has garnered significant criticism. According
to the literature there are four main rationality types: instrumental, procuedural,
theoretical and substantive rationality. This research suggests that instrumental
rationality might be considered as a base for rationality in neoclassical economics,
thus, perfect rationality. Procedural rationality might be considered as a base for
rationality in behavioral economics, thus bounded rationality. The first chapter also
includes behavioral economics, cognitive biases and heuristics. 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 (Ehrlinger, Readinger and Kim, 2016, p.3). 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 analyzed
nine cognitive biases and heuristics. They are loss aversion, status quo bias,
endowment effect, sunk cost fallacy, anchoring effect, framing effect, availability

heuristic, social norms and present bias.

In the second chapter of this study behavioral economics in public policy was
discussed along with its theoretical, institutional and historical framework. Thus, an
extensive behavioral public policy was discussed in the second chapter. Moreover, the
application of cognitive biases in several public policy fields was discussed. First, an
experimental methodology of loss aversion and mental accounting was analyzed.
Secondly, several public policy fields such as tax compliances, organ donations,
environmental issues, health, education, employment rates, retirement savings, voter
turnout and government aids. The cognitive biases and heuristics implementation of
the aforementioned areas were analyzed along with the existing examples within
literature review.

In the third chapter of this study, implementation process of behavioral public

policies was discussed along with the opportunities, challenges and criticism of it. In
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the implementation process of behavioral public policies, the instruments of both
traditional and behavioral public policies were analyzed along with the formulas like
EAST and MINDSPACE formulas, behavioral public policies may create some
formulas with testing and allow others to use these formulas in their policy issues.

In the opportunities several advantages of using behavioral public policies were
discussed as follows: reducing cost of the policy, positive spillover, behavioral science
offers more than intervention, behavioral insights can promote pro-social behaviors,
adaptability, evidence-based, increasing participation in public programs,
interdisciplinary approach, formulations, A/B testing, behavioral government, scaling
interventions, social diffusion and solutions to thorny problems.

In term of challenges of behavioral public policies, several were presented: the
long-term effects of interventions, repeated exposure effects, proxy measures, negative
spillovers, general equilibrium effects and unintended consequences, cultural
differences, reverse impact, the replication crisis.

Next, the criticism of behavioral public policies was presented. According to some
scholars, ethical consequences are the main problem in behavioral public policies and
nudge theory. The area is new, therefore significant study is needed to comprehend its
size and dependability. The paternalistic approach makes ethical problems clear and
acceptable. To satisfy policymakers and those influenced by the strategy, more
randomized controlled trials (RCTs) are needed to strengthen the evidence-based
element of the approach. Moreover, considering bad nudges currently available and
influences the decision-making process of individuals, good nudges should be
permissible.

In the final portion of this study, a Delphi research method was employed. The
Delphi research included two iterative rounds, each yielded a complete range of
proposals pertaining to behavioral public issues. The Delphi research indicates that the
cognitive biases of present bias and status quo bias hold significant importance as
heuristics, and hence need consideration in the development of public policy
formulations. Furthermore, the domains of health, environmental concerns, and
financial practices are of utmost significance for the use of behavioral insights in the

development of efficacious public policy frameworks.
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1. RATIONALITY AND ITS DERIVATIONS

To a large extent, all disciplines that study human behavior rely heavily on
underlying assumptions about human rationality. Rational thought is typically cited as
a key feature that sets humans apart from other species and is often regarded as one of
our greatest accomplishments as human beings. The rationality assumption has
become perhaps the most widespread and central assumption underpinning theoretical
descriptions of human behavior across a wide range of fields. Moreover, it has been
so influential because it provides a reassuring vision of human ability; therefore, it is
not unexpected that contemporary challenges to the assumption have been received
with such strong opposition.

This chapter aims to examine the theoretical framework of rationality, behavioral
economics, and its derivations, as well as cognitive biases and heuristics. The objective
is to gain insight into the significant impact of behavioral economics on public policies

over the past few decades.

1.1. Theoretical Framework of Rationality and Psychology in Economics

The significance of examining the concept of rationality in the field of economics
is emphasized by the author, as behavioral economics has introduced a means by which
rationality can be assessed through the application of experimental methods.
According to Camerer (1999, p.10575), "Behavioral economics improves the realism
of the psychological assumptions underlying the theory of economics, promising to
reunify psychology and economics in the process. Reunification should lead to better
predictions about economic behavior and better policy prescriptions". Therefore, the
primary aim is to establish a more accurate representation of human behavior to
develop more effective policy frameworks for individuals. Hence, the initial section of
this chapter will elucidate the principle of rationality as applied in the realm of social
sciences, with a particular emphasis on its application within the field of economics.
The subsequent segment of this chapter encompasses the integration of psychology
within the field of economics. Therefore, this paper aims to present a historical analysis

ofthe incorporation of psychological terminology within economic theory. The author
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aims to establish a foundation for the field of behavioral economics, which will
subsequently be explored in the following subchapter of this chapter.

Standard economic theory relies on rational behavior assumptions, although there
was a time of elevated disagreement about this assumption. Many individuals
associated the term with antiquated psychology, lightning-fast computing, hedonistic
motivation, and other unrealistic activities. Scholars increasingly agree that rational
action is the consistent maximizing of a well-defined goal like a utility or profit
function. Economic theory's clarity and explicitness helped reach this accord. Thus,
traditional economics holds that people choose options that maximize their utility
when making decisions (Becker, 1962, p.1).

Rationality in philosophy is defined as "any perspective appealing to logic and
reason as a foundation for knowledge or justification” (Lacey, 1996, p.286). To put it
another way, "rationalism might be defined as a philosophy or practice in which the
criterion of truth is not sensory, but rather intellectual and deductive." (Bourke 1962,
p.263). Since the Enlightenment, which held the belief that everything in the universe
could be explained using rationality like physics, rationality has frequently related to
the introduction of mathematical techniques into philosophy (Jones, 1975, p.9).
Descartes, the founder of rationalism, may have affected the modern definition of
rationality (Russell, 2004, p.511). He claims that all information comes from the mind,
including prejudices, traditions, and beliefs (Jones, 1975, p.9). According to Ugur and
Artik (2017, p.15), rationality demands at least regular conduct that is compatible with
logical thinking, which is simply using intelligence in people's actions.

Rationality has several kinds, and the author assumes that analyzing them is
essential to understand rationality more comprehensively. According to Simon (1978,
1986), there are two kinds of rationality: substantive and procedural. According to
Hargreaves Heap (1989, pp.290-292), there are three different rationalities:
procedural, expressive, and instrumental. It is Kalberg (1980, p.1148), who makes the
difference between practical, functional, theoretical (intellectual), and substantive
rationality, whereas Stanovich (2010) divides rationality as instrumental and epistemic
rationality. Some rational types and definitions are cited more than once in the study

of various authors, as may be seen above. As a result, the author has decided to go
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through four different kinds of rationality: instrumental, theoretical, procedural, and
substantive rationality as Kirmizialtin (2017) also did.

Instrumental rationality requires causality and involves choosing the best option
from a variety of options. Deliberation and technique refining are needed to find the
best approach to a goal. People use several methods to attain their goals. The assertion
claims that people's logic arises from their ability to act to achieve goals (Kalberg,
1980, p.1152).

Logic in instrumental rationality shows that reason is important to rationality.
Causality underpins instrumental rationality, connecting means and ends. Impulse
drives behavior, while logic determines choice quality. Cognition and logical
reasoning are crucial to cognitive processes. In this sense, rationality is behaving
logically and rationally and aligning one's goals and approaches using cognitive
processes and computations. Thus, reason, or instrumental rationality, is the use of
logic and accurate computations. Cognitive processes determine goals and methods.
Logical reasoning facilitates universal and impartial rationality (Kirmizialtin, 2017,
p.14). Instrumental rationality may be considered the base for rationality principle in
neoclassical economics. Neoclassical economics and its assumptions will be discussed
in the next subchapter.

The next rationality type is theoretical rationality. Theoretical rationality is
thinking and decision-making using abstract concepts and cognitive processes rather
than immediate action. This technique emphasizes developing exact abstract notions
and manipulating reality through cognitive processes including logical reasoning,
induction, cause attribution, and symbolic meanings. Theoretical rationality
emphasizes cognitive interaction with personal experience. This involves actively
participating in and rationally assessing one's experiences, beliefs, and worldview.
Theoretical rationality includes complicated and advanced abstract cognitive
processes (Kalberg, 1980, p.1152). Theoretical rationality emphasizes beliefs over
behaviors. It stresses an individual's thoughts and theories' coherence, consistency, and
logical justification over their actual implementation or consequence (Audi, 2004,
p.17-20).

Theoretical rationality holds that a choice's correctness depends on the person

making it since humans can question it. Decision-makers' cognitive processes and
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subjective viewpoints determine whether choices are right or wrong. Simply said, what
is right depends on the individual. Due to the diversity of beliefs and ideas, each person
can decide their own right or wrong. Theoretical rationality recognizes that moral
appraisal and decision-making are susceptible to individual values and truths.
Establishing a moral hierarchy is complicated by varied viewpoints (Kirmizialtin,
2017, p.20).

Procedural rationality emphasizes process rather than the final decision. Thus, the
logical decision-making process is crucial (Weirich, 2004, p.386). Simon (1978, p.9)
argues that the mind is a finite resource, not an infinite treasure. The author emphasizes
human cognitive limits. The mind is a finite resource, thus it may need outside help to
choose and attain the best results. The author claims that cognitive constraints prevent
people from choosing the best option. Thus, procedural rationality depends on the full
examination and choice of decision-making methods, not the ideal conclusion. Mental
faculties limit operations when people try to maximize results with limited knowledge
and processing power. Procedural rationality seeks optimum solutions while
understanding human cognition's limits, not perfection. Procedural rationality
emphasizes procedure over outcome. This rationality is bounded rationality. The next
section addresses this issue.

Substantial rationality states that people act to achieve their goals, regardless of
whether the activity directly achieves them. Substantial rationality identifies behaviors
that will benefit a person in a given setting. Accordingly, external circumstances
impact decision-making more than personal agency. Moral and ethical issues are
necessary for substantive rationality (Kitapgi, 2019, p.49). A friendship based on
loyalty, compassion, and mutual aid might be considered substantial rationality.
Substantial rationality can be found in communism, feudalism, hedonism,
egalitarianism, Calvinism, socialism, Buddhism and Hinduism (Kalberg, 1980, 1155).
The author has two crucial conclusions based on the types of rationality that are
presented above:

e Instrumental rationality might be considered as a base for rationality in

neoclassical economics, thus, perfect rationality.

e Procedural rationality might be considered as a base for rationality in

behavioral economics, thus bounded rationality.
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In economics, rationality is regarded in terms of the choices it creates, but in the
other social sciences, rationality is regarded in terms of the processes it uses, and this
basic difference underlies the substantial disparities in their definition of rationality.
The rationality that underpins economics is referred to as substantive rationality, while
the rationality that underpins psychology is referred to as procedural rationality. Simon
(1986) divides rationality into only two groups, what he meant by substantive
rationality can be considered instrumental rationality which was analyzed above since
at the same research he states that: “The rational person of neoclassical economics
always reaches the decision that is objectively, or substantively, best in terms of the
given utility function. The rational person of cognitive psychology goes about making
his or her decisions in a way that is procedurally reasonable in the light of the available
knowledge and means of computation” (Simon, 1986, p.281).

According to Simon (1986, p.279), the concept of rationality is interpreted
differently in neoclassical economics compared to the other social sciences.
Neoclassical economics differs from other social sciences regarding rationality
principle;

e “In its silence about the content of goals and values

e In its postulating global consistency of behavior

e In its postulating one world that behavior is objectively rational

e Relation to its total environment, including both present and future

environment as the actor moves through time”.

Simon (1986, p.279) describes the rationality-based methodology employed in the
study of other social sciences as having the following objectives:

e Investigate the nature and origins of values and how they develop through time

and via experiences.

e Empirically identify how individuals and societies view and use selected

elements of reality to reason about action.

e Empirically study reasoning computational methods to help people with weak

information processing handle complicated situations.

e Understand how people and societies identify and use certain elements of the

world to reason about behavior.
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In essence, this methodology aims to empirically examine values, observational
processes, computational techniques, and assumption formation to gain insights into
human behavior and decision-making in the social sciences. It can be easily said that
neoclassical approach to rationality lacks empirical background while other social
sciences look for an empirical background in their view of rationality. This may allow
us to question the rationality term that neoclassical economic theory indicates.

Herbert Simon denies neoclassical economic assumptions of pure rationality.
Given the assumption that individuals have boundless cognitive capacity when making
decisions, given an accurate depiction of objective reality, and that values remain
internally coherent when accepted as given, two fundamental conclusions can be
drawn. Since the decision maker has an accurate worldview, it is unnecessary to
establish a difference between objective reality and subjective experience from the
beginning. Using real-world knowledge, people may also predict rational choices.
This forecast does not require knowledge of the decision maker's thoughts or
computations. Given their limited information and cognitive capacities, decision
makers must distinguish between the factual reality of the external world and their
subjective view and interpretation of it. Thus, a full theoretical framework for decision-
making must be developed and empirically validated using experimental methods. The
suggested theory should include the actor's subjective assessment of the decision
problem or environment and the cognitive processes that impact it (Simon, 1986,
p.280).

Simon proposes switching from substantive to procedural rationality. To go from
substantive to procedural rationality, he says, economics must be empirically
strengthened. Simon's distinction between procedural and substantive rationality
shows his appreciation of psychology in economics. Theoretical assumptions about
utility functions, expectancies, and contextual variables are insufficient. The scientific
method requires that factual assumptions be supported by objectively collected and
assessed data. Analyzing givens is necessary to assess the logic of specific activities.
These circumstances include the reasons that cause a behavior, its goals, and the
computing resources used to develop its strategies. Thus, experimental methods are
needed to test rationality. Scientific discourse requires more than assuming rational

thinking. However, fundamental motivations drive human conduct. Motivated people
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use their reasoning skills, which may differ, to achieve their goals. Aberrant behavioral
patterns can be traced back to the utilization of cognitive faculties and logical thinking.
Freud believed that there was a method behind the madness and that patients' neuroses
and psychoses were their responses to the challenges they faced (Simon, 1986, p.279).

Vilfredo Pareto believed the social structure was complicated, with rational and
irrational parts. Rational and irrational forces influence market dynamics. Market
dynamics are also affected by non-rational and illogical elements including
misunderstandings, emotions (such love and hatred), traditions, and habits. Thus,
understanding and analyzing the social structure requires considering the complicated
interaction between rational and non-rational components. (Etzioni, 1990, p.94).
Therefore, Pareto points out that individuals may act irrationally, and those actions
should be considered in the market as well.

Rationality, or rational action, is central to rational choice theory. This idea holds
that people know the pros and cons of their options and the likelihood of each event.
According to the rational choice theory, people have no cognitive restrictions in
information processing and may accurately assess the implications of their actions
(Burns and Rozkowska, 2016, p.197). Adam Smith invented rational choice theory in
the seventeenth century. People may derive the maximum benefit or experience the
highest level of happiness from their choices, given the options at their disposal (Smith
1759).

Stanovich and West (2000) argue that the disparity between people's real conduct
and neoclassical economics' theoretical assumptions may not be due to irrationality.
Additional reasons may explain the discrepancy between people's real conduct and
mainstream economics' theoretical assumptions. Thus, human action can be
considered rational. They explain their idea and make the following statement: “Four
alternative interpretations preserve the assumption that human behavior and cognition
are largely rational. These posit that the gap is due to (1) performance errors, (2)
computational limitations, (3) the wrong norm being applied by the experimenter, and
(4) a different construal of the task by the subject” (Stanovich and West, 2000, p.645).

Nevertheless, their methodology fails to provide a substantive elucidation for the
inexplicable behaviors exhibited by individuals. In the context of performance error,

it has been posited that the participants involved in experimental studies may exhibit
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random instances of incorrect performance as a result of factors such as diminished
attention, temporary memory impairment, and external distractions. However, if these
outcomes are consistently observed across numerous controlled experiments and if the
subjects consistently display similar behavior in specific circumstances (such as
exhibiting loss aversion and engaging in mental accounting), it is inappropriate to
regard these errors as random or coincidental, but rather as systematic in nature.
According to Kahneman and Tversky (1974), the majority of individuals tend to
exhibit rational behavior. Nevertheless, they consistently exhibit comparable errors in
specific circumstances, thereby rendering these behaviors systematic. Furthermore, the
presence of these factors in conjunction with rationality also serves as an indirect
indication of irrationality. Hence, the author posits that individuals exhibit systematic
violations of rationality. In addition, researchers in the field of experimental
psychology have documented numerous instances of systematic deviations from
rationality assumptions (Kahneman and Tversky, 1979; Oakhill and Garnham, 1993).
Even though it places a strong emphasis on consistency, the rationality assumption is,
at least to some degree, more intuitive in its nature than it is technical. In the end, limits
in processing power (in addition to time, attention, memory, and other related factors)
make it inevitable that some attempts at perfect rationality will fail.

Smith, Keynes, and Hume have studied psychology in economics for a long time.
However, these notions were not recognized as a separate subject of study, and
psychology was not recognized as a scientific field when economics was. Thus,
numerous economists from that time are considered the pioneers of psychology in
economics (Camerer and Loewenstein, 2003, p.3).

Hume (1739, pp.414-415) says reason alone cannot inspire or affect actions.
Reason cannot restrict volition or impede decision-making. Impulses control rational
creatures. Reason is important for judging empirical data and comprehending the long-
term implications of various qualities or behaviors in a community, but it is insufficient
for proving the ethical value or disadvantage of an event or action, according to Hume.

There is a connection between Hume's psychological beliefs and those expressed
in his economic writings. Moreover, according to Kenneth R. Merrill (2008, p.95),
Hume provides more psychological explanations of economic phenomena than the

vast majority of subsequent economists. The author makes the presumption that he
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unquestionably does not discount the role of reason in the decision-making process of
humans. Since he specifically uses the word alone when he states that reason cannot
in and of itself ever bring about any action or form a will, it is clear that he means that
people rely on more than just their reason when making decisions. Therefore, the
author assumes that Hume’s ideas are compatible with the ideas of behavioral
economists, who do not totally reject the rationalist approach.

The tight relationship between psychology and economics may explain why
certain scholars' books have so many psychological insights. Smith established the
framework for psychological insights into economics, which gained prominence in the
1980s. He founded the classical economy, yet his study included psychological
terminology and assertions. In Theory of Moral Sentiments, he writes, "we suffer
more... when we fall from a better to a worse situation, than we ever enjoy when we
rise from a worse to a better." (Smith, 1759, p.192). He also states that “Pain is, in
almost all cases, a more pungent sensation than the opposite and correspondent
pleasure.” (Smith, 1759, p.109). These statements subsequently termed loss aversion
by behavioral economists. Moreover, he mentions that individuals tend to overweight
today over tomorrow, and they make their choices depending on this way of thinking,
which is currently called present bias or hyperbolic discounting by behavioral
economists. He wrote that “pleasure which we are to enjoy ten years hence interests
us so little in comparison with that which we may enjoy today” which fits to the
meaning of present bias or hyperbolic discounting (Smith, 1759, p.170).

The Wealth of Nations by Adam Smith is usually credited with founding
economics as a science. Classical Economics refers to this time. He believed that
people behave in their own self-interest, which benefits society. Thus, the Invisible
Hand allows everyone to contribute to communal well-being. He believes food
vendors sell their products to make a profit, not out of charity. A nation's progress is
driven by the phenomena of division of labor. While the author does not explicitly
reference rationality in his argument, the ideas he presents can be interpreted as
aligning with the principles of rationality. The author posits that individuals, motivated
by their own self-interest, unintentionally play a role in facilitating the operation of the

free market (Smith, 1776, p.22).
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Instead of rationality, Adam Smith stressed the term called prudence. He believed
mild self-love or self-interest was harmless. Individually, irresponsibility rendered all
other endeavors impossible. Prudence, a foundational virtue, supports other virtues.
Prudence must precede boldness, self-discipline, and self-control. Consistent
prudence, justice, and compassion are the pinnacle of morality. However,
understanding these ethical ideas alone was insufficient. Emotions might lead people
astray or make them break the beliefs they rationally accepted. Thus, knowledge alone
cannot satisfy moral demands. It needs extreme self-control and discipline (Smith,
1759, p.215).

Smith’s moral and economic styles of thinking conflict with one another, given
that in his work The Theory of Moral Sentiments, he asserts that what drives a
community is a concept of sympathy, while he considers humans as insensitive and
selfish species in his other book The Wealth of Nations. This inconsistency gave rise
to some arguments that he is inconsistent with his views, and the debate around this
issue was referred to as the Das Adam Smith problem. However, according to Ashraf,
Camerer and Loewenstein (2005, p.13), many contemporary academics do not believe
that his texts contain such inconsistencies. For instance, according to Bugra (1995
p.91, as cited in Boz 2012, pp.77-78), the position that Smith expressed with The
Wealth of Nations represents a scientific goal, while the other view represents a moral
purpose, and this distinction came about because of the organization of society in the
17th and 18th centuries. To generate society in this manner, the scientific objective, in
addition to applying the methods that are implemented in the natural sciences, and the
moral approach, consisted of releasing the pressures that were put on individuals.
Moreover, just as sympathy is essential, self-love also plays a vital function in society;
as social beings, people care about how they are seen by others, and their reputation
and appraisal in society are essential to them. Therefore, there is no inherent
contradiction between these two terms. People's endeavors stem from their desire to
protect their social standing and get sympathy from others.

Keynes mentions a term called animal spirit, which explains why people may
readily follow their animalistic impulses when faced with uncertainty. Here is how he
describes his point of view: "Most, probably, of our decisions to do something

positive, the full consequences of which will be drawn out over many days to come,
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can only be taken as the result of animal spirits — a spontaneous urge to action rather
than inaction, and not as the outcome of a weighted average of quantitative benefits
multiplied by quantitative probabilities...Thus if the animal spirits dimmed and the
spontaneous optimism falters, leaving us to depend on not but a mathematical
expectation, enterprise will fade and die;—though fears of loss may have a basis no
more reasonable than hopes of profit had before” (Keynes, 1936, p.81-82). Hence, he
argues that economic decisions of individuals are influenced by animal spirit which
means irrational factors also should be taken into account. Moreover, he also talks
about loss aversion by referring fears of loss in his writing.

Economists tried to make economics a natural science in the early 20th century.
Economists saw psychology as unscientific and immature. Proponents believed that
incorporating psychology with economics increased uncertainty. Thus, a movement
evolved to separate economics from psychology. Separation happened gradually.
Famous economists like Irving Fisher and Pareto proposed various psychological ideas
on economic decision-making in the late 19th and early 20th centuries. Despite their
efforts, psychology's role in economics declined by the mid-20th century. In the mid-
20th century, economists like Herbert Simon and George Katona stressed
psychological elements and rationality limits in economic theory. Despite garnering
prominence, they failed to change economic theory (Camerer and Loewenstein, 2003,
pp.4-5).

In the latter part of the 20th century, Allais (1953) and Ellsberg (1961) noted
several breaches of rational behavior. Later, Kahneman and Tversky (1979) and Thaler
(1981) empirically demonstrated several failures of rational behavior in their studies.
In the early 1970s, psychologists such as Ward Edwards, Duncan Luce, Amos
Tversky, and Daniel Kahneman started using economic models as a comparison
standard for their psychological models (Camerer, Loewenstein, 2003, p.5). Daniel
Kahneman and Amos Tversky established a new theory to explain why humans make
irrational choices and what the sources of those behaviors are in human brains. They
were awarded the Nobel Prize in 2002 due to their work on dual process and they
published a book called Thinking Fast and Slow in 2011. According to this dual
process, there are two parts to the human brain: System 1 and System 2. System 1 is

automatic and fast thinking that consists of little or no effort. System 2 is a slow and
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controlled thinking process that requires some effort (Kahneman and Tversky, 2011,
pp-10-11).

Herbert Simon received the Nobel Prize in Economics in 1978 for his advanced
theory of bounded rationality which is a key element in behavioral economics. This
bounded rationality refers to the fact that rationality of individuals is bounded with
several circumstances such as environmental constraints, constraints on time, and
cognitive limitations inherent in the human brain (Simon, 1955, p.161).

Richard Thaler was given the 2017 Nobel Prize in economics for his contributions
to behavioral economics. In his investigations, he suggests how minor nudges might
be used to enhance the health, wealth, and happiness choices of individuals. He is the
author of the book Nudge: Improving Decisions About Health, Wealth and Happiness
which has become one of the most well-known works in the field.

In this subchapter of the study the author presented several types of rationality to
understand rationality concept in economics and other social sciences better.
Moreover, the aim was also to determine which rationality type refers to the one in
behavioral economics (bounded rationality), and which of them refers to the rationality
in neoclassical economics (perfect rationality). According to research, instrumental
rationality might be considered as a base for rationality in neoclassical economics,
thus, perfect rationality. Procedural rationality might be considered as a base for
rationality in behavioral economics, thus bounded rationality. The objective was also
to make an establishment to behavioral economics by analyzing rationality since
rationality is the main concept that differentiates behavioral economics and
neoclassical economics. By analyzing rationality, the author aimed to understand the
nature of humans and their decision-making process and why they behave irrationally
in certain circumstances.

Herbert Simon, the founder of bounded rationality argues that we need to shift
from substantive rationality (instrumental) to procedural rationality since we examine
some experimental evidence regarding irrational actions of individuals. According to
him, it is not possible to accept perfect rationality due to the nature of humans and their
tendency of being influenced by irrational factors such as their emotions. He stresses

the need of experiments in the decision-making process of individuals.
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The section also focuses on several important terms of prominent scholars such as
Invisible Hand theory of Smith, division of labor theory of Smith and animal spirit
founded by Keynes and their relations with the rationality term. According to the
research both scholars contributed to the rise of behavioral economics without their
awareness since they both emphasize the psychological terms in the economic theory.
Smith’s two crucial books, The Wealth of Nations and The Theory of Moral
Sentiments seem to be in contradiction, and this is referred to as Das Adam Smith
Problem. However, some scholars argued that they are not in contradiction since the
position that Smith expressed with The Wealth of Nations represents a scientific goal,
while the other view represents a moral purpose, and this distinction came about
because of the organization of society in the 17th and 18th centuries.

This section also presents a comprehensive historical analysis of the interplay
between the disciplines of economics and psychology. In its early stages, there was an
endeavor to establish economics as a separate natural science distinct from the field of
psychology. Nevertheless, during the early 20th century, prominent economists such
as Irving Fisher and Pareto delved into the examination of psychological dimensions
pertaining to the process of decision-making. Despite the valuable contributions made
by psychology, its significance in the field of economics gradually diminished until
the mid-20th century. Prominent scholars, including Smith, Keynes, and Hume,
undertook an examination of psychological dimensions within the realm of economics,
despite the absence of a distinct recognition of psychology as an independent discipline
during that era. These economists are widely recognized as trailblazers in the
integration of psychology into the field of economics. The discussion revolves around
Hume's conviction that reason in isolation is inadequate for guiding decision-making,
with particular emphasis on the interplay between his psychological beliefs and
economic writings. The author posits that Hume's concepts align harmoniously with
the principles of behavioral economists who do not wholly dismiss rationality.

This section analyzes rationality's history, varieties, and applications in numerous
domains. Empirical data, cognitive processes, and subjective impressions help explain
rational conduct. The rationality assumption's status must be evaluated empirically.

Experimental psychology and experimental economics have led to rationality
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discussions for decades. Thus, psychology should be considered in economic theory.

It should supplement the assumptions of traditional economics.

1.2. Behavioral Economics and Its Derivations

Behavioral economics uses psychology and economics to understand human
behavior and decision-making. This viewpoint challenges the economic paradigm of
rational, self-interested individuals. Instead, it acknowledges cognitive biases,
emotions, and social norms in economic decision-making. Behavioral economics
seeks to better understand how people and markets work. This research field affects
policy, marketing, and personal finance.

Neoclassical economics assumes rational decision-making and rational behavior.
Rationality argues that people always choose the alternative that maximizes their
utility. Neoclassical economics states that market-informed people can maximize their
utility. The modern dispute surrounds this subject. While economics assumes rational
human conduct, the existing market system does not. Mathematical concepts cannot
accurately represent human behavior due to its complexity. These remarks argue for
rethinking economic assumptions.

According to Rabin (2002, p.4), standard economic models employ the concepts
of homoeconomicus or economic man to characterize individuals as self-interested,
unemotional, rational, and capable of making rational choices even in complex
situations. Furthermore, when individuals engage in rational decision-making
processes, they tend to disregard moral and ethical principles. Thaler (2016, p.1578)
refers to it econs. Furthermore, it is presumed that people have a reliable and effective
set of preferences. Their exceptional mathematical abilities set them apart from
animals, empowering them to execute a feasible alternative calculation in their specific
circumstances. The factors listed above are all essential since they enable them to reach
the top of their scale of preferences (Simon, 1955, p.99). The objective of behavioral
economics is to examine behaviorally rooted deviations from these assumptions that
appear to be economically meaningful (Rabin, 2002, p.6). (Simon, 1955, pp.161-176).
Therefore, numerous conclusions derived from the field of behavioral sciences posit
that these assertions may not always hold true. Given that the fundamental activities

within the economy, namely consumption, production, and distribution, are inherently
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driven by human behavior, it becomes imperative to incorporate psychological
perspectives into the field of economics. Furthermore, Simon posits that the level of
rationality discussed is not applicable in practical, real-life scenarios. Empirical
evidence demonstrates that the behaviors exhibited by individuals consistently deviate
from the principles of rationality in a systematic manner. Therefore, the utilization of
the term bounded rationality is deemed more favorable in characterizing individuals'
economic decision-making processes. Herbert Simon introduced the concept of
bounded rationality for the first time in his article titled Theories of Bounded
Rationality published in 1955.

Behavioral economics simply replaces econs with Homo sapiens. Homo sapiens,
in contrast to econs can make irrational choices due to their emotional, sensitive, and
biased character. Hence, a pure rational behavior is rather far away from realistic
assumptions (Thaler, 2016, p.1878). According to Thaler (2000, pp.133-140),
homoeconomicus will be more emotional, and in the end, they will evolve into homo
sapiens.

Behavioral economics introduces bounded rationality to rationality discussions.
Bounded rationality holds that environmental, temporal, and brain limits limit people's
rationality. People may wish to save more, eat better, exercise more, smoke less, and
use less energy. They may fail owing to lack of cognitive capacity, willpower, or duty
complexity (Madrian, 2014, p. 11).

According to Simon (1972, 163-164), there exist three limitations that impede
individuals' rationality. The initial proposition posits that individuals do not possess
comprehensive knowledge of demand and cost functions. Instead, their information is
limited to the distributions of these functions. The shift in underlying assumptions can
present a range of difficulties for individuals when trying to ascertain the most
advantageous decision. In circumstances characterized by uncertainty and risk, the
endeavor to achieve the optimal value becomes notably more challenging in
comparison to situations marked by certainty. The second limitation imposed on
rationality pertains to individuals possessing only a limited understanding of the range
of choices available to them. Consequently, there is a shift in emphasis from
determining the optimal alternative to determining the degree to which individuals

should allocate their resources towards the pursuit of appropriate courses of action.
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According to the author, the final limitations on rationality are imposed by the
complexity of the cost function and environmental restrictions. These concepts impose
limitations on individuals' ability to discern the most favorable choice among various
alternatives.

Simon says humans have many restrictions. A person's ability to make a rational
decision may be hindered by their habits, values, reflexes, information, and
knowledge, as well as their unknown skills. Thus, this degree of rationality is
insufficient for forecasting behavior and explaining decision-making, according to the
author. These restrictions prevent rational decision-making, according to Simon (1976,
p.241). Thus, people are better described as bounded rational than completely rational.

According to Simon's theory, people go for a satisficing option rather than the

optimum one. Simon also substitutes an administrative man for the economic man
assumed by standard economic suppositions. He calls the administrative man the
economic man's cousin. The administrative man looks for a satisfactory or good
enough alternative, while the economic man aims to maximize his utility by selecting
the greatest alternative out of all available ones. He asserts that the administrative man
satisfies rather than maximizes since he is conscious of his limitations. Consequently,
he is freed from the responsibility of evaluating each and every alternative, and being
aware of his limitations simplifies the decision-making process for him (Simon, 1956,
p.129).
Corr and Plagnol (2019, p.6) defines behavioral economics as follows: "Behavioral
economics is about how people actually behave (this is called ‘descriptive’ or
‘positive’ economics). The other, more mainstream, economics perspective focuses on
how people should behave (called ‘normative’ economics). These economic agents
conform to something approximating a perfectly rational model — the fact that few
people are perfect need not concern us, so long as we assume that they aspire to this
state and try to achieve it to the best of their (often limited) ability”.

Thus, behavioral economics describes people's economic behavior, while
mainstream economics prescribes ideal conduct based on rational economic models.
Instead of using theoretical assumptions, behavioral economics studies real-world
economic occurrences. Furthermore, the ability to anticipate a characteristic of the

human species would be unattainable without the process of experimentation.
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Behavioral economics tests human reasoning empirically and makes assumptions
based on the results.

Increasing interest in the area may raise some concerns that it might be just a fad.
Indeed, such fads have happened in the history of economics. Nevertheless, it would
be unjust to dismiss the theory as a passing trend if it enhances the psychological
realism of economic theory and can be substantiated through rigorous
experimentation. Therefore, enhancing the psychological verisimilitude of economic
theory may yield enduring consequences. One illustrative example of a potential long-
term effect is the emergence of a second wave in the field of behavioral economics.
For instance, David Libson employs macroeconomic methodologies alongside
psychological variables in his analysis. Ernst Fehr elucidates certain aspects within the
field of labor economics by adopting a perspective that does not solely rely on the
assumption of complete self-interest (Rabin, 2002, p.10). Hence, if the theory increases
the psychological realism of the subject and can be proven through experiments, it
could have a long-term effect, as demonstrated by the second wave of behavioral
economics and the work of economists like Libson and Fehr.

Several variables have helped mainstream economics adopt behavioral economics.
First, significant US departments have shown a rising interest in this topic, resulting
in an acceleration of thorough study. Some academic departments provide behavioral
economics courses solely. Many students in these disciplines have focused their
dissertations on this topic. Multiple conferences, research articles, and global career
opportunities in behavioral economics support its growing popularity. Behavioral
economics' adoption and endorsement by industry leaders shows its importance. The
American Economic Association (AEA) awarding the John Bates Clark Medal to a
behavioral economist shows the field's importance. EEA President Jean Tirole's choice
of behavioral economics as the focus for the 2001 Meetings' three keynote talks shows
the field's growing relevance in economics. Behavioral economics has become
mainstream due to increased enthusiasm, academic research, educational
opportunities, conferences, publications, and professional recognition (Rabin, 2002,
p.2). Its usage in crucial public policy sectors like employment, education, the health
system, energy conservation, etc. is another indicator that it is becoming a part of

economic theory.
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Kahneman and Tversky established a new theory to explain why humans make
irrational choices and what are the sources of those behaviors on human’s brains. They
introduced the term called dual process in decision-making (Kahneman, 2003, pp.697-
720). According to this dual process, there are two parts in human brains: System 1
and System 2. System 1 is automatic and fast thinking that consists of little or no effort.
System 2 is slow and controlled thinking process that require some effort. Table 1
given below presents their characteristics:

Table 1: The Features of System 1 and 2

System 1 (Automatic System) System 2 (Reflective System)
Fast Slow

Unconscious Self-aware

Effortless Effortful

Uncontrolled Controlled

Associative Deductive

Skilled Rule-Following

Source: Kahneman, Daniel. (2011) Thinking, Fast and Slow.
To understand those two systems better, several examples are listed below in Table 2.

Table 2: Examples of System 1 and 2

System 1 System 2

Determine whether one object is farther | Tell someone your phone number
away than another.
Identify the source of a loud noise. Look for a white-haired woman

What does 2 + 2 equal? Maintain a faster walking pace than you
normally would

When viewing a horrifying image, make | Fill out a tax form

a disgust expression.
Drive a car on an empty road. Examine the logic of a complicated
argument.

Source: Kahneman and Tversky. (2011) Thinking Fast and Slow,

When we are awake, systems 1 and 2 are operating. System 1 functions in an
automated manner, while System 2 typically operates in a state of reduced exertion,
wherein only a fraction of its capacity is employed, rendering it susceptible to being
disregarded. System 1 consistently transmits perceptions, intuitions, intents, and
sentiments to System 2. When System 2 is in agreement, perceptions and intuitions
undergo a transformation, resulting in the formation of beliefs, while impulses

manifest as purposeful behaviors. In instances where optimal functioning occurs,
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which is the prevailing circumstance, System 2 predominantly adheres to the
recommendations put forth by System 1, often with minimal or negligible
modifications. In many instances, individuals tend to act based on their immediate
inclinations and rely on their intuitive judgments, a practice that is widely accepted. In
instances where System 1 encounters difficulties, System 2 is invoked to facilitate
more intricate tasks that are capable of addressing the prevailing situation. In essence,
System 1 predominantly governs the automatic cognitive processes that individuals
engage in without conscious deliberation. However, when challenges arise, individuals
allocate greater cognitive resources to their reflective thinking processes, thereby
activating System 2 (Kahneman and Tversky, 2011, pp.10-11).

Each person has a finite amount of attention to divide between jobs, and exceeding
this capacity will lead to negative results. Due to its aptness, the phrase pay attention is
often used. The inherent conflicts between cognitively demanding tasks might make
concurrent performance difficult or impossible. For instance, it is unrealistic to expect
someone to calculate 17 multiplied by 24 while making a left turn in tight traffic. When
the duties are simple, people can multitask well. For instance, talking to a passenger
while driving on an empty highway is usually safe. Many parents can read to their
children while doing other cognitive activities. Awareness of attention constraints
affects social behavior. Adult passengers stay quiet while the driver is managing a tight
space or passing a heavy car. Due to the driver's temporary deafness, communicating
with them may be ineffective. Humans have a finite attentional capacity, and
exceeding it decreases performance. Multitasking requires simple activities and
understanding of cognitive limitations. Thus, people must adjust their social conduct
to these constraints (Kahneman and Tversky, 2011, p.9). System 1 may say, "This dog
is going to attack and kill me," whereas System 2 says, "Most pets are really friendly,
slow down and do not worry." (Thaler and Sunstein, 2009, p.21).

As previously mentioned, rationality stands as a highly debated topic within the
discourse surrounding rational and behavioral theories. The inquiry into the presence
of perfect rationality, as substantiated by rational models, serves as the fundamental
criterion for differentiating between rational and behavioral models in relation to
rationality. However, behavioral theories support the notion that human action is

characterized by bounded rationality. In addition to the rationality principle, Camerer
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(1999, pp. 10575-10577) lists four other criteria that set behavioral models apart from
rational models.

Table 3: Rational Models vs. Behavioral Models
Rational Models Behavioral Models [Psychological Foundation

Spend money on other people

Own payoff maximization| Social Utility (reciprocate, dislike
inequality)
. . e . Preference for immediacy:
Discounted Utility Hyperbolic Discounting

temptation

Generalized reinforcement:

Equilibrium Learning, Evolution replication by fitness

Loss-aversion, anchoring,

Expected Utility Theory | Prospect Theory mental accounting

Source: Camerer, C. (1999). Behavioral economics: Reunifying psychology and
economics. Proceedings of the National Academy of Sciences.

Rational models state that people prioritize their own interests in their everyday
behaviors. This type of person always puts herself first and maximizes personal profits.
This assertion is accurate in most circumstances; however ultimatum games
demonstrate that there are exceptions. Ultimatum games generally encourage self-
centered conduct. Consider a game where two players each receive $10 and can split
the total money. If the second participant rejects the first's offer, both will lose money.
In this case, a logical player should assign only a small share of the money. Buyers
normally pay $4 of the $10. Additionally, 50% of applications with a value under two
dollars are rejected (Camerer and Thaler 1995 as cited in Camerer, 1999, p.10576).
This shows that people abhor unfair distributions (Fehr and Schmidt 1999 as cited in
Camerer 1999, p.10576) and prefer to repay favors whenever possible (Rabin, 1993).

Hyperbolic discounting and discounted utility explain intertemporal decision-making.
Rational models apply a consistent coefficient to accumulate time intervals in discounted
utility theory. This assumption states that human conduct is consistent. It also states that
the timing difference between two payments determines their relative value. Discounted
utility theory's assumptions may not always hold. People favor quick incentives over
delayed rewards. However, some situations obviously contradict discounted utility. When

given $20 increments at different times, people may react differently. Although people
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may choose $80 immediately over $100 in two weeks, they may prefer $100 in nine weeks
over $80 in seven weeks (Camerer, 1999, p.10576). Although discounted utility theory
offers no solutions for such cases, hyperbolic discounting does.

The supply-demand curve intersection defines equilibrium in economics. It can
also refer to a situation in which all economic agents—individuals, businesses, or
markets—make optimum decisions under the current conditions and have no incentive
to change. In traditional economics, this term is linked to the idea of a reciprocal
optimum reaction, where one person makes rational choices assuming others are doing
the same. A system adapts and grows over time through learning-evolution. Due to its
components' capacity to learn and develop, the learning-evolutionary system improves
and evolves continuously. In biology, evolution is a dynamic process in which
organisms adapt through generations to improve their survival and reproduction
(Camerer 1999, p.10576).

Traditional economic theory assumes rational agents maximize their decision-
making based on available knowledge. Behavioral economics shows this perspective's
shortcomings. Behavioral economics recognizes that cognitive biases and social
factors cause people to make irrational decisions. Therefore, learning and evolution
are more important in economic decision-making. Behavioral economics holds that
people learn from their experiences, change through time, and are impacted by social
and cultural factors. Integrating psychology and evolutionary biology principles
achieves this. Transitioning from equilibrium-based models to learning and evolution-
based models helps us understand human behavior and evaluate economic events more
pragmatically. Behavioral economists include evolutionary influences when studying
how cognitive biases and heuristics affect economic decision-making. Social
conventions, emotions, and cultural influences can alter human conduct, according to
this view (Camerer 1999, p.10576).

Behavioral models embrace the underlying assumptions of Prospect Theory (PT),
whereas rational models adhere to the assumptions of Expected Utility Theory (EUT).
These two foundational theories aim to elucidate the cognitive processes involved in
individual decision-making when confronted with situations involving risk and
uncertainty. Frank Knight, in his seminal work titled Uncertainty, Risk, and Profit
published in 1921, elucidates the differentiation between risk and uncertainty (Knight,
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1921, pp. 19-20). He asserts that risk is associated with measurable uncertainty,
thereby rendering it measurable, and allowing for the predictability of its probability
distribution. However, the measurement of uncertainty is not possible as it represents
a state that lacks a probability distribution. Daniel Bernoulli expressed a differing
viewpoint from Knight's assertion that uncertainty is not measurable. The Expected
Utility Theory was established based on the researcher's findings. Subsequently, in
1944, John von Neumann and Oscar Morgenstein made significant advancements to
this theory. From that point forward, until the unveiling of Prospect Theory, EUT
maintained its position as the dominant framework for decision-making
under uncertainty and risk (Kahneman and Tversky, 1979, pp.263-292).

EUT is commonly followed by all rational individuals since it is a normative
paradigm for rational decision (Kahneman and Tversky, 1979, p. 263). EUT states that
people balance the utilities of each possibility against their probabilities and pick the
choice with the highest utility (Loewenstein, Rick and Cohen, 2008, p.651).

EUT is founded on three important principles, according to Kahneman and Tversky
(1979, pp.263-264):

o Expectation: This tenet calculates the overall expected utility. The total of

each outcome's expected utility determines its expectation.

e Asset Integration: People accept a bet if its utility exceeds that of the assets

alone. Total utility combines possible outcome utility with asset utility.

e Risk Aversion: Risk aversion states that people choose safe outcomes over

risky ones. Risk-averse people choose safe options.

Kahneman and Tversky (1979, pp.265-273) found that some situations violate
EUT's previous premises. These breaches inspired Prospect Theory (PT) and its ideas.
Certainty, reflection, and isolation effects contradict EUT. People choose certain
results over risky ones which is called certainty effect. The certainty effect is
demonstrated by the Ellsberg and Allais paradoxes. These examples show that
gamblers favor certain outcomes over risky ones. However, these paradoxes show that
people's choices can invert when both options include risk, especially when one option
is more certain or sure. They usually pick the riskier alternative. Hence, both are

called paradoxes.
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The second notion that violates the Expected Utility Theory (EUT) is known as
the reflection effect. In their seminal work, Kahneman and Tversky (1979, pp.268-
269) examine the phenomenon of outcome sign reversal, wherein positive outcomes
(gains) are transformed into negative outcomes (losses). Their findings reveal that
individuals exhibit a preference for selecting a certain amount over engaging in
gambling when confronted with a positive outcome. Conversely, when faced with a
negative outcome, individuals tend to opt for gambling rather than a certain alternative.
In a research involving subjects tasked with evaluating the optimal treatment approach
for a rare disease affecting a subset of individuals, the majority of participants
exhibited a preference for a specific option that ensures a limited number of individuals
are saved without incurring any risk. This choice was favored over an alternative
option that offers the possibility of saving all individuals, but with a probability of
success within the realm of potential gains. Nevertheless, within the context of loss,
specifically when the choices were presented in terms of the number of individuals
who would experience loss under a particular treatment, participants tended to opt for
the risky option rather than the certain option. Furthermore, this action contravenes the
fundamental principles of the Expected Utility Theory (EUT) (the principle of
expectation) (Kahneman and Tversky, 1984, p.346).

To simplify the choices, individuals usually tend to ignore the common parts of
the choices and focus on the parts which distinguish the choices. However, this
approachmight create inconsistent preferences. Because different frames might bring
different results. This is called the isolation effect. The isolation effect occurs when
people make choices based on the relative differences between options, rather than on
their overall value. Specifically, people tend to be more influenced by options that
stand out from the others in some way, such as those that are more distinctive or
memorable (Kahneman and Tversky, 1979, 271).

Kahneman and Tversky (1979, p.263), explores PT with the findings they
discovered from the violation examples that are listed above. The graph that explains

PT is given below:
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Figure 1: Value Function of Prospect Theory

Value

Losses Gains

Source: Value Function of Prospect Theory. Kahneman, D. and Tversky A.
(1979) Prospect theory: An analysis of decision under risk
The graph clearly shows an S-shaped pattern. Depending on the configuration of the
graph, one of many interpretations may be made:
e The shape is concave for gains whereas it is convex for losses: S-shaped. This
leads to risk aversion behavior in the domain of gains, while it leads to risk-
seeking behavior in the domain of losses.
e Defined on deviations from the reference point.
e Steeper for losses relatively to gains. Therefore, the pain of losing is stronger
than the pleasure of similar gain (Kahneman and Tversky, 1979, p.279).
According to research conducted by Kahneman and Tversky (1991, pp.1053-
1054), it has been observed that the emotional impact of losing something is
approximately twice as strong as the joy of gaining something. In various studies, the
ratio of gains to losses (G/L) was found to be greater than 2:1. In one particular
experiment, the ratio was determined to be 2.5:1. As evidence of this phenomenon,
participants in the experiment reluctantly agreed to a 50/50 gamble involving the
potential to win either $25 or $10.

In the case of an unforeseen tax imposed on an expected premium, the reference
point for individuals would be the anticipated amount of the premium, rather than the
current situation. Consequently, the increased tax is not perceived as a decrease in

income but rather as a direct loss. This stands in contrast to the expected utility theory,
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where the change in welfare is typically evaluated based on the final state relative to
the reference point. Instead, in this context, the change in welfare is assessed based on
the change (loss or gain) relative to the reference point (Turkish Ministry of
Economics, 2018, p.27).

In reaction to traditional economics' lack of realism and overreliance on
rationality, this section explores behavioral economics' evolution. Behavioral
economics uses psychology to make economic theory more realistic and comprehend
human behavior and decision-making. Mainstream economics emphasizes rational
decision-making, which entails choosing alternatives that maximize value. This view
says people are egocentric, insensitive, and immoral. Behavioral economics examines
how cognitive biases, emotions, and social conventions affect economic decision-
making. Behavioral economics tries to uncover and understand human behavior-based
deviations from traditional economics that have economic consequences. Mainstream
economics' rational actor model does not describe human behavior's richness and
diversity. Bounded rationality recognizes that situational context, temporal limits, and
cognitive capability limit people's cognitive processes. People sometimes make poor
judgments due to cognitive limits and task complexity.

This section discusses dual process theory by Kahneman and Tversky. System 1
is automatic and unconscious, whereas System 2 is slow and regulated yet involves
cognitive decision-making. Understanding how these systems interact helps people
make judgments based on instinctive responses and conscious thought.

Behavioral economics may be a fad, but many compelling reasons contradict this.
Behavioral economics improved healthcare, education, and retirement savings. The
field's expansion and new findings prove it's not a fad. The field's sustained expansion
and ongoing discoveries suggest it's not a fading fad. Behavioral economics' success
is based on a deep grasp of human psychology and behavior. Behavioral economics
findings are valuable because they address core human nature that is unlikely to alter.
However, there are many reasons to believe that behavioral economics will remain a
significant and important subject of study in the future, even if some research topics
fade in popularity. Herbert Simon, Richard Thaler, Colin Camerer, and Daniel
Kahneman have challenged neoclassical economics and argued for psychological

approaches. This also shows that behavioral economics is becoming a key part of
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mainstream economics. Prominent academic and professional groups are showing
increasing interest.

Prospect theory illuminates decision-making biases and heuristics. In behavioral
economics, loss aversion—the propensity to value loss more than gain—is a key
discovery. This phenomenon may cause irrational thinking. Economists and
policymakers must also evaluate Prospect Theory's actual proof that some Expected
Utility Theory concepts no longer apply.

Expectation, asset integration, and risk aversion are key EUT concepts.
Summating predicted utilities yields the expected utility of outcomes. Asset integration
evaluates a bet by mixing prospective outcomes with current assets. Risk aversion says
people prefer certain outcomes over hazardous ones. The certainty, reflection, and
isolation effects violated EUT criteria, according to Kahneman and Tversky. The
certainty effect shows that people prefer unrisky outcomes. The reflection effect
illustrates that framing outcomes as gains or losses changes choices. The isolation
effect happens when people choose based on unique qualities rather than value. PT
explains these infractions. The S-shaped value function of PT indicates risk aversion
for gains and risk-seeking for losses. Losing hurts twice as much as winning.

Behavioral economics is a vital and multidisciplinary area that helps us understand
human decision-making in our complicated environment. As said, this discipline has
found several cognitive biases that may affect decision-making. The framing effect,
status quo bias, and how evidence is presented can affect people's decisions. These
biases can lead to poor public policy decisions; thus they must be recognized. This

chapter's next section will critically explore cognitive biases and heuristics.

1.3. Cognitive Biases and Heuristics

Though similar, cognitive bias and heuristic have different meanings. Heuristics
are mental shortcuts that speed up decision-making (Kahneman and Tversky, 1974,
p-1127). Cognitive bias is a systematic divergence from rationality caused by human
nature, including cognitive limits, motivational variables, and contextual adaptations
(Wilke and Mata, 2012, p.531).

Heuristics simplify complex decision-making. Due to framing effects, financial

goods and tools can influence decision-making. Loss aversion can also affect decision-
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making. Emotional factors and present bias, or the drive for instant pleasure,
sometimes reduce predicting accuracy. Despite intelligent financial decision-making,
people often make systemic mistakes. The complicated decision environment is to
blame (World Development Report, 2015, p.112).

Kahneman and Tversky coined cognitive biases and heuristics in the early 1970s.
The researchers examined how cognitive biases and heuristics affect decision-making
in people with limited knowledge. Simon's bounded rationality inspired this study
(Wilke & Mata, 2012, p.531). Furnham and Boo (2011, p.25) suggest that this model
of bounded rationality is also a model of heuristic cognition. Heuristic notions help
people make decisions about unknown events or values, according to Tversky and
Kahneman (1974, p.1124). Heuristics simplify processes. Intuitive techniques and
basic heuristics can be relatively helpful, but they also cause cognitive biases and
systemic mistakes.

Bounded rationality holds that humans are not fully rational. In some situations,
people can use rational reasoning to guide their behavior. Cognitive biases and
heuristics cause irrationality. It is crucial to examine when people use cognitive biases
and heuristics and when they use logical reasoning. According to Aaronson (1992,
p.137), people tend to benefit from cognitive biases and heuristics in five situations:

e  When there is not enough time to consider possibilities,

e  When the mind gets overwhelmed with information and can't process it,

e  When the subject matter is not very significant,

e  When there's not a lot of material to choose from

e When a shortcut is accessible.

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 (Ehrlinger, Readinger and Kim, 2016,
p.3). However, those that involve an extensive human willpower and may contribute
to the design of successful public policies will now be discussed. 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
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e Sunk cost fallacy

e Anchoring effect

e Framing effect

e Availability heuristic
e Social norms

e Present bias

Since loss aversion was previously analyzed during the analysis of Prospect
Theory, a summary of loss aversion along with the policy implications will be
provided. The most prevalent reason for loss aversion is that individuals consider
losses more heavily than comparable gains. According to this theory, losing an
outcome has a greater impact than gaining a similar outcome (Kahneman and Tversky,
1979, p.279). When large numbers of people have suffered losses, they are more
willing to gamble in the hopes of regaining what they have lost; in other words, they
become risk seekers. This is the situation that leads to political reform occurring in
certain Latin American countries such as Peru, Brazil, and Argentina during times of
crisis. The reason for this is that when large numbers of people have suffered losses,
they are more willing to gamble in the hopes of regaining what they have lost (Weyland
1996).

By defining objectives, people choose a specific value to use as a benchmark for
measuring their progress. Individuals are inclined to perceive their dissatisfaction as a
loss if they do not achieve the aim (Suvorov and van de Ven 2008 as cited in World
Development Report, 2015, p.35). Loss aversion can render goals a practical and
effective mechanism for self-regulation. When individuals set goals, they essentially
choose a specific value that acts as a benchmark for evaluating their progress. In the
event that these objectives are not successfully met, individuals may be inclined to
interpret their discontentment as a negative outcome rather than merely a failure to
achieve. Loss aversion suggests that people react more negatively to losses than gains.
Goals may also be practical self-regulation tools. Setting clear goals helps people track
and control their behavior and development. Loss aversion motivates people to work
harder to achieve their goals (World Development Report, 2015, p.35).

Policymakers should consider loss aversion while trying to change people's

behavior. Thus, a public policy that prioritizes punishment over rewards may be more
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successful at preventing certain behaviors. As said, losing is more significant than
similar gains. Individual goals can also be set to cause dissatisfaction if not met. Thus,
to reduce emotional suffering, people may try harder to achieve their goals. Failure
anxiety may motivate governments to create strong self-regulation systems (World
Development Report, 2015, p.35). Furthermore, messages that remind the
responsibility of citizens, such as medical appointment or paying taxes should be
framed as loss since people are loss averse.

Status quo bias is the inclination to keep the status quo because it seems better
than changing. This is due to humans' loss aversion characteristics (Kahneman and
Tversky, 1979, pp.197-198). Status quo bias is a tendency to do nothing in unfamiliar
situations (Samuelson & Zeckhauser 1988, p.8). Prospect theory fits status quo bias.
Many consider the costs of changing the status quo to outweigh the benefits. Due to
loss aversion, the individual is seen to be biased in favor of the status quo (Samuelson
and Zeckhauser, 1988, pp.35-36). In decision-making, the status quo bias manifests
when people prefer to keep things the same and reject alternatives. Expecting
disappointment while switching jobs shows this tendency. However, if the new post
offers more benefits than the old one, the person is more inclined to take it. Loss
aversion makes people more sensitive to losses than gains. Thus, people choose to
maintain their status quo than making doubtful decisions. People choose stability to
avoid losses and protect their current situation.

Some variables contribute to status quo bias. Three primary factors explain why
the status quo persists: transformation costs and/or uncertainty, cognitive fallacies, and
psychological commitment. (Samuelson and Zeckhauser, 1988, p.33). According to
rational explanations, individuals tend to maintain their current position due to the
presence of transition costs and/or uncertainty, as a means of avoiding the financial
burden associated with making a change. The presence of transition costs of this nature
gives rise to a phenomenon known as status quo bias, wherein the reluctance to incur
expenses associated with changing the existing state of affairs exceeds the perceived
benefits of opting for a superior alternative. The persistence of ineffective instruments
can be attributed to their high cost of transition. For example, although there exist
keyboards that are more efficient than traditional keyboards, the selection of standard

keyboards is primarily driven by their lower transition costs (David 1985, as cited in
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Samuelson and Zeckhauser, 1988, p.33). As a further example, several American
institutions, such as educational and presidential ones, depend their survival largely on
historical traditions and the difficulties of a total transformation or review. Another
reason why status quo bias emerges is the existence of uncertainty. Because the results
of alternatives are unpredictable, individuals may choose to maintain their existing
status quo. For instance, a person in a low-paying job may postpone searching for a
higher-paying job because the process of searching for a new job is time-consuming,
unpredictable, and/or expensive (Samuelson and Zeckhauser, 1988, p.34). Even if
there is a potential of a better position in the unknown circumstance, individuals may
choose to remain in their present condition rather than endure it.

Cognitive misperception, within the framework of status quo bias, pertains to the
presence of distorted or imprecise perceptions regarding the risks, benefits, and
potential consequences associated with the continuation of the existing state as
opposed to the selection of alternative courses of action. Individuals impacted by this
cognitive bias exhibit a tendency to overinflate the perceived adverse consequences or
risks associated with change, while concurrently undervaluing the potential benefits or
positive outcomes. Additionally, individuals may exhibit a tendency to overlook the
potential long-term ramifications of their decisions, placing a disproportionate
emphasis on immediate outcomes. Consequently, cognitive misperception serves to
strengthen the inclination towards maintaining the existing state of affairs, prompting
individuals to exhibit resistance towards change and exhibit a preference for the default
choice. The presence of anchoring bias has been found to have a significant impact on
cognitive misperception. The anchoring effect refers to a cognitive bias whereby
individuals place significant reliance on initial information, known as the anchor, when
forming subsequent judgments or making decisions. Within the framework of
cognitive misperception, the anchoring effect plays a role in distorting perceptions as
it prompts individuals to inadequately modify their judgments in relation to the initial
reference point, even in the presence of supplementary information. This cognitive
bias has the potential to result in misperceptions regarding the value or range of
possible outcomes (Tversky and Kahneman, 1974, pp.1128-1130).

Additionally, some psychological commitments may lead to status quo bias.

(Samuelson and Zeckhauser, 1988, p.35). For instance, a person buys $300 a year for
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a tennis club membership, but after suffering an elbow injury, he continues to play in
pain so as not to waste the money he paid for the whole year (Thaler, 1980, p.47). The
greater the number of prior investments, the greater their contribution to status quo
bias. Consequently, it is possible to say that sunk costs (a cost that has already been
incurred and that cannot be recovered) contribute to the status quo bias.

Understanding status quo bias in decision-making has significant consequences
for public policy achievement. Governments may use this cognitive bias to help people
make better choices. Given people's reluctance to change, policy frameworks that
maintain the status quo while producing positive benefits are best. Governments can
use people's reluctance to change their default stances to help them make better
decisions without changing their preferences. Policy designs may be tailored to benefit
individuals while maintaining their decision-making framework. Governments can use
status quo bias in organ donations and retirement savings. By defaulting to favored
choices, people may match their selections with social goals like increasing organ
donations and retirement savings. Governments can use the status quo bias to influence
individual behavior to promote the common good through well-crafted policy
initiatives.

The endowment effect—the tendency to overvalue possessions—is the third
cognitive bias under review. People tend to appreciate their own possessions more than
others. Valuation differences can affect people's willingness to pay and accept an item.
Consider a $5 bottle of wine purchase. After that, a wine dealer offers $100 for the
same bottle. Despite paying $35 for a similar wine bottle, the person refuses to sell the
bottle (Thaler, 1980, pp.43-44). The endowment effect makes loss more painful due to
emotional attachment or ownership. Thus, loss-averse cognitive processes may explain
the status quo bias and endowment effect. Understanding these cognitive biases helps
explain decision-making and its psychological structure.

In various circumstances, governmental entities may be compelled to make a
determination regarding the utilization of individuals' willingness to pay or their
willingness to accept. In situations where individuals possess a legitimate entitlement
to a particular resource or privilege that is at risk of being revoked, it is advisable for
policymakers to consider the concept of willingness-to-accept value. In contrast, the

utilization of the willingness-to-pay metric is appropriate in situations where
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individuals possess a legitimate entitlement solely to the existing state of affairs, and
an enhancement is presented as an option (Pearce 2002 as cited in Shah and Dawnay,
2005, p.4).

Another cognitive bias that will be analyzed in this study is the framing effect. The
assumption behind the framing effect is that decision-makers base their decisions on
the manner in which a set of identical options is presented to them (Gonzalez et al.,
2005, p.2). People's responses to the identical information might vary depending on
the context in which they are presented. A glass might be seen as half full or half
empty, each with its own connotations and emotional potential. It is usually possible
to frame a scenario, issue, or outcome in many different ways. People might be swayed
by seemingly equivalent frames of an issue, depending on factors such as the problem's
wording and the decision-makers' unique habits and personalities. The rational choice
theory asserts that the selection among a group of alternatives should not change when
the choices are presented differently. Nevertheless, empirical evidence has shown that
individuals sometimes exhibit consistent deviations in their choices when faced with
different frames. These discrepancies can be attributed to factors such as how the
problem is formulated and the inclinations and characteristics of the decision-makers
(Tversky and Kahneman, 1981, p.453). For instance, in the middle of the 1970s,
around half of the Americans did not allow communists to give a speech, while 22%
of Americans forbid them to give a speech (Schuman and Presser 1981, as cited in
Druckman, 2001, pp.229-230). Both phrases indicate the same, but the author
assumes that people associated forbidding with a more negative connotation. Loss
aversion is closely linked to the framing effect. For instance, it is possible to present
an outcome as a loss or gain relative to the status quo (Kahneman and Tversky, 1984,
p.343).

An additional illustration of the framing effect can be observed in a study wherein
a program characterized as having a 90% unemployment rate garnered a greater level
of interest from individuals in comparison to a program described as having a 10%
employment rate, despite both descriptions conveying identical information. The
utilization of a positive framing strategy in presenting the potential outcomes of the
program led to an increase in individuals' interest and active engagement (Quattrone

and Tversky, 1988, pp.727-728).
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Effective public policy designs may be prepared by governments with the use of
framing effect. Such frames may help people make better life decisions, such as
choosing a frame that is favored by governments. Governments may frame the healthy
choices in a more presentable way to impress people and lead them to the healthy
choices. By strategically framing policy problems, decision-makers might stress
particular parts or views in an effort to change public opinion and gain support for their
proposed policies. Understanding and leveraging on the framing effect may play a
critical role in molding public policies and attaining desired policy results, whether
that includes presenting an issue as a crisis requiring immediate action or framing a
remedy as a promising opportunity.

Another cognitive bias the author would like to analyze is anchoring effect. The
anchoring effect is a sort of cognitive bias in which a person uses a piece of irrelevant
information as a basis for making an inference about an unknown variable. Tversky
and Kahneman (1974, p.1128) claim that most people's estimates are based on an
initial estimate and are then modified by the individuals to arrive at a final estimation.
Nevertheless, most of such adjustments are biased. Certain numbers that people
encounter in their everyday lives, such as the number of a building that they have just
written down or the price of a product that they have just bought at a shopping mall,
may become implicitly imprinted in their brains (Wilson et al., 1996, p.388). It is
possible that these data influence people's daily choices in subtle ways they were not
even aware of. According to World Development Report (2015, p.30), anchor is an
extreme instance of automatic thinking.

While everything else was equal, an experiment found that customers’ willingness
to pay for the bill was higher at Bistro 97 than at Bistro 17. (Critcher and Gilovich
2008, as cited in Epley and Gilovich, 2010, p.22). The values 97 and 17 were probably
used as anchors by the participants for the amount they would like to the restaurant,
despite the fact that they provide no meaningful information.

Anchors may even affect how people feel about their life. Student volunteers
participated in an experiment in which they answered the following questions: a. How
happy are you? b. How often are you dating? The correlation between the two
questions was relatively poor when asked in this sequence (.11). The correlation

increased to 0.62 when the sequence of the questions was swapped, and the dating
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question was answered first. The findings show that students considered dating as a
reference for their happiness. The dating heuristic seems to have a role in the students'
answers to the question regarding how happy they are (Schkade, Kahneman, 1998,
pp.340-341).

Anchoring is a technique that policymakers may employ to steer public opinion
and affect policy results. Policymakers may influence people's perceptions and choices
by deliberately establishing an initial anchor value. Policymakers may propose a
certain tax rate as a starting anchor when formulating tax policies, for instance. It is
possible for public opinion and future talks to be influenced by this anchor. If the
proposed rate is high, it may be lowered via talks or compromise, but it would still be
more than if it had started lower. When trying to influence public opinion, anchoring
may be useful since individuals tend to modify their original anchor rather than create
whole new beliefs or policies.

Mental accounting is a cognitive mental activity that is based on categorization,
organization, and evaluation of the financial activities of the human brain (Thaler,
1999,183). According to Tversky and Kahneman (1981, 456), a mental account is a
type of an outcome frame. This frame describes the collection of basic outcomes that
are assessed jointly, the way in which these outcomes are integrated, and a reference
result that is regarded neutral or normal (Thaler, 1999, p.186).

Households employ the concept of mental accounting to allocate their financial
resources into distinct categories, such as food, rent, and education. An illustrative
anecdote involving famous artists Gene Hackman and Dustin Hoffman exemplifies the
application of mental accounting. During their struggling artist days, Hoffman
approaches Hackman seeking a loan to purchase food. Hackman obliges by providing
Hoffman with cash, but upon visiting Hoffman's residence, he discovers a collection
of jars in the kitchen. These jars serve as containers for segregating expenses such as
rent and utilities. Some of the jars contain funds that Hoffman could potentially utilize.
Perplexed by Hoffman's request for a loan despite having money in certain jars,
Hackman is shown an empty jar labeled food. It becomes evident that Hoffman prefers
not to dip into the funds allocated for other purposes and instead reserves the empty

jar solely for food-related expenses (Thaler and Sunstein, 2009, p.53-54).

46



It is possible that a person's emotional connections to their financial resources
might lead to mental accounting. People may make irrational purchases after receiving
a large sum of money unexpectedly. Individuals' spending habits might be affected by
the source of the funds. It is simpler to spend money that is easy to earn. For instance,
when people win money from gambling, they tend to mentally compartmentalize those
winnings into a separate account. As a result, they often view the money won from
gambling as distinct from their regular income or savings. This mental accounting
allows them to perceive the winnings as an additional or separate pool of funds, which
they can readily spend on any desired item or purpose without considering its
connection to their overall financial situation. It is often believed that gamblers keep
their earnings separate from the cash they initially brought to the table. They call the
money they have gained through gambling home money as a casino is considered a
gambler's home. It is not common practice for gamblers to use their everyday funds to
play (Thaler and Sunstein, 2009, p.51). To the same extent, money won in a lottery
might be seen as an easy source of income. But, according to the principles of rational
behavior, where one obtains their funds should have no bearing on their preferences
for how those funds should be spent.

Governments may employ the concept of mental accounting as a means to
influence and guide citizens' expenditure towards the specific areas that align with
their prioritized objectives. As an illustration, in the event that the government intends
to allocate a specific portion of an assistance package for the purpose of acquiring
food, they possess the ability to designate said portion of the aid package as funds
intended for food, thereby implying that recipients are expected to utilize it for the
purchase of food items. Furthermore, the cognitive inclination of individuals to
partition their income and expenses into distinct accounts can be leveraged as a
strategic instrument for the formulation of policies.

Sunk cost fallacy is another cognitive bias that may lead individuals to make
irrational decisions. The sunk cost effect manifests itself in a greater determination to
see a project through after initial expenditures have been made, whether in terms of
money, time, or effort. The sunk cost effect arises because people attach significant

importance to the resources already committed, leading them to continue investing or
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expending effort to validate or justify those previous expenses (Arkes and Blumer,
1985, p.124).

When a cost cannot be recovered, it is referred to as sunk. When a cost is incurred,
it does not affect the marginal return of future actions; consequently, it does not
influence rational judgments (Friedman et al., 2004, p.79). Individuals who are trying
to make reasonable judgments should think about the long-term benefits of their
choices rather than past costs. Future decisions should not be influenced by the past
costs. To avoid wasting the money and efforts of the past, people may choose to
continue with losing investments or plans. They may think about how much time and
money they have invested in the past and how much money they will lose if they quit
their invested plans. As a result, admitting losing may be difficult for many people.

It is possible that certain irrational actions of people and governments might be
explained by the loss aversion and sunk cost fallacy. They may conclude that they had
too much invested to quit if they had a sunk cost on their project. To recoup the sunk
costs and avoid shutting the account at a loss, governments may continue to implement
a policy that has already been shown to be unsuccessful (Jervis 1992, as cited in Levy,
1996, p.189). An excellent illustration of this statement is the American involvement
in the Vietnam War. The Vietham War was a waste of time, money, and military
resources. As opposed to ending the conflict, the United States increased the number
of troops in the region and continued the conflict. They eventually came to their senses
and decided to quit investing more. Even so, they suffered a worse setback in the long
run. To save money and many lives, they should have quit much earlier (Arkes and
Blumer 1985, p.126). The sunk cost fallacy is not just a mental trap but may have far-
reaching consequences. When government initiatives fail to deliver as promised, they
often continue to fund it.

Prospect theory and loss aversion are at the root of the concept of sunk costs.
Nobody would like to cancel an account at loss. When individuals are losing money,
they are risk-takers, and they want to keep their account open, so that they do not have
to close it at a loss. The major reason investors hold onto lost investments is the hope
that their value will rise in the future.

Sunk cost fallacy might induce policymakers to keep working on unsuccessful

initiatives or programs due to the time and money already spent in them, even though
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doing so is unlikely to provide favorable results. In order to avoid succumbing to the
sunk cost fallacy, policymakers may need to adopt a more objective, data-driven
approach to decision-making that takes into consideration the present worth of the
resources spent rather than focusing only on their historical value.

The availability heuristic is a cognitive bias that involves the tendency to estimate
the likelihood of events, circumstances, and illnesses based on their ease of recall,
recency, and frequency of media coverage. Some examples from Kahneman and
Tversky (2011, p.136) regarding availability heuristics are presented as follows:

e “Strokes cause almost twice as many deaths as all accidents combined, but

80% of respondents judged accidental death to be more likely.

e Tornadoes were seen as more frequent killers than asthma, although the latter

cause 20 times more deaths.

e Death by lightning was judged less likely than death from botulism even

though it is 52 times more frequent.

e Death by disease is 18 times as likely as accidental death, but the two were

judged about equally likely.

e Death by accidents was judged to be more than 300 times more likely than

death by diabetes, but the true ratio is 1:4”

Overall, these examples illustrate how individuals' perceptions of risk can be
influenced by various factors, including media coverage, personal experiences,
emotional impact, and the salience of certain events. The presence of biases in risk
perception can result in disparities between the perceived level of risk and the objective
statistical probabilities associated with various causes of mortality. Individuals may
exhibit a preference for incurring a lesser expense in order to mitigate the potential
occurrence of a larger expense, even if the likelihood of this larger expense
materializing is minimal. To mitigate the financial burden associated with a low-
probability natural disaster, individuals may opt to purchase insurance coverage.
Insurance companies may include in their offerings certain events that have low
probabilities but significant consequences, with the intention of incentivizing
individuals to purchase their insurance packages.

Kahneman and Tversky (2011, p.136) assert that the media exerts a substantial

impact on the availability heuristic. The media exerts a significant impact on
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individuals' cognitive processes, wherein the prominence of a particular issue in media
coverage can lead to heightened vigilance and diminished attention towards other
consequential subjects. In order to augment viewership and viewer engagement,
television networks may opt to broadcast unforeseen occurrences with the intention of
attracting a larger audience and prolonging their viewing duration. Consequently,
these unforeseen events leave a lasting impression on individuals' memories and
enhance the probability of subsequent similar incidents within their cognitive
processes. Following an earthquake, there is a substantial surge in the demand for
earthquake insurance. However, over time, this demand experiences a significant
decline as the event gradually recedes from individuals' memories (Thaler and
Sunstein 2018, p.25). Covid-19 may be another example of an appropriate availability
heuristic for assessing the opinions of individuals when it is often discussed by the
media and politicians (Misuraca and Teuscher, 2021, p.3). When governments seek to
ensure the public's awareness of an event that holds potential benefits for individuals
in terms of their safety, they may opt to enhance its prominence within the media. In
order to sustain the significance of the Covid-19 pandemic or an earthquake,
governments may persist in actively promoting these events across various social
media platforms. By adopting this approach, individuals can enhance their vigilance
and better equip themselves to anticipate and respond to harmful events.

Another cognitive bias that the author believes merits discussion is present bias,
also referred to as hyperbolic discounting. It simply refers to overweighting today’s
reward over tomorrow’s reward. Moreover, individuals tend to prefer tomorrow’s loss
over today’s loss. For instance, empirical research by Thaler (1981, p. 204)
demonstrates that consumers are indifferent about whether they pay $15 today or $30
tomorrow, $250 today or $300 tomorrow, or $3000 today or $3500 tomorrow. Thus,
the discounted rate in the first scenario is 277 percent, in the second, 73%, and in the
third, 62%. As can be seen, discounted rates are getting lower. Hence, assuming that
the coefficient of time is constant would be erroneous. Rabin (2002, p.18) postulates
that “We are more averse to delaying today’s reward until tomorrow than we are averse
to delaying the same reward from 90 days to 91 days from now.” Such inconsistency

can be explained by the existence of present bias. He explains his statement with the
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following example. Suppose that following choices were given to people on the first
of January:

e 7 hours work April 1, relax April 2 or

e Relax April 1, 7.7 hours work April 2

If it is considered that opportunity cost of time, productivity of work as equal on
both days, most people may prefer to work on April 1 rather than April 2 when the
question asked on the first of January. The reason for this choice is due to the fact that
April 2 consists of less work. However, if the question asked on first of April, the issue
turns into this:

e 7 hours of work today

e 7.7 hours of work tomorrow

According to Rabin, most of the people would choose the second option in this
scenario since people weigh today more than tomorrow although today requires less
work. However, they do not show the same behavioral pattern when the issue is framed
for after 3 months. This creates an inconsistency in the behavior of individuals. This
inconsistency can be explained with the existence of present bias (Rabin 2002, pp.18-
19).

The effects of present bias on public policy are not to be underestimated. For
instance, it may have an impact on people's propensity to pay taxes, save for
retirement, or follow prescribed medical treatments. Policymakers may use
some behavioral interventions that encourage people to make choices that are more
consistent with their long-term objectives to combat present bias.

Social norms are the unspoken rules that a community follows. These standards
shape society and individual behavior. Social norms help people negotiate social
situations and build trust within a culture or civilization. Social norms help people
understand proper behavior in different social circumstances. People can avoid
misunderstandings and disputes by following social standards. However, societal
pressures to comply and avoid public criticism can affect opposing ideas and lead to
pluralistic ignorance. Pluralistic ignorance is a lack of knowledge of privately held
alternative viewpoints due to the prevailing consensus. Social norms help people avoid
offending. Reciprocity, for example, strengthens social relationships and fosters a

feeling of community. People often assume a standard is universal when a large section
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of a population embraces it. Pluralistic ignorance arises when an individual privately
harbors a distinct attitude or opinion, yet publicly adheres to the prevailing norm, under
the mistaken belief that they are the sole holder of such perspectives. Consequently,
people may feel compelled to align with the majority to avoid social rejection, even if
they genuinely welcome multiple perspectives (The Decision Lab n.y.).

Social norms can help governments influence citizens' decisions. People are
curious about others' activities and reactions. Additionally, people often model their
life after others. Governments may encourage healthy habits that the population
already follows. People mimic peers, family, and celebrities. Governments may
promote healthy behaviors by spreading information to friends, neighbors, and family.

Behavioral economics illuminates cognitive biases and heuristics that affect
decision-making. These biases influence our decisions and public policies. The author
discussed loss aversion, status quo bias, endowment effect, sunk cost fallacy,
anchoring effect, framing effect, availability heuristic, social norms, and present bias,
which policymakers should consider when designing effective public policies. By
recognizing and using these biases, governments may influence behavior, public
opinion, and social results.

Loss aversion is the inclination to favor avoiding losses over gaining equal
benefits. Status quo bias is the tendency to prefer the status quo and reject change.
Once we possess something, we cherish it more and this is called the endowment
effect. Sunk cost fallacy is the tendency to keep investing in something despite its
inefficiency. Anchoring effect is the use of initial knowledge to base later judgments
and choices. The framing effect affects decision-making through presenting
information. The availability heuristic is the inclination to base decisions on readily
available examples or information. Social norms are societal expectations and
acceptable conduct that affect individual decision-making. Present bias is preferring
instant enjoyment or suffering over long-term advantages or drawbacks.

Cognitive biases show how non-rational influences affect our decisions.
Understanding and using these biases can help create effective public policy.
Governments can leverage loss aversion by framing policies to stress the possible
losses citizens may incur without action. Fear of losing might motivate people to work

harder to attain their goals. Thus, defining goals can help regulate and motivate.
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Actively advocating and encouraging desirable changes helps overcome status quo
bias. The endowment effect can help policymakers understand the bias towards giving
up advantages and devise strategies to reduce it.

Policymakers can also combat the sunk cost fallacy by clearly communicating the
costs and benefits of options. By carefully selecting and presenting initial information,
they may use the anchoring effect to direct decision-making. The framing effect can
influence public opinion and promote policy changes. Governments may use the
availability heuristic to influence public perceptions and decisions by providing
accessible and relevant information. They may also shape social norms by promoting
and reinforcing good behavior through social influence and communications. Present
bias can also be addressed by developing laws that give immediate advantages or
incentives for long-term decision-making.

This thorough examination of behavioral economics examined rationality, the rise
of behavioral economics as a response to standard economics' shortcomings, and
cognitive biases and heuristics that affect human decision-making. We now understand
human behavior and its consequences for economic theory and public policy thanks to
numerous theories and empirical facts. Additionally, the contrasts between behavioral
and rational theories and their justifications were examined. They were also examined
for their distinctive traits. Scholars have long discussed rational and behavioral models
and discovered that rationality distinguishes them. Cognitive biases and heuristics also
prevent people from being rational. Bounded rationality better describes people.
Rational models describe how individuals should act, whereas behavioral models
demonstrate how they do.

In the first subchapter, instrumental, theoretical, procedural, and substantive
rationality were defined. Understanding these rationalities helps us understand human
behavior and devise better policies. The Enlightenment's rationality was traced,
stressing the mind's role in understanding. Descartes, Herbert Simon, and Adam Smith
contributed to understanding rationality and its limits.

The second subchapter examined behavioral economics' reaction to mainstream
economics' objections and the rational actor model. Psychology helps behavioral
economics make economic theory more realistic and comprehend human decision-

making. Bounded rationality, dual process theory, and the work of Herbert Simon,
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Richard Thaler, and Daniel Kahneman were discussed. Human behavior is more
complex than the rational actor model assumes, and cognitive biases and societal
conventions influence decision-making. The Expected Utility Theory suggests that
people would choose the activity that maximizes their utility, but the Prospect Theory
claims that they are restricted by several constraints. Against the EUT, people react
differently to losses and gains of the same amount.

The third subchapter studied cognitive biases and heuristics that affect decision-
making. Loss aversion, status quo bias, endowment effect, sunk cost fallacy,
anchoring, framing, availability heuristic, social norms, and present bias were
explored. These biases show how non-rational variables affect our judgments.
Understanding and using these biases can help governments influence behavior and
improve society.

Behavioral economics is a vital and multidisciplinary area that helps us understand
human decision-making in our complicated environment. Behavioral economics
challenges traditional economics' assumptions and depicts human behavior more
realistically by including psychology. Governments can use an understanding of
cognitive biases and heuristics to create more effective regulations that match human
decision-making tendencies. Behavioral economics also emphasizes the limits of the
rational actor model and the necessity of factual facts, cognitive processes, and
subjective perceptions in interpreting rational action. It recognizes that human
decision-making is impacted by many elements outside logical analysis and asks for a
more nuanced approach to economic theory. Psychological insights into economic
theory improve our knowledge of economic activity and help us build policies that fit
human nature.

Behavioral economics will continue to advance economic theory and public
policy. Its multidisciplinary character and foundation in human psychology and
behavior assure its relevance and endurance. As we learn more about cognitive biases
and heuristics, we may build better policies to encourage desirable behaviors and
enhance society. Behavioral economics might affect the future of economics and
improve our knowledge of human behavior.

In conclusion, rationality is fundamental to economic theory and other social

sciences. The assumptions of rational choice, or neoclassical economic theory, have
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contributed greatly to economic theory. However, these assumptions don't always
match real-world observations and lab studies. These results demonstrate cognitive

biases and heuristics.
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2. BEHAVIORAL ECONOMICS IN PUBLIC POLICY: BEHAVIORAL
PUBLIC POLICIES AND THEIR APPLICATION AREAS

In contemporary society, we find ourselves amidst a plethora of formidable
obstacles that pose considerable difficulties for governmental entities in their pursuit
of effective public policy implementation. The policy challenges may encompass
issues such as obesity, global warming, terrorism, and youth unemployment. Human
beings exhibit deeply ingrained patterns of behavior that may serve as the underlying
cause of these various issues. All the issues that are mentioned above can be attributed
to a single notion: repeated persistent actions by humans (John, 2018, p.l).
Furthermore, it is imperative to comprehend the complex nature of human behaviors,
particularly by considering the cognitive constraints of individuals, and to develop
policies that are grounded in this understanding. This is crucial as individuals
constitute the primary target group for policymaking endeavors. Given the recent
advancements in comprehending the essence of human behavior, particularly with
regards to the principle of rationality as expounded upon in the preceding chapter, it is
imperative for policymakers to incorporate this newfound understanding into the
policymaking process. The endorsement of this proposition carries substantial
normative implications, as it suggests that if individuals do not exhibit
perfect rationality, policies must consider this factor to achieve the desired outcome
(Lourengo et al., 2016, p.10). This topic is vital since behavioral methods might be
needed in some specific areas. For instance, people might want to save more, eat
healthier, go to the gym more, smoke less, consume less energy. However, they may
not be successful due to their lack of cognitive ability and willpower or the complexity
of the duty (Madrian, 2014, p.11).

Traditionally, governments have prioritized policies that enhance the state's power
to influence change, such as expanding public spending and the quantity of available
public workers (such as police officers, nurses, and soldiers) to address problems. As
societies have made advancements in both economic and institutional domains, they
have found themselves better equipped to allocate resources and implement legislation
aimed at mitigating public difficulties. The success of these efforts frequently hinged
on the participants changing their behavior, whether it was encouraging people who

were sick to go to the hospital or encouraging people who were unemployed to go to
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job interviews in a prepared state. Despite the notable achievements of these programs,
policymakers and scholars have come to recognize that relying solely on these
initiatives and resources may not always effectively address the underlying issues. This
is primarily due to their limited ability to address the deep-seated behavioral impulses
and habits that perpetuate these problems over an extended period. Addressing public
issues in contemporary complex societies necessitates engaging with a broader range
of connected human behaviors (John, 2018, 3). Consequently, policies that prioritize
behavior modification should incorporate components that specifically target
behavioral aspects. Hence, there has been a recent global surge in the incorporation of
behavioral insights and psychological principles in the development of public policy.
The endeavor to implement public policies that take into account human behavior is
commonly referred to as behavioral public policies. According to Halpern, the
emergence of behavioral public policy can be seen as a logical outcome of the progress
made in fields such as experimental psychology, social psychology, and cognitive
psychology (Halpern, 2015, p.8-10). Therefore, research in these scientific subfields
is essential for comprehending the origins and development of behavioral public
policy.

Behavioral public policy, in its broadest sense, is a novel approach to design public
policies that seek to influence human behavior by using insights from behavioral
economics, behavioral sciences, psychology, and cognitive science. Behavioral public
policy is a novel method in the discipline, with significant findings in many significant
areas, including organ donation, energy conservation, and retirement saving planning.
Academics and policymakers agree that a greater knowledge of human behavior may
assist in the development of more successful public policy (World Bank, 2015, p.10).
Numerous countries such as the United Kingdom, United States, Germany, France,
Denmark, Turkey, and Lebanon use behavioral approaches heavily in the formulation
of their public policies today. Globally, Behavioral Insight Teams are diligently
incorporating behavioral insights into public policy.

Policymakers should solve a normative barrier before implementing decision-
making assistance programs. How does government influence people's decisions?
Three main reasons exist. It's crucial to start by influencing people's decisions in a way

that supports one's goals. Reminders, commitment contracts, and incentive changes
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may encourage desired behavior. Support and encouragement help people achieve
their goals. Additionally, people's current desires may not match their long-term aims
and interests. People may make better selections if they have more time and a quiet
place to think. Thirdly, the impact of socially reinforced patterns and mental models
on decision-making is crucial. Cultural conventions, bias, and a lack of perspective
may dissuade some from investigating or pursuing certain alternatives. The
government should eliminate these limits on individual liberty and prosperity (World
Bank Report, 2015, p.20).

Since decision-making may be difficult, governments should help people make
better choices. As noted in the preceding chapter, bounded rationality holds that
people's ability to act rationally is limited by their environment, time, and cognitive
capacities. Such adjustments include saving more, eating better, exercising more,
smoking less, and using less energy. It may be impossible owing to the variables that
cause constrained rationality. Thus, the author believes government support
is necessary. Irrational acts might also influence others. For instance, poor diets lead
to obesity, which costs the government a lot of money to treat in public hospitals.
Therefore, the subject is essential and should be investigated since it might damage
society's well-being.

Director of the U.K. Behavioral Insights Team David Halpern defines the
significance of this issue as follows: "Many of our old policy models are founded on a
fairly rudimentary understanding of what motivates human behavior. However, if you
have a more sophisticated and nuanced understanding of how people make choices,
you may develop a policy that is more successful, less expensive, and makes life
simpler for most individuals." (Bell 2013, as cited Madrian, 2014, p.3).

Based on the aforementioned analysis, it can be posited that governmental
interventions play a crucial role in certain circumstances wherein individual volition
alone is inadequate to facilitate optimal decision-making. Furthermore, government
intervention is deemed necessary in situations where an individual's decision has a
significant impact on the overall welfare of society. In the subsequent subchapter, an
examination of the theoretical framework pertaining to public policies will be

undertaken.
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2.1. Theoretical Framework of Behavioral Public Policies

The terms behavioral economics, behavioral insights, and nudge are sometimes
used interchangeably, however they do not all have the same scope or application.
Research from European Commission’s Joint Research Centre presumes that these
terms have different meanings (Sousa Lourenco et al. 2016). They have the same
background yet have distinct characteristics. Economic behavior is studied in the field
of behavioral economics, which uses psychological explanations for economic
choices. Multidisciplinary studies in areas like economics, psychology, and
neuroscience lead to behavioral insights because these disciplines provide light on the
underlying mechanisms at play in daily human behavior and decision making (Einfeld,
2019, p.6). Nudge, on the other hand, refers to “any aspect of the choice architecture
that alters people’s behavior in a predictable way without forbidding any options or
significantly changing their economic incentives.” (Thaler and Sunstein 2008). In
addition, the terms nudge and libertarian paternalism are often used synonymously in
academic writing (Gigerenzer, 2015 as cited in Einfeld, 2019, p.6).

The field of study known as nudge is sometimes named behavioral economics,
behavior change, and behavioral sciences (Amir and Lobel 2008, as cited in Einfeld,
2019, p.6). These terms are treated as synonyms by the governments. The utilization
of behavioral insights is prevalent within the governmental contexts of the United
Kingdom and Australia. In order to assess the effectiveness of nudges, the
governments of these countries establish behavioral insights units or teams. Nudge,
nevertheless, is utilized by government officials in contexts beyond official
documentation. During the Behavioral Insights in Action Forum held in 2013,
organized by the NSW Behavioral Insights Unit and the Institute for Public
Administration Australia (IPAA), attendees were presented with case studies
showcasing the implementation of behavioral insight policies. Additionally,
participants engaged in discussions pertaining to the political dynamics and constraints
associated with the concept of nudging. In the Australian context, it appears that the
government has employed both behavioral insights and behavioral economics in a
similar manner. The behavioral insight team of New South Wales utilizes behavioral
economics, as stated on the website of the federal government's Behavioral Economics

Team Australia (BETA) (Einfeld, 2019, p.7).
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Lourengo et al. (2016, p.10) argue that while behavioral economics, behavioral
insights, and nudging are related, they are different ideas. Behavioral economics
studies human behavior using psychological notions. This explains individual
economic decisions. Behavioral insights use economics, psychology, and neuroscience
to study human behavior and everyday decision-making. Policymakers have several
behavioral tactics, including nudging. Behavioral insights support policymaking and
other interventions. Nudging stresses policy outcomes like regulations, incentives, and
information. Behavioral insights provide more policy instruments than nudging.

According to the definitions from different scholars that are listed above, the
author infers two important results:

e Behavioral economics and behavioral insights can be used interchangeably;

thus, it will be used like this in this study.

e Also, nudge can be considered a subtle of behavioral public policies.

Before maintaining with the analysis of this chapter, the author assumes that
defining some other crucial terms such as choice architecture, choice architect,
libertarian paternalism and nudge that are related to behavioral public policies is
neccessary.

e Choice architecture: The presentation of choices in a several ways will have
an effect on decision making process of individuals. Changes in people's
knowledge are not always sufficient; sometimes, the environment in which
people make decisions also needs to be altered. This refers to the notion of
choice architecture, which refers to the methodological planning of how
options are presented (Thaler and Sunstein, 2009).

e Choice architect: An individual tasked with the organization of information
and the development of the presentation of available options. Many people
already have the abilities required to be an architect without realizing it.
Choice architects encompass a diverse range of individuals who engage in
various professional roles. These individuals may include medical
professionals who effectively communicate information to patients regarding
the multiple treatment options at their disposal, human resources
administrators who design and oversee the enrollment process for health care

plans, businesspeople who construct sales strategies, ballot designers who
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strategically determine the placement of candidate names on a page, and
parents who provide their children with information pertaining to the various
educational choices available to them (Thaler, Sunstein and Balz, 2013,
p.428).

e Libertarian paternalism: The concept of libertarian paternalism refers to the
notion that policymakers can influence individual behavior without
violating personal liberties, and that such influence is both attainable and
morally acceptable.

e Nudge: Without restricting people's freedom of choice or drastically changing
their financial incentives, nudge refers to any element of the choice
architecture that leads to consistent changes in behavior. Therefore, for an
intervention to be considered a nudge, it must be very simple and inexpensive
to avoid. However, nudges should not be interpreted as forcing. Bringing the
fruit up to where people's eyes can see it can be considered a nudge. The ban
on junk food on the other hand cannot be considered a nudge (Thaler and
Sunstein, 2009, p.6).

According to Corr and Plagnol (2019, p.151) standard economic approach relies
on the following three primary methods to influence behavior: information and
education, financial incentives, and regulation. In contrast, behavioral methods rely on
elements like framing, formatting, and timing of communications, as well as
behavioral and social incentives and nudges.

Policymakers should serve as choice architects and create regulations to help
people make the best options for their well-being, according to nudging advocates.
Thaler and Sunstein (2009) believe that the ideal option in this case is one that humans
would make if they were not restricted by cognitive ability, timing restrictions, or
cognitive biases and heuristics. The ideal decision is the one people would make
without these limitations. Libertarian paternalism advocates prodding to promote good
conduct while allowing people to choose other options. If they use this strategy,
policymakers can help people make better decisions that benefit themselves and
society (Einfeld, 2019, p.2).

According to Thaler and Sunstein (2013, p.17), to qualify as a nudge, an

intervention must have the following three essential components:
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e It should be as easy and feasible,

e It should not be imposed,

e Avoiding intervention should be accomplished at minimal cost.

Thaler and Sunstein, the pioneers of nudge theory, exert a substantial influence in
the application of this theory to the political domain. Sunstein is the individual who
holds the responsibility for overseeing the Office of Information and Regulatory
Affairs in the United States of America. Thaler is employed as a consultant at the
Behavioral Insights Team (BIT) in the United Kingdom. Within specific social groups,
the Behavioral Insights Team (BIT) is alternatively known as the Nudge Unit. It was
founded not long after David Cameron took office in 2010, shortly after the election.
Consequently, it has attained a prominent position as a global leader in the domains of
research, development, and application of nudging techniques (Oliver, 2013, p.8).

It is likely safe to say that nudging is the subcategory of behavioral public policy
as mentioned above. According to the nudge theory that was introduced by Richard
Thaler, it is possible to design less expensive and more effective policies by urging
individuals to make wise and healthy choices. As a noun, nudge is a symbol that aims
to convey the notion that it is possible to make big changes in human behavior by
minor touches. People may need assistance when they make a decision due to a lack
of cognitive capacities. Therefore, governments should influence people to make
better and healthier choices. Occasionally, these nudges consist of simplifying the
decision-making process of individuals when it is too complex for them (Thaler and
Sunstein 2009). Nudging can be regarded as a form of intervention in daily life,
encompassing various measures such as the restructuring of cafeteria layouts to
highlight healthier food options, the incorporation of visually impactful warnings on
cigarette packaging, the integration of messaging discouraging excessive paper towel
usage, and the inclusion of prompts encouraging individuals to switch off lights upon
leaving their residences or workplaces (StraBheim, 2020, p.2).

Recent findings from psychology suggest that cognitive biases and heuristics
occur due to interaction between system 1 and system 2. However, nudge theorists
claim that these cognitive biases and heuristics mostly occur due to the presence of
system 1, since it acts automatically without having a deep-thinking process.

Therefore, system 1 should be aimed when a behavior is intended to be altered by a
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nudging process. However, considering system 1 and system 2 are constantly
interacting with each other, a nudge that targets only system 1 may not bring about the
desired results. (Osman, Lin and Ashcroft, 2017, p.2). There are two types of nudges.
Type 1 nudge aims to change the automatic behaviors that are not shaped by an
individual’s awareness, and type 2 aims to alter the behaviors that occur due to an
individual’s deliberate, conscious activities (Hansen and Jespersen, 2013, pp.14-15).
For instance, reducing plate size to minimize calorie consumption is a well-known
example of'a Type 1 nudge (Wansink, van Ittersum, 2013). Writing the calorie amount
in the packages of foods (calorie labelling) can be considered as type 2 nudging
(Osman, Lin and Ashcroft 2017, p.4).

The notion of choice architecture is initially presented in the book titled Nudge:
Improving Decisions about Health, Wealth, and Happiness authored by Richard Thaler
and Cass Sunstein in the year 2008. The concept of choice architecture was introduced
by Thaler and Sunstein (2008) as a means to demonstrate how principles derived from
behavioral economics can be employed to shape decisions without altering the
objective values associated with those choices. The concept of nudges encompasses
the notion that choice architecture possesses the capacity to mitigate the influence of
cognitive limitations on decision-making, thereby diminishing the impact of bias.
Choice architects have the potential to aid individuals in surmounting limitations such
as cognitive limitations, the level of complexity of the matter at hand, and the time
constraints they face when making decisions, by subtly directing them towards
healthier alternatives. The fundamental premise underlying the concept of nudging is
the notion that individuals often make suboptimal decisions regarding their own
preferences, thereby failing to take full advantage of the opportunities presented to
them (Corr, Plagnol, 2019, p.151).

Donald Norman's book, The Design of Everyday Things, published in 1990,
provided inspiration for researchers in the field of cognitive science and design
research. Norman's book highlights a crucial discovery, emphasizing the imperative
for product designers to consider the multitude of options and signals individuals
encounter throughout their daily routines. Consequently, products and services should
be crafted with utmost simplicity to ensure ease of use. Thaler and Sunstein sought to

enhance the concept of choice architecture through a comparable framework. The
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researchers aim to support choice architects in enhancing the alignment between

environmental design and human behavior by offering detailed insights into the key

principles of effective choice architecture. To accomplish this objective, Thaler and

Sunstein emphasized the importance of the following six tools for choice architects:

understanding defaults, expecting errors, providing feedback, understanding

mappings, structuring complex choices and incentivizing users (Thaler and Sunstein,

2009, pp.83-85).

Understanding defaults: People sometimes choose pre-set settings or options
without considering other possibilities. Designers must recognize this tendency
and optimize default settings to meet user needs and goals.

Expecting errors: No system is flawless, and users may encounter issues when
using a product or service. A strong user experience requires anticipating these
failures and employing system design solutions to reduce confusion. This may
include easy-to-understand mistake notifications, constructive feedback, and
rapid remedies.

Feedback: Users need feedback on product usage progress. Audio, visual, and
textual feedback can describe the user's actions and results.

Understanding mappings: A mapping links a user's input to a system's output.
Mapping improves user comprehension and helps achieve goals, maximizing
system use.

Structuring complex choices: Users may encounter various confusing
alternatives while configuring a new product or service. To make these
possibilities more manageable, they must be organized and broken down.
Incentivizing users: Users must be provided with incentives to encourage
their utilization of a product or service, as they may require a certain degree of
motivation to initiate its usage. Numerous features are provided to incentivize
consumers to maintain their loyalty towards the product and sustain their usage
ofit over an extended period. The aforementioned features encompass rewards
for successfully completing specific tasks, as well as elements of gamification

that enhance the overall enjoyment of the experience.
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Hence, policymakers may develop experiences that are intuitive, error-resistant,
engaging, and in line with users' requirements and objectives if they follow these
guidelines.

According to Thaler and Sunstein (2003, p.175), the word paternalistic is
considered as pejorative by a major portion of the economics profession, which is
mostly libertarian. The word libertarian paternalism is likely to be considered as an
oxymoron by most people. The anti-paternalistic objective that has been voiced by a
significant number of economists is founded on a mixture of at least two errors and a
faulty premise. The faulty premise is to consider that people mostly choose the option
that is in their own best interest and increase their benefit when they make decisions.
The authors assume that it can be tested and demonstrated to be wrong. This was
discussed in the first chapter of this study and was analyzed that people may act
irrationally in some situations, thus considering them fully rational is a false
assumption.

The first fallacy is that there are alternative choices to paternalism. In many
contexts, some organization or agent must make a decision that will have an impact on
the decisions that are made by some other individuals. For instance, a cafeteria owner
who finds out that the order in which food is placed influences the decisions that
customers may have three potential courses of action to take:

e He/she may pick products that he/she believes would benefit the consumers the

most,

e He/she can choose items at random,

e He/she can choose intentionally those products that he/she believes will cause

the customers to be as fat as is humanly feasible.
Option 1 gives off the impression of being paternalistic, which it really is yet, it is
possible that nobody would be willing to choose options 2 or 3 since they do not bring
any fruitful outcomes to people.

The second prevalent fallacy pertains to the notion that paternalism necessarily
entails the use of coercion. The decision regarding the sequence in which food is
served does not impose any obligation on individuals, as illustrated by the cafeteria
example. Nevertheless, it is possible to prioritize certain orders over others based on

paternalistic considerations, as certain arrangements may be deemed more rational. It
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is widely acknowledged that individuals who adhere to libertarian principles may
deem certain manifestations of paternalism permissible, provided that coercion is
absent. The aforementioned practices are commonly regarded as instances of
libertarian paternalism (Thaler and Sunstein 2003, p.175).

Thaler, Sunstein and Balz (2013) evaluate libertarian paternalism, which
postulates that people may be nudged to choose the right options. If the goal of a policy
is to enhance the life quality of those who are influenced by it, then it is paternalistic.
Nevertheless, while assisting people, government must preserve people’s freedom of
choice (Thaler and Sunstein 2003, p.176). According to their perspective, it is argued
that there exists no necessity to compromise the autonomy of individuals in making
choices. There is a potential for the design of nudges to perpetuate individuals'
propensity for making suboptimal choices. Nevertheless, the options that render these
imprudent decisions less attainable for the decision-makers. The presence of
unfavorable options, nonetheless, implies that they cannot be entirely avoided. Hence,
the configuration of the market inherently influences and constrains an individual's
decision-making options. Furthermore, the central aim of the concept of nudge is not
to reduce the quantity of available options; instead, it centers on modifying contextual
circumstances that enable individuals to make irrational choices. Facilitating access to
healthy items has the potential to promote healthier dietary choices among individuals.
In this manner, individuals may persist in selecting nutritionally inadequate food
options, and there exists a lack of intervention in protecting their freedom to choose.
However, the probability of purchasing healthy food items could potentially rise if
they are made more prominently visible in comparison to other food options. This
serves as a commendable illustration of redirecting the limited cognitive resources of
individuals towards advantageous alternatives (Thaler and Sunstein 2003, pp.175-
176). Vendors also employ this strategy as a means to augment the sales of high-priced
merchandise. As a result, individuals are currently preoccupied with negative
influences. Hence, employing nudges as a strategy can prove to be a valuable approach
in improving individuals' quality of life and reducing their cost of living. Furthermore,
the implementation of nudging is imperative due to the limited cognitive abilities of
individuals, which hinder their ability to make optimal decisions and choices in various

aspects of their lives (Hansen, 2016, pp.7-9).
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Behavioral economics and psychology have shown that our decisions and
behaviors frequently depart from rationality. From a behavioral standpoint, the
decision-making environment causes people to make inappropriate choices and
hinders their goals (Hansen and Jespersen 2013, p.3). Nudging helps people avoid

making incorrect choices due to cognitive limitations.

Given the complexity of decision-making, governments should encourage
individuals to enhance their decision-making. The topic is also important since an
individual's irrational behavior might affect society without their knowledge. Due to
its potential influence on society, the topic is important and requires serious
investigation. Thus, behavioral economists use many randomized controlled trials
(RCTs) to evaluate behavioral insights in public policies and provide many policy
suggestions. Behavioral public policies aim to provide cost-efficient and effective
policy interventions when traditional techniques fail. Behavioral economics helps
people change their irrational behaviour (Chetty 2015). Behavioral economics studies
cognitive biases and heuristics using experiments. Since humans are the main target
group of policymaking, the author believes that taking these cognitive biases and
heuristics into account while crafting public policies may yield favorable
consequences.

Governments typically use behavioral economics and behavioral insights
interchangeably, even though nudge is a unique method under behavioral public
policy. Nudges are non-intrusive, non-coercive interventions that try to discreetly
persuade people to make better judgments without changing their options. Libertarian
paternalism, which holds that governments may affect people's behavior while leaving
them some autonomy, is connected with nudges. Choice architecture is the purposeful
structuring of customer options. Libertarian paternalism holds that politicians can
affect citizens while preserving their autonomy.

Policymakers should realize that believing individuals are entirely rational may
not be the best method to establish public policy. More studies on cognitive biases and
heuristics might benefit public policymaking. Creating behavioral public policy
requires testing. Sharing trial findings and working collaboratively may reveal what
works and when. To share information effectively and efficiently, both successful and
unsuccessful results must be recorded.
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2.2. Historical and Institutional Framework of Behavioral Public Policies

Academics were the first to realize that behavioral economics and behavioral
sciences might inform public policy. Behavioral public policy developed due to
behavioral economics' application-focused approach. Many top US universities
employ behavioral economists. The researchers have easy access to the New York
Times and the Washington Post and have successfully communicated their field
inquiry findings. Behavioral economics has directly influenced public policy by
providing insights into human behavior (John, 2018, p.38).

Behavioral science, which uses behavioral insights to solve difficult policy
problems, has gained prominence recently. More than two hundred public policy
departments in fifty different countries use behavioral insights to address retirement
savings, tax compliance, and health-related habits. Developing countries are still
lagging in applying behavioral science to public policy. In developed countries, nudges
urge people to act on their desires. Due to complex societal dynamics, behavioral
difficulties in developing nations require a different analytical approach and ethical
framework for treatments. This is because nudges in developed countries are more
successful at inspiring people to achieve their goals (Swanson et al., 2019, p.5).

In the following table, the author presents how behavioral public policies evolved

throughout history along with the development of behavioral economics.
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Figure 2: The History of Development of Behavioral Public Policies

- Early Academic Research such as Prospect Theory, Cognitive Biases and)
Heuristics

+ Bounded Rationality )

« Validation of Behavioral Economics as a discipline )
» Daniel Kahneman and \ernon Smith won nobel prize for their

revolutionary contribution to the field of economics by incorporating
SWELEER  psychological principles, notably in the areas of judgment and decision-
making in the face of uncertainty. )

Mainstreaming behavioral economics the book Nudge is published )
The book Predictably Irrational from Dan Ariely is published

External Behavioral Science Organizations start operating such as
Ideas42 )

2008-2012

External Behavioral Science Organizations grow, BIT expansion and
Busara foundation

« Consolidation of Behavioral Science Application in Development: Mind,
Society and Behavior published by World Bank )

2012-2018

Source: Swanson, S., Vancel, J., Channing, J., Kahihu, S. (2019) A synthesis of nudge
units around the world.

Halpern (2015, p.24) states that the following three domains are essential for
applying behavioral science and psychology to policy. First, experimental psychology
helped generate psychological insights in public policy. The second discipline is social
psychology, which studies how our environment affects us. For almost a century,
research have shown that people perform better in groups. For instance, people tend to
drive faster with their bikes if their friends are also biking next to them (Halpern, 2015,
p.25).

Finally, cognitive psychology has thoroughly studied human cognitive processes.
Amos Tversky and Daniel Kahneman's 1970s-era research has had a major impact on
modern psychologists. The study shows how cognitive biases affect regular decision-
making. Most people cannot compare the risks of flying and driving by dividing the
total number of fatal incidents worldwide last year by the number of people who flew
or drove. Tversky and Kahneman named the mental shortcut the availability heuristic.
However, people often use a cognitive bias that emphasizes how easily they can recall

airline crashes compared to vehicle accidents. Despite its psychological beginnings,
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Tversky and Kahneman's work challenged economics' core assumptions about
people's choice evaluation and decision-making processes (Halpern, 2015, p.26).

There are three types of behavioral science teams: government units, internal units,
and external units. Government units help and facilitate the functioning of their linked
government agency. These departments were associated with larger ministries like
Peru's Ministry of Social Inclusion and Development. The British Columbia
Behavioral Economics Group, Philadelphia GovLabPhL, and South African Western
Cape Government were more extensively affiliated with higher-level government
structures. The Social and Behavioral Science Team of the United States and the
Behavioral Insights Team of the United Kingdom are government entities with a broad
responsibility to coordinate and provide services nationwide or globally (Swanson et
al., 2019, p.14).

Non-governmental organizations (NGOs) typically create specialized internal
units with full-time personnel to use behavioral science to achieve their aims. These
teams may include people from both the for-profit sector, like the Commonwealth
Bank of Australia, and the non-profit sector, such Save the Children and the
International Rescue Committee (Swanson et al., 2019, p.14).

External units represent the final units within the institutional framework of
behavioral public policies. These organizations are independent consultancies or
research firms. They help business and public sector teams use behavioral science
ideas. These external entities are for-profit or non-profit. The Behavioral Insights
Team, BEworks, and Genesis Analytics are for-profit, whereas ideas42,
NudgeLebanon, and Busara are non-profit. However, these groups all aim to advance
behavioral science in public policy (Swanson et al., 2019, p.14).

As said, Busara, Ideas42, and BIT are among the many non-profit groups that
apply behavioral insights to practical problems. These collectives strive to meet the
rising need for behavioral insights to solve policy problems in varied situations.
Although the aforementioned organizations operate autonomously, they interact
closely with each other and established governmental and academic institutions to
advance behavioral science in development. Ideas42 has intentionally placed
behavioral design teams inside the administrative systems of important organizations

including the White House, Chicago, and New York to efficiently address a variety of
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difficulties. Ideas 42 is a worldwide nonprofit organization that studies human
behavior to understand its causes and motives. Individuals may improve their quality
of life, create more efficient processes, and promote positive social change by using
their newfound knowledge. The group has been using behavioral sciences to promote
public policy for over a decade (Cojocaru et al. 2020, p.3). Slowly but surely, research
groups like BIT, Busara Center for Behavioral Economics, J-PAL, and ideas42 focus
on global audiences.

The inclusion of behavioral insights into public policy is significantly enhanced
by the presence of academic centers. They play an essential role as centers of
theoretical research and empirical study. They are specialized departments at or
affiliated with a university that facilitate the advancement and practical application of
behavioral science. The MIT-founded J-PAL, the Danish Nudging Network at
Roskilde University, the University of Toronto's Behavioral Economics in Action at
Rotman (BEAR), the Yale Center for Customer Insights, the University of
Pennsylvania's Social and Behavioral Science project, the Harvard Behavioral Insights
Group, and the Center for Behavior Change at University College London are all
instances of such organizations (Swanson et al., 2019, p.38).

The utilization of behavioral insights in products and services is also observed
within private sectors. Insights derived from the field of behavioral science are
employed to develop products and advertising campaigns with improved
effectiveness. In the year 2011, Procter and Gamble established a team dedicated to
behavioral science innovation. Subsequently, numerous prominent corporations,
including Amazon and IBM, have followed suit by establishing their own research
groups with a similar focus. Google and Uber are two prominent instances of
information technology (IT) companies that have effectively employed behavioral
insights to enhance user experience and optimize the effectiveness of their marketing
endeavors. Furthermore, Google has appointed Dr. Maya Shankar as its global director
of behavioral science (Swanson et al., 2019, p.28).

Development economists also see the importance of using behavioral insights into
their work. Examples of this may be seen in the work of economists Michael Kremer,
Gautum Rao, and Frank Schilbach, who researched how principles from behavioral

economics, such as loss aversion and present bias, might help explain the paradox of
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high rates of return in the field of development economics (Kremer, Rao, Schilbach
2019 as cited in Swanson et al., 2019, p. 29).

Since the first Behavioral Insight Team (BIT) was established by the U.K. cabinet
in 2010, the United Kingdom has been widely regarded as a frontrunner in this field.
The United Kingdom served as an example for several countries, who subsequently
established BITs in their own governments (Halpern and Sanders 2012, p.62). They
are currently located in London, Manchester, New York, Sydney, Singapore, and
Wellington. Harvard, University College London, and Imperial College London are
just some of the universities with which it has created strategic alliances. Moreover,
HM Revenue and Customs Public Health England, the Department of Work and
Pensions, and the Department of Education are just some of the other UK government
agencies that have created their own behavioral science teams alongside BIT in its
initial Cabinet Office iteration (Sanders, Snijder and Hallsworth, 2018, p.146).
According to the statistics from November 2018, there are 202 Behavioral Insights
Teams operating all over the world (World Bank Report, 2015, p. 6).

The United States is another country that employs intensive behavioral sciences
in its policies. Just before leaving the presidency, Barack Obama, for instance,
advocated forcefully for the application of behavioral economics to public policy. On
September 15, 2015, he signed a rule with the name of Using Behavioral Science
Insights to Better Serve the American People. In the same year, the Social and
Behavioral Sciences Team (SBST) was established in the United States. Obama once
said: “A growing body of evidence demonstrates that behavioral science insights —
research findings from fields such as behavioral economics and psychology about how
people make decisions and act on them — can be used to design government policies
to better serve the American people.” (Obama, 2015).

Mind, society, and behavior are the topics that are highlighted by the World
Development Report from the World Bank in 2015. Over an extended period, the
World Bank has extensively utilized behavioral insights in its interactions with client
countries. Currently, it is in the process of developing systematic and widespread
strategies to incorporate behavioral insights more effectively into its work (World

Bank Report, 2015).
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Numerous private entities operating within the realm of behavioral insights
collaborate with governmental institutions to foster collaboration among the public,
private, nonprofit, and academic spheres. In 2014, a collaborative effort between the
Initiative for Science, Society, and Policy (ISSP), the OECD, and HEC Paris resulted
in the establishment of The European Nudging Network (TEN). The primary objective
of TEN is to oversee the dissemination of applied behavioral insights in Europe and
other regions, ensuring adherence to scientific and ethical standards. Hence, TEN
primarily relies on a variety of Open Access (OA) online resources and the active
involvement of its members. The Nudge Database is widely recognized as one of the
most prominent Open Access resources in its field. Its primary objective is to provide
stakeholders and practitioners with a comprehensive collection of materials,
accompanied by a robust validation mechanism. The establishment of ideas42, the
world's first behavioral design lab, occurred in 2008 through the collaborative efforts
of students and faculty at Harvard University. Ideas42 serves as a collaborative
platform that facilitates the convergence of multidisciplinary experts from diverse
backgrounds and fields. This platform aims to collectively address global challenges
pertaining to the improvement of health, education, criminal justice, international
development, and governmental effectiveness. The existence of the Behavioral
Science and Policy Association (BSPA) and various other regional and national teams
is also evident (OECD, 2017, p.24).

In 2018, Turkey's Ministry of Economy formed the Department of Behavioral
Public Policies and the Department of New Generation Technologies to use behavioral
methodologies in policymaking. The team's work encouraging exports via government
incentives is its most valued contribution. The team aims to raise knowledge of
government export incentives to boost applications for such incentives (Turkish
Ministry of Economics 2018).

Behavioral insights are gaining popularity in the Middle East as well as the West.
Over three hundred people and thirty-six presenters from 15 different countries,
including Oman, Qatar, Egypt, Egypt, the United Kingdom, France, the United States
of America, and South Africa, participated in Beirut in April 2019 for the second BX
Arabia Conference. The presenters encompassed individuals from both the realm of

public policy and academia. The primary objective of this conference was to engage
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in discourse regarding the potential advantages that legal and socio-economic
advancements in the Middle East could derive from the incorporation of behavioral
insights into the realm of public policy. The subjects discussed encompassed health,
education, and the mitigation of violence. The primary objective of BX Arabia 2019
is to facilitate the convergence of regional policymakers in the utilization of behavioral
insights, with the participation of countries such as Qatar, Lebanon, and Kuwait
(Hockley 2019).

Nudge Lebanon, a non-profit organization, is employing rigorous experimental
methodologies and commonly used instruments within the field of behavioral
economics, such as randomized controlled trials. Their objective is to apply behavioral
insights to address the policy challenges currently encountered by Lebanon. Nudge
Lebanon is a leading organization globally that focuses on promoting citizen-centered
policies and employing behavioral insights to encourage individuals and institutions
to make optimal choices for both themselves and their communities. The establishment
of the Qatar Behavioral Insight Unit was attributed to Dr. Fadi Makki, a prominent
figure in the realm of behavioral economics as it relates to public policy within the
Middle Eastern context.

The Mind, Behavior, and Development Unit (eMBeD) in Peru has established a
laboratory known as Minedulab to conduct experiments on different behavioral
interventions and their application in various educational domains. These interventions
aim to address issues such as reducing teacher absences, enhancing family and school
integration, improving student productivity, and enhancing academic performance.

The Behavioral Economics Team of the Australian Government, commonly
referred to as BETA, represents the inaugural centralized unit within the Australian
government. Its primary objective is to employ behavioral economics principles in the
development of policies, programs, and administrative procedures. BETA represents
a collective effort involving 17 government departments and organizations within the
Australian context. It is hosted by the Department of the Prime Minister and Cabinet.
The primary objective of BETA is to enhance the utilization of behavioral economics
in the formulation and implementation of policies within the Australian public sector

by employing randomized controlled experiments (OECD, 2017, p.24).
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In conclusion, throughout the course of human history, advances in first
experimental psychology, then social psychology, and finally cognitive psychology
have been the primary sources of behavioral insights that have been incorporated into
public policy. With the development of cognitive psychology in the 1970s, particularly
the work of Kahneman and Tversky who examined the internal thinking processes of
humans, it became obvious that cognitive biases and heuristics existed.

The OECD has come to the conclusion that behavioral methods in public policy
are more than a trendy excursion and have taken hold in a wide variety of forms across
several governments, several different disciplines and policy fields (OECD, 2017,
p.13). The author strongly agrees with this; thus, the work of behavioral public policies
must be taken seriously, and the findings should be used in the relevant sectors.
Academics have also utilized behavioral economics and behavioral sciences to
behavioral public policy. Over 200 public policy departments in 50 countries use
behavioral data to address retirement savings, tax compliance, and health behaviors.
Government, internal, and external teams make up behavioral science teams.
Government, internal, and external entities assist the public sector, respectively.
Academic centers perform autonomous research with professors to incorporate
behavioral insights into public policy. Ideas42, Busara, and BIT are nonprofits that
apply behavioral insights to real-world problems. They work with government and
academic organisations.

The OECD found that public enterprises' use of behavioral insights is no longer a
fad due to the scope and longevity of their operations in this area. They are present in
many nations and economic, social, and political policy areas (OECD, 2017, p. 13).
This shows the discipline's importance. Thus, behavioral insights are used worldwide,
and more people are realizing their value. The World Bank and OECD are using
behavioral insights across policy sectors to improve public programs in the
aforementioned nations. The author suggests studying the topic in emerging nations in
the Middle East, Africa, and South America to show its worldwide relevance.

A solid foundation in psychology is needed to comprehend human behavior and
decision-making. Experimental, social, and cognitive psychology address these gaps.
The discoveries led to the creation of Behavioral Insight Teams (BITs) in the UK and

US and the incorporation of behavioral insights into European Commission regulatory
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procedures. These efforts integrate genuine preferences and behaviors to improve
public policy. The European Commission uses behavioral insights in policymaking,
whereas the UK and US employ behavioral insight teams (BITs). International
institutions must improve behavioral insights communication and collaboration.

This portion of the research describes the growing use of behavioral science in
public policy and the organizations promoting and using it. It also covers behavioral
public policy history. This section emphasizes the importance of academic centers,
internal units, and external units in behavioral science and their engagement with
government and academia. Behavioral insights in public policy can improve decision-
making, policy goals, and social welfare. Thanks to behavioral economics and
behavioral sciences, behavioral public policy is expected to make substantial progress

in addressing complex policy challenges and promoting positive social change.

2.3. Application Areas of Behavioral Public Policies with the Help of Cognitive
Biases and Heuristics

The assumptions of standard economic theory are challenged by the evidence that
people's limited cognitive capacities cause them to make irrational decisions in certain
situations. Experimental approaches are used in the study of behavioral economics to
examine the effects of certain systematic cognitive biases and heuristics on people's
decisions. Cognitive biases and heuristics are thought to be additional causes of market
inefficiency, and governments should interfere to rectify these flaws. Not taking this
into account is a common mistake in the traditional method of crafting public policy,
which may or may not result in optimal results. Therefore, it may be more effective
than standard approaches to create policies considering these irrationalities (cognitive
biases and heuristics). More specifically, the behavioral approach to policymaking
does not completely reject the standard approach. Instead, it takes for granted the
possibility that there are aspects of society that authorities need to examine with more
care and tailor policy to. The irrational actions of individuals often stem from the use
of cognitive biases and heuristics. Therefore, they need to be considered throughout
the design phase of public policy if effectiveness is the goal. Hence, it is essential to

comprehend cognitive biases and heuristics to develop effective public policies.
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In this part of the study, firstly two cognitive biases and heuristics experimentation
will be presented. The experiments were conducted with 42 master students at Faculty
of Social and Economic Sciences, Comenius University, Bratislava, Slovakia. The
cognitive biases that are used in the experiments presented as follows:

e Loss Aversion

e Mental Accounting

Out of all the cognitive biases and heuristics, the author decided to focus on loss
aversion and mental accounting for several reasons. First, the author is of the opinion
that loss aversion is the apex of all cognitive biases and heuristics, prospect theory,
and therefore behavioral economics, all of which were intended to be applied to public
policy designs by the author. Therefore, a thorough examination of loss aversion is
essential. Considering that the people tend to choose loss frame over gain frame which
are closely associated with the framing effect, the author thinks that the framing effect
is also highly connected with loss aversion. Moreover, status quo bias is also highly
related to loss aversion bias as well. The inclination to maintain the existing status quo
or to take no action in response to the emergence of a novel circumstance is referred
to as status quo bias (Samuelson, Zeckhauser, 1988, p.8). One aspect of the
psychological phenomenon known as loss aversion suggests that individuals may tend
to maintain the status quo because maintaining the status quo is more lucrative than
changing it (Kahneman, Tversky, 1979, pp.197-198). A psychological phenomenon
known as the endowment effect, which is also the result of loss aversion, causes us to
place a disproportionate value on the possessions we already have. Particularly, once
an individual has something, they tend to place a larger value on it than would be
placed on it by a person who did not previously own the object. As a result, there is a
huge gap between people's willingness to pay and their willingness to accept.

The mental accounting was chosen for several reasons. First, 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. In
addition to this, there is also a framing effect involved in the experiment. Second,
mental accounting may help policymakers to use their expenditure to the targeted

areas. It is important to keep in mind the various consequences of misallocating public
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funds, many of which were covered in the preceding chapters. The author came to the
conclusion that mental accounting should also be tested.

Before the presentation of the experiments, several economic consequences and
explanations of mental accounting and loss aversion will be presented. Later,
application areas of cognitive biases and heuristics will be presented in terms of several
public policy areas. However, first of all the critics of lab studies will be presented to
make a base for experiments, later the experiments that the author conducted will be
presented.

In the past, empirical social science has mainly been associated with non-
experimental methods, relying on observations collected in naturalistic environments.
In contrast, the natural sciences have traditionally been more inclined to carry out
laboratory experiments. Until the late 1940s, there were no controlled economic
experiments ever conducted. Prior to 1965, only about 10 experimental articles were
published each year, but by 1975, that number had risen to over 30 (Charles, 2004 as
cited in Falk and Heckman, 2009, p.2). From these modest beginnings, economic
experimentation in the middle of the 1980s expanded rapidly. The percentage of papers
based on laboratory experiments as a percentage of all papers published in three
prestigious economics journals (the American Economic Review, Econometrica, and
the Quarterly Journal of Economics) ranged from 0.85% to 1.582% in the 1980s,
3.06% to 3.32% in the 1990s, and 3.80% to 4.152% between 2000 and 2008.
Specialized economics publications featured a significantly higher number of
experimental articles compared to the previous figures mentioned. Furthermore, in
1998, the establishment of the first specialized journal, Experimental Economics,
further contributed to the growth of experimental research in the field. The trend of
increased utilization of controlled laboratory experiments extends beyond economics
and can also be observed in other social science disciplines, including political
sciences (Morton and Williams, 2006 as cited in Falk and Heckman, 2009, p.2). Most
of the examples and arguments that will be listed taken from economics but can be
applied to all social sciences disciplines as Falk and Heckman (2009) also pressumed.

Social scientists are skeptical of lab results. Social science experiments have been
criticized for their ecological validity, or ability to apply to real-world circumstances.

The manipulation of human subjects in these investigations raises ethical concerns.
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However, well-designed and executed experiments may illuminate social processes
and inform government. Experimental validity is sometimes questioned due to limited
sample numbers and student subject pools, which may cast doubt on the findings.
Laboratory research is often seen to be unrealistic and unsuitable for comprehending
the actual world. This approach implies field data is more relevant than other data.
However, the authors suggest that this viewpoint misunderstands research evidence
and laboratory data (Falk and Heckman, 2009, p.2).

There are several realistic criticisms of lab experiments. Some academics
advocate for rigorously monitored lab research (Smith, 1994 as cited in Falk and
Heckman, 2009, p.5). Controlled laboratory experiments provide for strict variable
control and a controlled setting for researching certain phenomena. Proponents say
field experiments are better. Field experiments in real-world situations are more useful
for policymaking owing to their realism, even if they may have less control (Falk and
Heckman, 2009, p.5). Some academics value laboratory experiments for their control
and precision, while others value field experiments for their real-world relevance. The
study question, context, and control-realism trade-offs determine whether experiments
are conducted in the lab or field. However, these discussions are relevant to any social
scientific discipline (Aronson, Wilson, and Brewer 1998 as cited in Falk and
Heckman, 2009, p.5).

The experimental technique can provide valuable insights into human behavior in
specific situations. However, some commentators have raised concerns regarding the
validity and generalizability of experimental findings. They propose various
hypotheses to explain these concerns, such as the relatively low stakes involved in
studies, small sample sizes, inexperienced volunteers, the influence of the Hawthorne
effect on distorting the findings, or the prevalence of self-selection biases (Falk and
Heckman, 2009, p.7).

Previous research investigating the influence of stake size on decision-making in
experiments has produced inconsistent findings. Although the tendency for reciprocity
persists even when participants are offered a significant stake equivalent to three
months' salary, the ideal stake level remains uncertain. Moreover, there is a debate
regarding whether high-stakes trials truly reflect the numerous decisions individuals

make in their daily lives, which often involve relatively modest stakes. Therefore,
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conducting experiments with varying stake amounts can be enlightening for
understanding the impact of stakes on behavior.

In terms of sample size, reliable techniques for evaluating limited-sample trials
are available. Moreover, it is very common to conduct tests with hundreds or even
thousands of subjects, making sample size less of an issue (Falk and Heckman, 2009,
p.7).

Lab experiments are often criticized for failing to differentiate between
participants based on their level of experience. This oversight neglects the possibility
that individuals' behavior may be influenced by their varying levels of experience.
Researchers typically do not account for this factor by dividing participants into groups
based on their level of experience in their trials. However, a recent field experiment
provides evidence that supports the idea that experienced donors, who regularly
contribute to a specific charitable organization, are more inclined to continue giving
to that organization in the future after receiving gifts. This behavior is attributed to a
sense of obligation felt by the experienced donors (Falk 2007 as cited in Falk and
Heckman, 2009, p.7).

The Hawthorne effect, in which participants alter their behavior if they think they
are being watched, is another factor that might distort the findings of lab experiments.
Watching is not limited to labs; observers can be exposed to experimental procedures
to study its importance. The impacts of inspection may also be studied via the
manipulation of anonymity (Falk and Heckman, 2009, p.7).

Finally, participants' self-selection into trials is a typical worry, but it may reveal
agents' preferences. The self-selection issue is the concern that people may choose to
take part in these experiments based on their own self-interest or personal traits, which
could lead to a biased sample. In other words, people may choose to take part in an
experiment based on their own reasons or tastes, which may not be characteristic of
the general population or the group being studied. This self-selection might distort
results and make them less applicable. People who appreciate taking risks or are
interested in the issue may join up for risk or decision-making research. The outcomes
of these research may not reflect how or what individuals like. For selection mitigation

or formal investigation, researchers may collect substantial demographic and character
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data on people. Field and social experiments both face self-selection (Falk and
Heckman, 2009, pp. 7-8).

Falk and Heckman (2009) argue that laboratory experiments advance social
science understanding despite criticism. Laboratory experiments have grown rapidly
in the past 20 years, although social sciences have adopted them slower than
psychology. Despite this, there continues to be resistance from the social science
community, arguing against the generalizability of lab research. However, it is argued
that these arguments against laboratory evidence actually underscore the importance
of conducting more experiments in laboratory settings, rather than fewer.

Despite the existence of objections towards lab experiments, it is important to
acknowledge the complementary role of empirical methods and data sources. Lab data
should supplement other procedures, not replace them. Our knowledge of the social
sciences needs the collecting and interpretation of field data, survey data, laboratory
and field experiments, and standard economic procedures. Findings' generalizability
is a problem across all three methodologies (Falk and Heckman, 2009, pp.8-9).

Given that the study was conducted within a classroom setting, it is imperative to
examine the significance of classroom experiments in the realm of social sciences,
particularly in economics. The decision to conduct the research in a classroom was
primarily driven by the ease of access to our target population, which primarily
consisted of college students. College students' enhanced critical thinking and
acquiescence to authority during experiments may distinguish them apart from late
teens (Sears, 1986, p.521). Druckman and Kam (2009, p.3) say Sears (1986) has no
data to support his assertion that student subjects are a barrier for experimental
research. He claims student participants do not impair study impartiality.

External validity is defined as the degree to which the causal link is maintained
across differences in people, contexts, treatments (including timing), and outcomes
(Shadish, Cook, Campbell, 2001 as cited in Druckman and Kam, 2009, p.3). In
assessing the external validity of an experiment, it is crucial to ascertain whether the
observed outcome holds true beyond the confines of the laboratory setting. This
involves examining if similar results are replicated in other studies that employ diverse
experimental designs. The experiment's validity stems from its design, which is

indicated by internal validity. The focus here is to ensure that the experiment is
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internally consistent, valid, and establishes a causal connection between the dependent
and independent variables. This causal link forms the foundation for the experiment's
credibility. Furthermore, the potential presence of experimental biases, such as omitted
variable bias or biased estimators, is also explored to maintain the experiment's
integrity (Druckman, Kam, 2011, p.2).

The findings of an experiment conducted on both student and non-student groups
revealed no statistically significant distinctions. The median responses from
participants, encompassing questions regarding partisanship, ideology, and political
knowledge, exhibited notable consistency across both groups. Consequently, no
statistically significant difference between the student group and the control group was
observed (Kam, 2005 as cited in Druckman, Kam, 2011, p. 39). According to
Druckman and Kam (2011, pp. 4-6), an experiment's external validity is influenced
not only by the characteristics of the sample but also by factors such as context, timing,
and methodology. For instance, the outcomes of the same experimental study may
differ depending on the specific time period under consideration. The authors argue
that political scientists tend to overly prioritize sample size, often neglecting other
essential aspects of external validity. They emphasize the need to critically evaluate
the external validity of an experiment across all its dimensions. Furthermore, they
conclude that using students as subjects does not compromise the experimental
realism, which is crucial when examining external validity (Druckman, Kam, 2011,
pp.23-24). Furthermore, as it was already emphasized, the authors claim that using
students as subjects presents no ethical concerns.

The tendency to take mental shortcuts and think quickly might lead to cognitive
biases and heuristics and since they operate mostly automatically, it may be difficult
to prevent them. Despite their potential usefulness, they may cause people to act
inconsistently and biasedly, which is not optimal. More than a hundred cognitive
biases and heuristics have been identified according to Ehrlinger et al. (2016, p.3).

Firstly, the theoretical framework of loss aversion with several application areas
of it regarding the discipline of economics will be analyzed. The term loss aversion
describes the ingrained human preference to avoid losses rather than pursue equal
rewards. As a result, the prospect of losing something is typically greeted with a more

intense emotional reaction than the anticipation of receiving something of comparable

82



gain. This propensity may hinder people from giving up assets or resources when they
would be better off without them.

Loss aversion is a psychological phenomenon that may be seen in a variety of
significant economic actions, including consumption, saving, and investing behaviors.
Dimmock and Kouwenberg (2010) studied how loss aversion affects family portfolio
decisions. They examined the negative relationship between loss aversion and
investment shareholding. The study found that stock ownership declined by 7% when
loss aversion coefficient grew from 25% to 75%. This is because risk-averse people
are less likely to take chances. Since mutual funds diversify risk, persons with a greater
loss aversion coefficient frequently invest in them rather than individual securities.

Bowman et al. (1999, pp. 155-177) found that savers feared losing their money.
They found that people's consumption-income behavior is asymmetric when
uncertainty is high. This behavior matches prospect theory. Utility from consumption
depends on both current and past consumption, which we may use as a reference. The
gain-loss utility function is modified by variations from the baseline in consumption
and reference point: U(r, ¢) = w(r) + v(c — r), where 1 is the reference level and c is
the consumption level.

Based on the findings, when faced with significant uncertainty, individuals tend
to resist reducing their spending even when confronted with unfavorable news about
their income, such as a negative future income shock. This resistance is stronger than
the inclination to increase consumption levels upon receiving positive news about
income. When individuals anticipate a future income increase, they tend to promptly
adjust their spending patterns. They are hesitant to decrease their consumption below
a certain reference point because they recognize that doing so would compromise their
current living standards in the event of unfavorable income news. People tend to
postpone acknowledging losses, hoping that future circumstances may avert any losses
altogether due to the inherent uncertainty. Consequently, individuals often refrain from
actively reducing their consumption levels. Once individuals have reached a
comfortable level of consumption, they may find it challenging to tolerate any losses
at that level.

Another example of the loss aversion effect seen in saving behaviors is provided

by Fisher and Montalto (2007, pages 4-14), who highlight the significance of both
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positive and negative changes in one's level of income. Based on the results, when
individuals have an income lower than their reference level, there is a substantial
50.4% decrease in the probability of saving money. This finding is statistically
significant, as indicated by a p-value of less than 0.001. However, when individuals
have an income higher than their reference level, the likelihood of saving money only
increases by a modest 8.3%, which is not statistically significant (p> 0.05). This
contradictory behavior can be attributed to the influence of the loss aversion bias.

After listing several economic fields where loss aversion exists, the author will
continue the study with the experiment that he conducted regarding loss aversion. The
experiment was done at the Comenius University Bratislava with 42 master students
at the faculty of Economic and Social Sciences. The classroom was divided into two
groups. The conductor attempted to test the validity of loss aversion and framing
effect. Each form consisted of a question regarding the consent of the participants. All
participants gave their consents to be part of the experiments.

The author decided to replicate one of the most well-known examples of loss
aversion, framing effect and prospect theory, which is the Asian disease example from
Kahneman and Tversky (1981). First the real example will be provided, later the
replication will be presented.

“Imagine that the U.S. is preparing for the outbreak of an unusual Asian disease,
which is expected to kill 600 people. Two alternative programs to combat the disease
have been proposed. Assume that the exact scientific estimates of the consequences of
the programs are as follows”:

Problem 1 (N=152)

e Program A: 200 people will be saved

e Program B: 33% probability all of 600 people will be saved or 66%

probability no one will be saved

The results: 72% of the participants chose option A.

Problem 2 (N=155)

e Program C: 400 people will die

e Program D: 33% probability no one will die, 66% all of 600 people will die.

The results: 78% of the participants chose option D.
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According to the findings of the Asian Disease Problem, individuals have a
tendency to choose an alternative that guarantees a certain result when survival is
emphasized (positive framing) (risk-averse decision). When individuals are reminded
of their own death, often known as negative framing, they have a tendency to go for
the choice that has a risky result (risk-seeking decision). As it can be seen, A and C, B
and D are identical regarding their outcomes. Hence, the subject must have been
indifferent between these choices since they are identical in terms of their outcome
levels. However, surviving and dying evoked different senses on people. Surviving as
a positive domain is related to gains while dying as a negative domain is related to
losses. Therefore, there is an obvious loss aversion effect too in this example. Because
the choices are framed as gains in the first question, and it was framed as loss in the
second question. More specifically, the first question was formulated as lives saved
and the second question is formulated as lives lost (Kahneman, Tversky, 1984, 346).

In the replication case, the author decided to enhance the number of people who
are influenced from the disease. The rest of the design was protected, and the question
was presented to the participants as follows:

Group 1 (N=22)

Imagine that your government is preparing treatment options for an unusual
disease which is expected to kill 6000 people in the country. Two alternative programs
to fight with the disease have been proposed. Assume that the exact scientific estimate
of the consequences of the programs are as follows:

e Program A: 2000 people will be saved

e Program B: 33% chance that 6000 people will be saved, and 67% chance that

noone will be saved.

Which program would you choose? (Please use a v to the program you
prefer).

The results: 12 people chose A, 10 people chose B (54% of participants chose A,
46% chose B).

Group 2 (N=20)

1. Imagine that your government is preparing treatment options for an unusual

disease which is expected to kill 6000 people in the country. Two alternative programs

85



to fight with the disease have been proposed. Assume that the exact scientific estimate
of the consequences of the programs are as follows:

e Program A: 4000 people will die

e Program B: 33% chance nobody will die, and 67% chance 6000 people will

die

Which program would you choose? (Please use a v to the program you prefer).
The results: 16 students went with the option B, whereas only 4 students picked option
A; this means that 20% participants chose A and 80% of participants picked the option
B.

The findings imply that when it is a gain frame, almost over half of the participants
decided to engage in risk seeking behavior. This result is not quite comparable to the
one found by Kahneman and Tversky (1981). On the other hand, if it were to be
compared with the example of the loss frame, which makes more sense, eighty percent
of the participants opted for the risk seeking behavior. People behaved differently
depending on the context, even though the fact that 4,000 people would die meant that
2,000 others would be saved out of a total of 6,000. The findings provide evidence of
the persuasive potential of loss aversion and the framing effect. Consequently,
expecting people to be rational and basing policy designs on this fact need to be called
into question due to the fact that this experiment also proved that individuals do not
behave in a rational manner.

Mental accounting was also experimented by the author. Mental accounting
categorises, organises, and evaluates the brain's financial actions (Thaler, 1999, p.183).
Mental accounting may be applied in various areas, including personal economics,
shopping, and investing. Think about how people arrange, value, and control their
money. Mental accounting can impact income allocation, expenditure management,
and purchase appraisal. Investors may use mental accounting to evaluate different
assets based on their risk and reward evaluation.

People who use mental accounting may make unreasonable decisions. Consider a
couple that has saved $15,000 to buy a lovely vacation home. They intend to save $10
every month for five years to save enough. They took out a three-year loan at 15%
interest to pay for a $11,000 automobile instead of using their savings. In this case,

mental accounting is involved. The couple picked a loan with a higher interest rate
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than their savings because they were reluctant to touch the money for their holiday
home. Mental accounting opposes the idea of fungibility, which states that money is
interchangeable regardless of its origin or acquisition. Fungibility means everyone
regards $100 the same. However, mental accounting contradicts this. Mental
accounting challenges the premise of fungibility by showing that a given quantity of
money in one account cannot be totally replaced by another sum in a separate account.
Prospect theory decisions are consistent because they focus on perceived rewards and
costs rather than actual outcomes. Thus, mental accounting matches predicted
usefulness. The value function in mental accounting defines how events are viewed
and encoded during decision-making (Thaler, 1999, pp.184-185).

Thaler (1999, p.192) mentions payment decoupling, another mental accounting
idea worth discussing. Paying in advance separates the act of buying from the act of
using a goods or service. This method might make each goods or service appear
cheaper. Prepayment is just one form of payment decoupling. Club Med resorts and
other hotels use payment decoupling. These establishments offer a comprehensive
pricing strategy where various services and amenities throughout the guests' stay are
bundled into a single price. There are several reasons why sellers might benefit from
adopting this pricing approach. First, incorporating items like accommodation, meals,
and transportation into the overall vacation price creates the impression of a lower total
cost. Second, marketing the vacation's facilities individually could diminish the
perceived value of each service. For instance, customers may prefer paying a single
sum of $1,000 for the entire trip rather than splitting the cost between airfare ($400)
and hotel ($200). The striking differences in costs can influence customers'
preconceived notions about whether or not to purchase the vacation (Thaler, 1980, p.
54). Customers tend to dislike conspicuous costs, and itemized pricing highlights the
connection between the purchase and specific usage. Consequently, most restaurants
that offer a multi-course meal at a fixed price refrain from listing individual dish prices
on the menu to prevent significant differences from appearing too prominent to diners
(Thaler, 1999, p.192).

Health clubs are another type of sector that utilizes prepayment, accepting regular
monthly or annual fees irrespective of the actual energy consumption of the consumer.

By employing this approach, they can create the illusion of zero per-visit costs for their
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clients. Consequently, the concept of sunk costs comes into play, as customers have
already paid for the service in advance. Sunk costs can serve as an incentive for more
individuals to join these clubs, particularly for those who struggle with self-control.
This method proves beneficial in motivating individuals who may find it challenging
to resist immediate gratification (Thaler, 1999, p.192).

Undoubtedly, credit cards represent the most influential means of decoupling. By
using a credit card, individuals can separate the act of purchasing from the immediate
exchange of money. It is widely known that credit cards offer users the option to
postpone payment for a certain period after a transaction is made. This enables us to
view the transaction as if the payment were detached from the item being purchased.
For individuals who lack patience or face financial constraints, this deferred payment
feature may be perceived as advantageous. Furthermore, the purchase is consolidated
with other expenses on the day of payment, making the overall cost appear more
reasonable. Particularly when dealing with significant sums, individual payments
become less noticeable and less distinct compared to handling them separately (Thaler,
1999, p.193). Therefore, the idea that using a credit card encourages consumers to
spend more has gained widespread acceptance. People who have a greater number of
credit cards, for instance, tend to spend more (Hirschman, 1979, as cited in Prelec,
Simester, 2001, p.5). Furthermore, it was discovered, using a unique study design, that
the use of credit cards increases desire to pay by 50% to 200% compared to the control
group (Feinberg 1986, as cited in Prelec and Simester, 2001, p.5). In a reasonable
world, though, whether a buyer pays with a credit card or cash should not matter. This
also violates the fungibility of money.

After giving some examples how and where mental accounting might work, the
study will continue with the experiment that the author conducted with students. First
of all, the author will present the real example and later the replication that he tested
with students will be presented.

Scenario A: “Imagine that you have decided to see a play where admission is $10 per
ticket. As you enter the theatre you discover that you have lost a $10 bill. Would you
still pay $10 for a ticket for the play?”

e Yes

e No
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The results: 88% chose yes, while the rest chose no

Scenario B: “Imagine that you have decided to see a play and paid the admission price
of $10 per ticket. As you enter the theatre you discover that you have lost the ticket.
The seat was not marked, and the ticket cannot be recovered. Would you pay $10 for
another ticket for the play?”

e Yes

e No
The results: 46% people chose yes, while the rest chose no.

The fact that the issues are essentially the same is obvious. Both groups of people
had to pay an additional $10 to see the show. The findings, however, suggest that the
same sum of money given in various ways may elicit diverse reactions from different
people. The authors argue that the presence of topical organization of mental accounts
is what led to the inconsistency of the respondents' choices. Topical account is a term
used in the realm of personal finance to describe a method of mental accounting in
which one divides one's expenditures into several categories based on recurrent
interests or themes such as gas, rent, bills. In this example, individuals' narratives were
influenced by the context in which they were presented. Subjects did not react the same
way to each loss, despite the fact that they were all the same in terms of the amount of
loss. The majority of respondents did not approve of having to pay full price to watch
the show again after losing a ticket. The cash's value probably wasn't tied to the play's
account when the bill went missing; rather, it was tied to the cash account or some
other general account. Therefore, a large percentage of people are comfortable with it.
People had to pay an additional $10 to watch the play in both scenarios, thus this issue
also involves a framing effect.

As Slovakia uses the euro as its national currency, the author made the decision to
use euros in the replication instead of dollars. The rest of the layout remained the same,
and participants were asked the following questions:

Group 1

Imagine that you have decided to see a play where admission is €10 per ticket. As
you enter the theater, you discover that you have lost your €10 that you could buy the
ticket. Would you still pay €10 for a ticket for the play?

e Yes
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e No
The results: 17 people chose to pay while 3 people chose not to pay (85% yes).

Group 2

Imagine that you have decided to see a play and paid the admission price of €10
per ticket. As you enter the theater you discovered that you have lost the ticket. The
seat was not marked and the ticket cannot be recovered. Would you pay €10 for
another ticket?

e Yes

e No
The results: 12 people chose to pay while 10 people chose not to pay (54% yes).

The results are very similar to the one given by Kahneman and Tversky (1981).
The results suggest that even in both questions the participants should pay 10 euro,
they gave different reactions to different frames. Losses are treated differently by
individuals even though they are objectively equal. Most respondents did not like
having to pay full price to watch the show again since they misplaced their ticket. It is
likely that the cash's replacement cost was not associated with the play's account but
rather with some other, more general account, when the bill was misplaced. Hence, a
large percentage of people are comfortable with it. People had to pay an additional 10
euro to watch the play in both scenarios, thus this issue also involves a framing effect.

The results of these two experiments demonstrate that people may act irrationally
due to existence of cognitive biases and heuristics. The assumptions of rational choice
or more generally standard economic theory have great success regarding their
contribution to economic theory. Nevertheless, their assumptions are systematically
inconsistent with some real-world observations and controlled experiments (Opaluch,
Segerson, 1989, p.1). Indeed, these observations strongly demonstrates the existence
of cognitive biases and heuristics. The author assumes that understanding these
cognitive biases and heuristics is a crucial element in designing public policies.
Considering the most basic actor of public policymaking is humans and humans
exhibit cognitive biases and heuristics, a design which ignores the cognitive biases and
heuristics might not bring optimal outcomes. For instance, by using default options
and status quo bias, it is possible to increase the participation and saving rates in

retirement plans.
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The author aimed to test two crucial cognitive bias (loss aversion and mental
accounting) in this section of the study and proved their existence in the experimental
designs he analysed above. Although, mental accounting was more obvious when
compared to loss aversion, both cognitive biases were visible in the experiments that
are conducted by the author.

Some psychological insights and cognitive biases and heuristics will be explained,
along with their application in a variety of policy fields. The author would like to
present the ones which are related to the cognitive biases and heuristics that were
presented in the previous chapter. Here is an overview of the areas:

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

There exist a multitude of advantageous psychological perspectives that can be
applied to the domain of tax compliance, indicating that the incorporation of
behavioral and psychological factors may prove effective in enhancing tax compliance
rates within a particular country. Tax compliance, in its fundamental essence, pertains
to the degree to which individuals adhere to the stipulations outlined in the relevant
tax legislation. Without a doubt, ensuring compliance poses a significant challenge for
tax agencies across all regions. In the United States of America, the Internal Revenue
Service (IRS) encounters numerous challenges in determining the extent of
uncollected tax revenue due to the reliance on self-assessment within the American tax
system. The net tax gap is a commonly employed estimation in academic research and
policy analysis. The estimation of this can be derived from the disparity between an
individual's actual income tax liability and the amount that was ultimately collected

through voluntary compliance or enforcement measures. According to the Internal

91



Revenue Service (IRS), the net tax gap in the United States for the year 2016 was
estimated to be approximately 15 percent, signifying a substantial figure (IRS, n.y.).

A standard public policy approach would propose that increasing fines in tax
compliance could prove beneficial. Nevertheless, the available empirical evidence
suggests that the implementation of higher fines for tax collections does not
consistently yield favorable outcomes. The tax-compliance behaviors exhibited by
individuals encompass a range of cognitive biases. Conducting thorough research is of
utmost importance for policymakers in order to gain a comprehensive understanding
of the underlying factors that contribute to the emergence of anti-tax sentiments.
According to Tekin and Giircam (2019, p.71), taxpayers may exhibit four key
cognitive biases that impede them from complying with their tax obligations. These
biases include pluralistic ignorance, cognitive dissonance, financial illusion, and the
framing effect.

Individuals may hold an interesting perception wherein they believe that fellow
taxpayers engage in a greater degree of tax evasion compared to themselves, leading
them to perceive their own tax payments as being higher than the average tax payment.
This cognitive bias is commonly referred to as pluralistic ignorance. The impact of
social norms in this particular situation may be substantial. The majority of individuals
who fulfill their tax obligations perceive themselves as ethical and law-abiding
members of society (Wenzel, 2005, pp.865-866, as cited in Tekin, Giircam, 2019,
p.71). According to the pluralistic approach, individuals' ideas are destroyed because
of asymmetric knowledge in taxpayers, leading to assumptions that taxpayers will
not behave according to the law. Therefore, taxpayers engage in tax non-compliance
activities (Wenzel, 2005, pp. 878-879 as cited in Tekin, Giircam, 2019, p.71). Tax
evaders generally disregard ethics. Therefore, knowing taxpayers' tax payment
attitudes and views may help improve tax compliance (Kitap¢i, 2016, p.64, as cited in
Tekin, Giirgam, 2019, pp.71-72).

Cognitive dissonance describes the tendency of people to reconcile conflicts
between their stated beliefs and their behavior. Taxpayers can rationalize their acts in
several ways. Tax evasion and avoidance may continue despite knowing the

repercussions. Due to unjust taxes, excessive tax evasion, a lack of faith in authority,
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and a feeling of financial exploitation, they may experience cognitive dissonance
(Kitapet, 2019, p.64, as cited in Tekin, Giircam 2019, p.72).

Fiscal illusion in tax compliance occurs when people are misled about the true cost
or burden of taxation, affecting their compliance behavior. Taxation's economic
burden is seen differently for several reasons. Perception differences can affect tax
compliance and revenue collection. Many believe that public investments in education,
healthcare, and amenities do not cost them. In order to profit personally or financially,
individuals tend to raise their desire for these expenditures. Since tax revenues pay a
large percentage of these expenditures, this is called a fiscal illusion. Fiscal illusion
arises from several factors. These challenges may arise due to factors such as limited
comprehension among citizens regarding tax matters, information asymmetry between
individuals and policymakers, or the inconspicuous nature of taxes. Taxpayers
generally perceive indirect taxes to be less burdensome in comparison to direct taxes.
This is due to the lack of transparency in incorporating indirect taxes into retail pricing.
The present scenario can be characterized as a fiscal or tax illusion experienced by the
taxpayer (Dell’ Anno and Mourao, 1999, as cited in Tekin and Giirgam, 2019, p.73).

The framing effect is another cognitive bias which has a significant influence in
tax compliance. Tax responsibilities are given in various ways, yet the alternatives
imply the same. However, taxpayers react differently to these alternatives. The framing
effect refers to this circumstance (Tekin and Giircam, 2019, p.73). An illustration of
the framing effect of tax duties comes in the form of the way the tax system is
established. It is possible that studies will frame tax payments in terms of moral
obligation, contribution to public service provision, or legal mandate. How the facts
are provided can influence someone's predisposition to act lawfully in this situation. It
is critical to consider how the presentation of facts may influence taxpayer decisions
in light of the existence of the framing effect. For instance, in the UK, 860 people took
part in a scenario-based fictitious tax compliance study undertaken by Oriska and
Hudson (2002). During the study, it was discovered that tax compliance is increased
when tax obligations are seen as a responsibility of citizenship. Moreover, if a tax
increase is described as a small percentage change rather than an absolute amount,
taxpayers may perceive it as less burdensome. This framing effect can distort

taxpayers' understanding of the actual tax costs.
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Social norms are another factor that may help taxpayers to comply with tax
regulations. People are far more likely to fulfill their commitments when they think
that the tax system is fair and that others are also acting according to the law (Rothstein
1998). The psychologist Robert Cialdini makes the following assumption on
convincing people to follow a rule: "If individuals are asked to obey a norm or rule,
the easiest approach to have people follow a rule or regulation is to notify them that
other people also comply with it" (Thaler, 2015, p.5). Thaler claims that the
implementation of this rule yielded excellent results in Minnesota. People who did not
pay their tax on time were alerted in the different letters that were sent to them as part
of a study that they might face legal action if they did not pay their taxes. Several
letters were sent to the taxpayers. The message that says that more than ninety percent
of taxpayers pay their taxes, however, is the one that brought the best results (Thaler,
2015, p. 6). This shows the power of social norms in tax compliances.

Torgler (2007, p.64) posits that tax compliance can be explained through two
fundamental approaches. One prominent theory is the rational expectations theory,
which posits that individuals make decisions based on rationality, readily accessible
knowledge, and past experiences. The second model, referred to as the attitudinal
model or the theory of moral sentiments, represents a social-psychological approach.
The rational model employs a linear reasoning process and posits that a rise in the
magnitude of fines will result in a corresponding expansion in tax compliance levels.
Conversely, the psychological model posits that tax compliance encompasses
economic, sociological, and psychological elements. It argues that enhancing the
penalty magnitude without prior examination of these factors will not result in a higher
rate of tax compliance among individuals. It would be wrong to assume that taxpayers
are completely rational, as their behavior is also influenced by ethical and moral
considerations (Leroy, 2008, p.15). This is consistent with bounded rationality and
thus prospect theory.

The following table explains the differences between economic approach and

behavioral approach in tax compliance.
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Table 4: Approaches to Tax Compliance

Economic Approach

Behavioral Approach

Revenue shortfall resulting from a tax

compliance rate of 100%

Voluntary. Ability to behave in
conformity with morality, not only

legality.

Narrower

Wider

Accepts the economic rationality

Accepts behavioral cooperation

The most important trade-offs are as

follows:

e Expected advantages of evasion.

e The possibility of being caught
and being punished for the
offense.

e Make the most of your own

money.

People are more than just free, self-
centered beings that want to maximize
their own utility. They engage in
conversation based on their various
attitudes, beliefs, social standards, and
roles. Cooperation is essential to

achieve one's goals.

Effectiveness in the distribution of

available resources

Equity, justice, and incidence all come

into play

Selfish person who keeps track of their

Good citizen

money gains and losses

Source: James et al. (2002) Tax Compliance, Self-Assessment and Tax Administration.

The utilization of mental accounting could potentially aid policymakers in
enhancing tax compliance. Based on the results of a study, it has been observed that
there is an increase in tax compliance rates when there is a reduction in taxes charged
on net income. Specifically, there was an observed increase in tax compliance among
employees when their salary documents did not include the taxes. Given that taxation
is a subject that tends to evoke negative sentiments among individuals, especially
among newly established business owners, this is essential. It is natural for people to
see this tax differently due to the psychological impact of experiencing a reduction in
income (Olsen et al. 2019). Taxpayers often mentally separate their income from their

tax obligations. They may view their income as pure or belonging to a specific mental
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account, while considering taxes as separate and distinct from their personal resources.
The phenomenon of segregation described above has the potential to foster a
perception wherein taxes are perceived as an independent and distinct burden, thereby
potentially resulting in a cognitive disconnection between one's earned income and the
corresponding tax obligations.

The application of cognitive biases and heuristics in the development of behavioral
public policies can also be observed in the domain of organ donations. The
implementation of modified organ donation policies has the potential to significantly
mitigate mortality rates by preserving the lives of a substantial number of individuals.
The status quo bias potentially contributes to the formulation of effective public
policies aimed at enhancing organ donation rates. In accordance with a study,
individuals seeking driver's licenses were asked regarding their willingness to donate
their organs in the case of a fatal accident. The way the question was formulated in
three distinct variants and delivered in a randomized order to the individuals as
follows:

e Opt-in condition: The default is “not to be" a donor. (For example, mark the

checkbox if you accept to be a donor in case of your death).

e Opt-out condition: The default is “to be" a donor. (For example, mark the

checkbox if you do not accept to be a donor in case of your death).

e A neutral question format: Would you like to be a donor? Yes or No.

According to the findings, opt-out condition option brought the highest
participation rate which is consistent with the statements given above. Participation
rates were impacted by the presentation form. Consequently, organ donations may be
boosted with simple modifications by employing status quo bias and default choices
(Johnson, Goldstein, 2004, pp.1713-1716).

The following chart shows organ donation rates of several European countries:
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Figure 3: Organ Donation Approval Rate

Organ Donation Approval Rate

i
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Source: Eric J. Jonhson, Daniel Goldstein, 2003, “Do Defaults Save Lives?”

Denmark, the Netherlands, England, and Germany employ an opt-in approach,
also known as the traditional method, for organ donations, whereas the remaining
countries utilize an opt-out approach, commonly referred to as the behavioral method.
The results clearly demonstrate that the objectives of the behavioral interventions were
effectively achieved. Consequently, the capacity to potentially save a significant
number of lives lies within small interventions employing behavioral designs. This
highlights the significance of possessing a comprehensive understanding of the
psychological characteristics of the target population.

To gain a deeper comprehension of the potential effectiveness of behavioral
designs in the context of organ donation, the National Health Service (NHS) of the
United Kingdom collaborated with the Behavioral Insights Team (BIT) to undertake a
research study. As part of the research, the website of the Driving and Vehicle
Licensing Agency (DVLA) featured a number of messages endorsing organ donation.
Upon fulfilling the requisite procedures for driver's license registration or car tax

payment, individuals were redirected to an alternative website. This page contained a
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total of eight distinct categories of textual content and visual representations, all of

which were meticulously arranged concepts derived from behavioral insights. Over

the course of a five-week research period, the website received a total of one million

user visits. Approximately 135,000 individuals were subjected to the messages every

day (Harper, 2013).

These eight messages are presented below:

Variant 1: Please join the NHS Organ Donor Register.

Variant 2: Variant 2 contains data on the vast number of people who have
registered with the Organ Donor Register. It also adds that "Thousands of
individuals who read this website opt to register every day." (Social norm)
Variant 3 and 4: Same message with Variant 2 but they contained additional
picture. Variant 4 used the NHSBT emblem, whereas Variant 3 included an
image of a group of individuals. The primary goal of these messages was to
see whether the visuals were more noticeable and hence more likely to be read
and registered.

Variant 5: “Three people die every day because there are not enough organ
donors” (Loss frame)

Variant 6: “You could save or transform up to 9 lives as an organ donor”
(Gain frame)

Variant 7: “If you needed an organ transplant, would you have one? If so,
help others” (Reciprocity)

Variant 8: This message aims to encourage individuals to behave in
accordance with their stated intentions by highlighting the importance of this.
The NHS Organ Donor Register is aware that many individuals indicate an

interest in becoming a donor, but never follow through.

The result of the study is given in the chart below:
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Figure 4: Percentage of People Registering as Organ Donors, by Variant

Percentage of People Registering as Organ
Donors, by Variant

B Series 3- 2.3

Source: Harper, 2013, Applying Behavioral Insights to Organ Donation: preliminary
results from a randomised controlled trial.

Throughout the five-week duration of the experiment, it was observed that the
recipient of message number 7 yielded the most favorable outcomes. In comparison to
the control group, an additional 1,233 individuals were registered. This signifies a
surge of approximately 96,000 admissions within the course of one year. The social
norms message in isolation was observed to have a favorable effect on registrations,
whereas a negative impact was observed when it was combined with the group photo.
The loss frame also produced better results than the gain frame, validating prospect
theory and loss aversion. As predicted, loss and mortality have a dramatic effect on
people. The research on the effectiveness of several message variants in encouraging
organ donation registration provides valuable insights. The eight message versions had
different registration rates, demonstrating that message framing and content affected
organ donor registration. Variants 2 (social norms) and 5 (loss framing) had somewhat
higher registration rates of 2.8% and 3.1%, respectively. This suggests that
emphasizing the large number of daily registrants and the risks of organ donor
shortages might encourage people to register.

Variant 7, stressing reciprocity, had the highest registration rate of 3.2%. This
iteration used reciprocity and personal relevance to motivate people to join organ
transplant registers by asking if they would accept an organ transplant and asking them

to help others. Visual components in variations 3 and 4 did not enhance registration
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rates statistically compared to text-based variations. Visuals may boost attention and
engagement, but they may not affect registration rates in this situation.

The study shows that these message modifications worked in a certain context and
timeframe. To confirm these findings across varied people and circumstances, more
research and replication are needed. This study shows that message framing, societal
norms, loss framing, and reciprocity promote organ donation registration.
Policymakers and organizations may improve organ donation rates and save lives
using behavioral insights.

Behavioral elements can improve the issues regarding environmental challenges.
Energy use affects climate change and global warming, making energy conservation
crucial to environmental issues. Energy conservation requires individual energy use
analysis. According to Allcott (2011, p.4), educating individuals about the energy
usage of other people may alter the overall energy consumption of households via three

different ways:

e Notification reports can let customers compare their energy conservation
efforts to their neighbors and show their joy in conserving energy.

e Feedback can help customers understand how energy savings reduce global
warming. Customers are more likely to recognize the social advantages of their
acts if they realize their efforts reduce global warming. Conditional
cooperation—informing people about others' efforts and contributions—
increases their tendency to contribute to the communal good.

e Household energy usage data can start social learning by raising awareness and
comprehension. Some families may not understand their energy use and its
causes. Given the unpredictability, understanding their neighbors' energy use
habits may motivate people to improve their energy efficiency. If a household
notices their neighbors' decreased energy use, they may conclude that adopting
comparable habits might save money without requiring major investments.

According to one BIT report written by Letvin, Barker and Obe (2011, p. 6), there
are three important insights from behavioral economics that can help policymakers to

design successful policies for energy conservation:
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e Discounting the future: One of the challenges associated with enhancing
energy effectiveness is that the benefits are seen over a long period of time, but
the related costs are experienced immediately and may be very substantial. The
concept of discounting the future pertains to the inclination of individuals to
prioritize immediate benefits over long-term benefits. This phenomenon can
also be referred to as present bias, as discussed in the preceding chapter.

e Social Norms: Based on empirical research on human behavior, individuals
are found to be notably impacted by the behaviors exhibited by their peers
within their social networks. The energy consumption patterns of individuals
are often influenced by the behavior of their neighbors. Consequently, the
dissemination of information regarding the energy usage of neighboring
households can potentially impact the energy conservation practices adopted
by individuals.

e Defaults: Behavioral economics has shown that people often follow defaults,
or pre-set alternatives. This happens regardless of whether the predefined
selections optimize individual or collective welfare.

To counteract people's present bias and urge them to delay pleasure,
policymakers might emphasize energy efficiency's cost savings and environmental
advantages. Policymakers can effectively distribute energy consumption information
to nearby residents using social norms, creating social comparisons that motivate
people to conserve energy to match or exceed their peers' energy-saving behaviors.
Defaults recognize that people prefer established options. Policymakers can use this
propensity to promote energy saving by setting defaults. Energy-efficient presets in
household appliances or automatic enrollment in energy-saving initiatives can
encourage energy conservation without requiring conscious decision-making.
Behavioral economics can help energy conservation strategies address cognitive
biases, social effects, and default preferences. By aligning policies with these
behavioral patterns, homes and individuals may adopt sustainable energy-saving
habits.

Allcott (2011) suggests that sharing neighbors' energy use data might dramatically

reduce homeowners' energy use. However, some households display the boomerang

effect, imitating their neighbors who spend more. Cialdini, Reno, and Kallgren (1990)
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suggest integrating descriptive and injunctive norms to reduce the boomerang effect.
Their study divides social norms into descriptive and injunctive categories. Descriptive
norms describe observable actions, whereas injunctive norms prescribed behaviors.
Behavioral treatments must also include the many factors that cause people to comply
or stray from social norms. These factors influence whether people follow or break
social norms.

Second-order normative beliefs affect energy conservation, according to
Jachimowicz et al. (2018). According to their research, second-order normative beliefs
produce better energy conservation program outcomes than first-order personal
beliefs. Personal experiences, information, and energy conservation tactics produce
first-order beliefs. The findings illuminate people's opinions on energy-conservation
methods' efficacy, efficiency, and cost. Energy-efficient equipment and turning off
lights when not in use can save power costs. Personal values, prior experiences, and
environmental consciousness shape a person's belief system. An individual's second-
order normative ideas are impacted by their social situation. They embody social,
family, and professional energy efficiency demands. Second-order normative
beliefs include societal expectations, moral or ethical concerns, and the individual's
tendency to comply with norms. For instance, individuals may experience societal
influence on conserving energy due to initiatives promoting environmental
stewardship or because of peer conformity. The preceding analysis pertains to social
norms that can be regarded as second-order normative beliefs. Hence, rather than
relying solely on personal information or individual efforts towards energy
conservation, the inclusion of data pertaining to the energy usage of others can
significantly enhance the effectiveness of energy conservation programs. Hence,
policy designs should be prepared based on this fact.

Loss aversion could be used to create effective government strategies for energy
conservation. One state's energy expert spun the findings as positive by stressing the
financial benefits of insulation. In the second case, they underlined the yearly financial
loss that could occur without home insulation. The experiment's findings revealed that
householders in the loss condition were twice as likely to spend money on home
insulation as those in the save condition (Gonzales, Aronson and Costanzo, 1988 as

cited in Aronson, 1992, pp.127-128). This example demonstrates the power of loss
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aversion and framing effect in the policy designs related to energy conservation. Since
people are loss averse, they consider loss more than similar gains because the pain of
losing is more than the pleasure of gains. In energy conservation programs, presenting
the loss rather than the gain works better. One group was informed how much money
they would save each day if they cut their energy consumption, whereas the other was
told how much they would lose. Loss-oriented framing outperformed gain-oriented
framing (Gonzales, Aronson and Costanzo, 1988, pp.1049-1066).

As a summary, the following table is given regarding energy conservation to
explain behavioral principles affecting short-term and long-term actions and their

possible behavioral interventions.

Table 5: Behavioral Principles and Possible Behavioral Interventions

Behavioral principles affecting short-
term action

Social norms: Informing people the
energy usage of other people who they

know

Status quo bias: Aversion to changing
one’s habits, such as habitual heating
temperatures at home
The gap between intentions and
actions: Being aware of the negative
consequences of  high  energy
consumptions (such as leading to climate
issues) but not taking any action about it
Forgetfulness: Individuals’ attention is
limited such as forgetting turning off the
lights when they are not in use.

Information

Costly acquisition:

Information about which energy

behaviors should be taken into account

Possible behavioral interventions

Social norms interventions, such as
encouraging energy savings through a
collective feeling of solidarity for the
benefit of Ukraine

Providing feedback on consumption;

changing defaults

Goal settings for the consumers

Sending reminders to the consumers

Communications and awareness

campaigns
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might not be easily accessible for people

and they will not search for it.

Behavioral principles affecting long-

term action

Optimism bias: As a general rule, Communication and awareness
people have a tendency to exaggerate the campaigns

chance of positive outcomes and

minimize the possibility of negative

outcomes. For instance, people prefer to

give environmental threats that are far

away a higher priority

Present bias: The inclination to Commitment devices and goal setting
undervalue the likelthood of events

occurring in the distant future, such as

climate change

Risk misperceptions: The inclinationto Changing in defaults; communication
interpret wrongly complicated events and awareness campaigns

like climate crises and energy shocks

Source: Papa, F. and Cavassini, F., Confronting the energy crisis: alternating business
to reduce energy consumption.

Short-term and long-term energy and environmental decisions are influenced by
behavioral principles. Social norms affect energy use in the short run because people
learn how their friends and family utilize energy. Observing and adopting friends' and
family's energy use habits may have an influence. Social norm interventions, like
energy conservation programs, can work. Humans are reluctant to change their habits,
even if it would save energy use, due to the status quo bias. Altering settings and
providing consumption feedback may reduce this bias. Many people recognize that
excessive energy usage causes climatic problems. They may struggle to act on this
insight, resulting in a gap between their intentions and conduct. Goal-setting helps

motivate customers to close this energy efficiency gap. People forget to turn off lights
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and appliances, which wastes electricity. Reminder systems for consumers may help
reduce forgetfulness and encourage energy conservation.

Long-term actions should consider optimism bias and present bias. Optimism bias
causes people to overestimate favorable outcomes and underestimate negative ones.
Education and knowledge can overcome these biases, even if environmental threats
are distant. Present bias—the tendency to underestimate future events or outcomes—
can be mitigated by commitment devices and goal planning procedures. Promoting
long-term activities and defined goals can motivate people to fight climate change.
Climate-related disasters and energy crises might be misinterpreted, leading to
incorrect risk assessments. Altering defaults and creating good communication and
awareness efforts can help people understand and perceive energy consumption
concerns.

Behavioral interventions must be comprehensive to encourage sustainable energy
practices and reduce environmental consequences. Social norms, status quo bias,
forgetfulness, optimism bias, present bias, and risk misperceptions can be used to
encourage people to make more informed and environmentally friendly energy
choices.

The usage of plastic bags is another field in environmental issues that are worthy
of being analyzed. The author finds that loss motivated applications and default
settings may contribute to decrease the usage of plastic bags and thus contribute to
positive behaviors to reduce global warming and climate change. In a study, Homonoff
(2015) attempts to demonstrate that using loss (tax) motivated applications is more
effective than gain (bonus) motivating applications in the usage of plastic bags. The
results demonstrate that when a $0.05 bonus was stressed, the usage of disposable bags
decreased by only 2% (from 84% to 82%), while a penalty (5 cents) was stressed, the
reduction was 40% (from 82% to 42%) in Montgomery Country in the U.S. This might
help to save 18 million disposable bags per year (Homonoft, 2015). In Ireland, a small
fee (15 cents) for plastic shopping bags was introduced as a habit-changing program
with outstanding results. A new rule requiring customers to bring their personal bags
to the supermarket has made this practice universal. Having to pay 15 cent more for a
plastic bag serves as a powerful motivator for customers to take their personal bags to

the supermarkets (Shah, Dawnay, 2005, p.5).
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Joireman et al. (2010) demonstrate that anchoring effect might influence the global
warming beliefs of individuals. In the study, high and low anchors were presented to
the subjects. The conductors hypothesize that participants who are given higher
anchors in terms of increases in outside temperature would estimate a higher level of
global warming. The experiment was conducted among 159 participants from
marketing undergraduate students. The question was posed in two different ways and
then delivered at random to the individuals. The following are the questions:

e "Do you believe the earth's temperature will rise by exactly 1 degree Fahrenheit

over the next 30 years?"

e "Do you believe the earth's temperature will rise by exactly 10 degrees

Fahrenheit over the next 30 years?"

The results demonstrate that higher anchor leads to higher predictions about global
warming. Additionally, the research demonstrates that respondents with higher
anchors are ready to pay, on average, greater taxes and fees for items and services that
assist to mitigate global warming (Joireman et al., 2010, pp.4-5). The research findings
indicate that respondents with higher temperature anchors were willing to pay greater
taxes and fees for items and services that help mitigate global warming. This implies
that policymakers can leverage anchoring effects to promote support for climate-
related policies by setting appropriate anchor points and emphasizing the importance
of collective action. By framing climate policies in a way that aligns with individuals'
initial beliefs or expectations, policymakers can enhance public acceptance and
willingness to contribute to climate mitigation efforts. Moreover, by using anchoring
effect, a universal awareness of global warming can be increased.

The adoption of renewable energy has experienced significant growth in recent
years; however, it still remains considerably lower compared to conventional energy
sources in Germany and other developed countries. During the 1990s and early 2000s,
the utilization of green energy was generally low. However, it is noteworthy that two
municipalities in Germany exhibited exceptionally high levels of green energy
consumption, surpassing 90% at a certain point in time. During the corresponding time
frame, the participation rate in green energy initiatives was approximately 1 percent
across the majority of German municipalities. According to the findings, individuals

residing in the aforementioned municipalities were automatically enrolled in green
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energy initiatives unless they explicitly chose to decline participation (Pichert,
Katsikopoulos 2008, as cited in Sunstein, 2020, p.3). Green defaults, which
automatically sign-up consumers for renewable energy sources until they cancel, have
a high rate of success in Germany, notably but not exclusively among people who are
concerned about the issue of climate change. In Germany, automatic enrolment seems
to be operating throughout the country, proposing a significant change from opt-in to
opt-out methods (Kaiser et al. 2020). Hence, the implementation of universal green
energy, accompanied by the provision of an opt-out choice, presents a formidable
legislative tool for individuals who are apprehensive about the adverse effects of air
pollution, climate change, and associated matters. Time-based tariffs in the United
States encourage responsible energy consumption and attract new clients. The
implementation of an opt-out strategy resulted in the successful recruitment of 84% of
customers, whereas the adoption of an opt-in strategy yielded a significantly lower
recruitment rate of only 11% of customers (Todd 2013).

The availability heuristic may affect environmental policy, according to the
author. The availability heuristic, a cognitive bias used in decision-making, causes
people to follow the first piece of information they see. Therefore, people tend to
overestimate the chance of incidents that are easily remembered or have gotten
significant media coverage. Governments may increase environmental news and
advertising, particularly on climate change, to raise public awareness and assist global
warming mitigation.

Health is another field where behavioral insights may help to public policy
designs. Immediate losses motivate more than long-term benefits (Shah, Dawnay,
2005, p.12). A study was conducted to examine the hypothesis that a leaflet
emphasizing the drawbacks of not engaging in breast self-examination (BSE) would
yield greater persuasive effects compared to a leaflet emphasizing the benefits of BSE.
A group of women in their twenties were subjected to a random assignment procedure,
wherein they were allocated to one of four conditions: reading a leaflet with a loss-
frame message, reading a leaflet with a gain-frame message, reading a leaflet with no
arguments, or not reading any leaflet at all. The leaflets provided information on the
significance and techniques of breast self-examination (BSE). The findings of the

study indicate that participants who were presented with a leaflet containing arguments
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framed in a loss frame exhibited greater improvement in their attitudes, intentions, and
actions towards breast self-examination (BSE) compared to those in the remaining
three conditions (Meyerowitz, Chaiken, 1987, pp.500-509).

Another area within the healthcare sector where behavioral designs could
potentially be beneficial is in addressing smoking behaviors among individuals.
Research has demonstrated that social norms can exert a significant influence on
individuals, leading to behavioral changes regarding smoking. The dissemination of
medical issues pertaining to prominent individuals by the media has been observed to
positively impact screening rates and foster a heightened inclination among the general
population towards adopting lifestyle modifications. In the year 2011, the Brazilian
president Lula da Silva publicly revealed his battle with throat cancer, attributing it to
his prolonged history of smoking. The individual's open acknowledgment of the illness
and personal responsibility for its occurrence garnered significant attention in the
media. Following the widespread attention garnered by his proclamation, Brazil
enacted new anti-smoking legislation. Moreover, there was an increase in the quantity
of Google searches that explicitly referenced the act of smoking cessation. Following
the cessation of media coverage on Lula's health condition, searches in Brazil
continued to exhibit a 71% increase compared to baseline levels, persisting for a
duration of four weeks (World Bank Report, 2015, p.148). An additional illustration
that demonstrates the success of social norms as a powerful tool in the endeavor to
combat smoking in public areas is the utilization of media advertisements that depict
the majority of individuals as non-smokers and emphasize the prevalence of smokers
who have the desire to cease their smoking habit. This methodology has the potential
to greatly improve the visibility and consciousness that surround smoke-free zones
(Rainford, Tinkler, 2011, p.3). The research clearly demonstrates that people tend to
follow others and this characteristic of individuals may allow policymakers to create
effective policy designs. Considering how smoking may decrease the life quality and
expectancy of individuals, a well-designed policy may save millions of lives.

According to Thaler (1999, p.193), most individuals do not save small and routine
expenditures such as buying a cup of coffee or a chocolate bar during the day. Sellers
might benefit from this character of individuals. For instance, if a membership to

service costs $180 per year, the company might frame it as $1 per day for the
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customers. This strategy is effective because when the purchase is framed as $1 per
year, it is considered in the petty cash category by individuals. Therefore, the
customers might compare it with other unbooked small expenditures such as buying a
bar of chocolate or a cup of coffee. However, when it is framed at $360 per year, it
may be compared with other big budgets such as rent or groceries. This works
reversely too. For example, a drug that helps people to quit smoking might be framed
in the opposite direction by the sellers. The sellers can stress how much individuals
can save per year ($1080) if they quit smoking instead of stressing it per day (i.e. $3).
(Thaler, 1999, p.193). Governments may use this strategy to highlight how much
money individuals can save each year by quitting smoking. Heavy smokers' daily
spending may not seem like much at first. Moreover, what could be more effective,
showing how much they are wasting per year instead of emphasizing how much they
may save due to the typical loss-averse nature of people. Daily expenditures may not
seem big for heavy smokers.

Fighting obesity is another field in the health sector where behavioral elements
can be applied. Governments may use several small nudges to fight obesity issues in
society. Framing and anchoring effects can be helpful for such designs. For instance,
a study demonstrates that the subjects react differently to the factually equivalent
choices in the purchase of ground beef when they were presented differently. The
choices were described as "75% lean" or "25% fat". When the beef was introduced as
percent-lean (positive frame) rather than percent-fat (negative frame), subjects rated
the taste of the meat higher although both options represent the same fact (Levin, Gaeth
1988, pp.374-378). Product labeling can be used to decrease calorie intake. For
instance, the number of calories that will be taken can be written on the food with big
sized letters to help people to understand how many calories they will take if they
consume that food.

There has been a noticeable increase in the size of plates over the past few decades,
and this trend has been associated with a rise in obesity rates (Wansink and Wansink,
2010, p.943). Research has shown that individuals tend to consume a greater quantity
of food when presented with larger portion sizes, as opposed to smaller portions. The
phenomenon under discussion is commonly referred to as the portion size effect, which

can be attributed to the anchoring effect. The size of a presented portion serves as an
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anchor and influences the eating level of individuals. The study conducted by
Marchiori et al. (2014) examines the relationship between anchoring and eating
through a trial. They asked participants to imagine being offered a little or large plate
of food and indicate whether they would eat more or less. Participants then estimated
their meal consumption. Results showed that people who imagined being served larger
portions estimated eating significantly more food than those in the no-anchor
condition, while people who imagined being served smaller portions estimated eating
significantly less food. Such anchors may help governments combat obesity and
overeating. Thus, setting anchors may reduce plate sizes ordered.

Policymakers may also discreetly persuade individuals that a plate of food should
be a certain size or include a certain number of foods (e.g., vegetables and fruit).
Therefore, social norms play a crucial role in plate sizes as well, thus fighting obesity.
People will naturally change their plate sizes to fit in with those of their peers without
being instructed to do so (Corr and Plagnol, 2019, p.156). An experiment with visitors
at the Nordic Choice Hotel found that by decreasing plate size from 24 ¢cm to 21 cm,
food waste was cut by 15% on average (Kallbekken and Selen, 2013, p.326).

Figure 5: Reduced Plate Size Can Cause Less Food to Waste
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Anchors have the potential to affect the sales of healthy products as well. For

instance, the influence of anchoring was evaluated in three different supermarkets in
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the city of Sioux City to see whether it would work when the anchor value is used as
a limit for buying a product. The sellers set a limitation on a product in terms of the
highest possible quantity that any one customer may purchase in a single day. The item
in question is Campbell's Soup, and it may currently be purchased at a reduced cost.
When there was a limit on the number of items that could be bought, the total amount
that was sold was three times higher (Wansink et al., 1998, pp.9-10). From a rational
standpoint, sales should not be affected in any way by these kinds of restrictions. On
the other hand, this might be applied to products that governments want to market to
citizens so they can consume them, such particular healthy meals that can increase
their health conditions.

The author believes that pandemic restrictions and their policy consequences are
important public health issues. During the COVID-19 epidemic, loss aversion,
availability heuristic, framing effect and endowment effect may help governments
promote preventative action. Governments worldwide have tried to alert their
communities about the coronavirus epidemic. Daily case numbers and fatality rates
can affect people's impressions of the COVID-19 pandemic or any other significant
illness epidemic, according to the author. The number of people sick and the low
fatality rate lead many to think the disease is like the flu. Young people often trust their
immune systems and ignore safety measures. Different ways can be used to show
mortality and accident statistics to increase awareness and urge prevention. Visual
portrayals of COVID-19 patients who overcome the condition may encourage
preventative actions. The drop in new cases and deaths may potentially be
misinterpreted as the end of the epidemic.

The framing effect can be used to increase the preventive behaviors of epidemic
periods. Even though they share the same information, the phrases "If you receive the
flu vaccination, you will have a lower risk of getting the flu" and "If you do not get the
flu vaccine, you will have a higher risk of getting the flu" convey quite different
meanings, and as a result, convey very different information to the reader. 94 studies
showed that gain-framed messages brought better results than loss-framed messages
in terms of following preventive behaviors such as taking vaccinations in the areas of
preventing skin cancer, quitting smoking, and increasing physical activity. Individuals

who receive the first message are much more likely to take action and get vaccinated.
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This highlights that presenting information in different ways can have a significant
impact on one's actions and behavior (Gallagher, Updegraph, 2012 as cited in World
Bank Report, 2015, p.149).

The utilization of default options has the potential to enhance vaccination rates.
According to Chapman et al. (2010), the implementation of a predetermined
appointment time for receiving a flu shot results in a 12 percentage point increase in
vaccination rates when compared to a control group. Additionally, the endowment
effect could potentially lead to an increase in the number of appointments for
vaccination. According to the findings of a study, it was observed that messages related
to the endowment effect had the greatest impact on increasing the uptake of flu
vaccination appointments. The message that included “the vaccination had just been
made available for you," increased the participation to the appointments for
vaccination by 14.20%, while the basic reminder increased by 12.78% (Dai et al.,
2021, pp.495).

The application of behavioral insights in the field of education is also worth
analyzing. In this environment, activities presented in terms of loss might impact
instructors and students. Loss aversion shows that punishment works better than
incentive to enforce laws and regulations. Fryer et al. (2012) tested student
achievement in nine Chicago schools. In the experiment, educators were rewarded for
student performance. This project compensated teachers for student performance. One
set of instructors received end-of-year awards for student accomplishment. Authors
call this gain frame. Loss-framed instructors earn a year-end bonus. If students fail to
reach targets, teachers must repay incentives. Teachers keep rewards if students
achieve their preset goals. According to studies, children performed better in a loss
frame than a gain frame. The results of the study provide empirical evidence
supporting the existence of loss aversion.

Another experiment additionally illustrates that financial rewards framed as losses
yield greater success among students compared to financial rewards framed as gains.
In the experiment there were three groups of students: financial low ($10 cash),
financial high ($20 cash), or non-financial (trophy). Financial high and trophy group
offered either gain frame or loss frame. Gain frame group received the reward at the

end of'the test if they improved. Loss frame group however, received the money at the
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beginning and kept the money if they improved, returned the money if they did not.
Based on the findings, it can be observed that the implementation of a loss frame
yielded greater levels of success among students as compared to the utilization of a
gain frame (Lewitt et al., 2016).

Mental accounting is another cognitive bias that can help education policies. A
study in Morocco observes the influence of educational aid on school attendance in
the elementary level. According to their results, the children whose families received
educational aid from the government attended school significantly more than those
whose families did not receive aid from the government (Benhassaine, 2013). Hence,
school attendance may be increased if this money is labeled as educational aid.

Employment policies also can be affected by cognitive biases and heuristics, and
thus can be considered another example of behavioral public policies. Loss-averse
behavior may occur, for example, when a worker's wage falls below their income level
reference point. They may consider their wage from their previous job as a reference
point. Consequently, workers may strive to retain their previous level of spending and
use their prior salary as a reference point. Loss aversion, for example, might make it
more difficult for unemployed people to find work if their unemployment benefits are
less than their previous salaries. (Della Vigna et al., 2015, pp.1-31). To encourage
employment in a country, governments may keep unemployment wages as low as
possible to challenge people not to get used to procrastination due to the existence of
unemployment wages. Once individuals learn their salaries are much lower than when
they were engaged in the labor market, they may speed up their job search so as not to
experience this loss for an extended period.

In the United States, the assistance provided to individuals who are unemployed
is referred to as unemployment wage, which serves to indicate the current jobless status
of the individual. In the United Kingdom, the form of assistance referred to as
jobseeker's allowance is specifically designed to address the aspect of an individual's
efforts to secure employment. In the Australian context, the aforementioned support
was conceptualized and labeled as work for the dole, a term that carries negative
connotations by emphasizing the reliance on public assistance. The author posits that
the application of a label has the potential to shape individuals' perceptions of their

social standing, thereby exerting an influence on their motivation to seek employment.
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Hence, the right label may be useful as a public policy recommendation. For example,
the term jobseeker's allowance conveys a more positive connotation compared to the
term unemployment wage. The presence of the label serves as a constant reminder to
the individual that the assistance provided is contingent upon their active pursuit of
employment (Madrian, 2014, pp.29-30).

Another area that is intended to be analyzed is government aid. Mental accounting
may help government aids to be used in the intended places which is one of the main
targets of government expenditures. This is a critical problem because it is necessary
to ensure that help is used to the intended areas, given that some drug or alcohol
abusers may use these aids to drugs or alcohol. Over six billion dollars’ worth of
purchases were analyzed in a study that analyzed the impact of the Supplemental
Nutrition Assistance Program (SNAP) on household budgets, which included data
from more than half a million households. The authors found that a rise in food
spending might be directly attributed to the program's renaming of aids as food stamps.
The MPC (Marginal Propensity of Consumption) of SNAP recipients spending their
money on food was between 0.5 and 0.6, while it was just 0.1 for those spending
regular cash. The results support the existence of mental accounting. Hence, mental
accounting may encourage individuals to use the aid to the targeted place. Moreover,
considering food and nutrition are crucial to survive and function properly, it is
important to ensure that food money is being used for food (Hastings, Shapiro 2018).

In another example regarding government aids, Kooreman (2000, pp.571-583)
studies the spending behavior of families who receive money from the Dutch
government for their children. When the financial aid by the government was labeled
as children's aid, the probability of using this money for children's clothing was ten
times more than other types of money. Presumably, the parents felt an ethical
responsibility to use this money for their children once the government labeled the
money as children's aid. Hence governments can try to encourage people to use the
money they get from the government to the intended places. In this way, governments
may contribute to achieve their goals in terms of efficient allocation of the resources.

Retirement savings can be another field where behavioral insights may be applied
to public policies. The presumption that a higher rate of return for savers is required

underpins most economic policies. The inclination of individuals to save money is
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shaped not only by conventional determinants such as prices, wages, and legislation,
but also by less tangible factors such as automatic thinking triggered by the framing
and perception of choices, the universal drive to conform to social norms, and
individuals' mental models of their social status (World Bank Report, 2015, p.4).

Many individuals may think of saving for the future but may not do it due to
several cognitive biases they exhibit during their decision-making processes. It is
assumed that understanding and eliminating these cognitive biases and heuristics play
a crucial role in retirement savings plans.

e [t is simpler to accept willpower limits that will occur in the future than to
implement such constraints in the present, which may explain why many
people believe and intend to save more but never really do so. People often
promise themselves that they will begin a diet soon, but they almost never
mean today (present bias)

e Loss aversion causes people to resist any attempts to reduce their pay (loss
aversion)

Individuals often exhibit a tendency to maintain their current income level and
resist making changes to their existing circumstances, a phenomenon commonly
referred to as the status quo bias. The presence of the status quo bias has the potential
to play a role in shaping the design of retirement saving plans that are effective. The
significance of the status quo bias is derived from the inherent design of the system.
Once employees meet the eligibility criteria for a retirement plan within this particular
system, the plan is initiated automatically and remains in effect unless employees
choose to terminate their participation. The default choice in this plan is participation,
in contrast to non-participation, which distinguishes it from other plans. The default
option refers to the option that will be employed in the absence of any specified
alternative. Employees who do not opt for cancellation will be automatically registered
in the system with a modest savings rate of 3 percent. According to traditional
economic theory, it can be inferred that these alterations would not exert a significant
influence on the participation rates of retirement plans. In the context of status quo
bias and the tendency to procrastinate, it is plausible that the implementation of an
automatic enrollment system could significantly enhance rates of participation (Thaler,

Benartzi, 2004, pp.166-170). A study shows that an automatic participation system
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raised participation rates for the retirement saving plans among new workers from 49
percent to 86 percent, providing evidence for this notion (Madrian, Shea, 1999 as cited
in Thaler and Benartzi, 2004, p.169). Another research notes a greater percentage of
participation: 90% (Choi et al., 2001b as cited in Thaler and Benartzi, 2004, p.169).
The utilization of present bias can assist individuals in perceiving their loss
(saving) as a distant event rather than an imminent one. Present-biased individuals
exhibit a cognitive bias wherein they assign greater importance to actions occurring in
the present as compared to those taking place in the future. Consequently, they tend to
prioritize immediate consumption over the longer term (Thaler, Benartzi, 2004, p.170).
Therefore, people may allow others to target their present bias and create plans
according to this notion. Hence, saving more in the future may be helpful for them
since they would care less about saving in the future compared to now. Thaler and
Benartzi (2004, pp.171-175) have important empirical findings from three plan
implementations that were designed by the help of present bias and status quo bias.
The plan they designed called SMarT (Save More Tomorrow). According to the
results, with the help of the SMarT plan, in 4 years, the saving rate reached 13.6%,
while it was 3.5% at the beginning of the program. In the second year, 80% of
participants from the first year stayed in the program. On the other hand, one group of
participants who accepted a consultation from a financial consultant but did not
participate in the SMarT plan had higher (4.4%) initial saving rates than those who
accepted the SMarT plan. In the first salary raise, they increased their saving rates to
9.1%, and it slightly dropped to 8.4% until the end of the 4th year. Thus, it can be
expressed that the SMarT plan ended up with more successful results than the results
from financial consultants: 13.6% for the SMarT plan and 8.4% for consultation at the
end of the 4th year.
In the following table some empirical rules that help savings are presented.

Table 6: Empirical Rules that Help Savings

What would
Empirical Example Example Source of make the
Rules Action Nudge Nudge Nudge work
well?
1. Clean up Check your Send tailored | Financial Consolidated
your finances | bank spend analysis | services analysis of an
regularly statements and | via text provider for individual’s
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credit card message, with | current spending, e.g.,
bills regularly | items of account or through an “all
interest to the | credit card accounts’
consumer dashboard
highlighted
2. Manage Always know | Display cost Credit card Clearer
your the real cost of | of credit provider presentation of
borrowing, do | the money you | clearly in costs, and
not let your owe (e.g., pounds and standards for
borrowing credit cards pence when disclosure
manage you not paid off in | taking out
full every credit, as well
month) as regular
reminders on
credit card
statements
3. Save when | Save a small Enroll Provider for Mechanism
you can - even | amount of consumers in | current for auto-
a little helps a | your a product that | account or savings, and a
lot disposable regularly savings app ‘sweep’
income/bank | transfers a service to
balance small transfer
regularly preagreed money from
proportion of the savings
their bank account if
balance into necessary to
an instant prevent
access savings overdraft
account as a
‘rainy day
fund’
4. Pile into ‘Save more Employees Employer Systems set up
your pension | tomorrow’: asked to put a | (directly, via
—it’s your put your percentage of | pension
future income | future income | future provider or
towards your | earnings third party)
pension towards
pension

Source: Financial Advice Working Group, 2017, Rules of thumb and nudges:
improving the financial well-being of UK consumers—Prepared for HM Treasury and
the Financial Conduct Authority.

The table presented in this study offers a brief summary of the various strategies

employed to

promote

savings

behavior.

It outlines

empirical

rules,

example actions, nudges, and identifies the sources from which these nudges are
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derived. This study encompasses both conventional approaches and behavioral
interventions pertaining to individuals' habits. Through an examination of these cases,
valuable insights can be gained regarding the most effective strategies for motivating
individuals to alter their spending habits and cultivate a propensity for increased

savings.

The requirement for regular financial cleanup is one of the empirical principles
referenced in the table. It is advisable to maintain regular monitoring of monthly
statements from banks and credit cards. Nevertheless, there exists a proposal for
employing a behavioral nudge to promote this particular behavior. The nudge strategy
involves providing consumers with a customized analysis of their expenditures via text
messages, with a focus on aspects that are relevant and appealing to the individual
consumer. This prompt is derived from a financial institution that provides services
such as current accounts and credit cards. The implementation of an all-encompassing
dashboard or a comparable consolidated perspective of an individual's expenses would
greatly enhance the success rate of this behavioral intervention. Consequently,
individuals would gain the ability to gain a comprehensive overview of their financial
circumstances, enabling them to make informed decisions regarding their financial
management.

The concept of personal responsibility for managing one's debt, rather than
allowing debt to control one's life, is the focus of another empirical principle. The
example action underscores the importance of accurately monitoring the actual
expenses associated with debt, particularly in the case of credit cards that are not fully
paid off on a monthly basis. It is suggested that a behavioral intervention be
implemented, wherein the explicit display of credit costs in pounds and pence at the
time of borrowing, along with regular reminders on credit card statements, is employed
to encourage the desired behavior. Ensuring the effectiveness of this nudging
intervention necessitates the implementation of enhanced transparency in the
presentation of expenses, as well as the establishment of disclosure regulations.
Individuals would possess a more comprehensive understanding of debt management
if they were adequately informed about the actual expenses associated with borrowing.

The third empirical guideline suggests that any savings, no matter how little,
should be made. The example action recommends setting aside a nominal monthly

118



sum from one's cash flow or savings. A behavioral nudge is proposed to promote this
action, and it involves enrolling consumers in a program that transfers a predetermined
percentage of their bank balance into an immediate access savings account as a rainy-
day fund. This nudging comes from a financial institution or mobile savings app. For
this nudging to work, automatic savings and a sweep service that may transfer funds
from the savings account to cover an overdraft are required. These additions would
streamline the saving process and get rid of obstacles, making it easier for people to
save money.

Finally, the practical guideline of maximizing one's pension for future earnings is
emphasized. The example action, sometimes known as the "save more tomorrow"
strategy, advocates setting aside money from future earnings to fund a pension. As part
of the suggested behavioral nudge, employers would presumably increase the amount
of money that workers must set aside from their future paychecks to fund pensions.
The employer, the pension company, or an outside entity might all be potential sources
of such encouragement. The success of this endeavor depends on the infrastructure put
in place to make financial contributions easier. Research suggests that individuals
demonstrate a greater propensity to save for their future income when they have
established mechanisms in place that automate the process of pension payments.

Overall, individuals can be assisted to better manage their finances, save more
money, and feel financially secure in the future through the use of personalized
methods, organized display of data, automated systems, and thorough analysis.

The phenomenon of mental accounting can also play a role in the growth of
retirement savings. A recent study conducted on employees in India implemented a
straightforward intervention aimed at establishing distinct accounts for consumption
and savings purposes among individuals with notably low savings rates. This task was
conducted as a component of the research (Soman and Cheema 2011 as cited in World
Development Report, 2015, p.120). The wages of the employees were deliberately
divided into two distinct envelopes, one designated for consumption and the other
designated for saving. Despite the absence of legal constraints on the utilization of
funds from the savings account, this simple touch led to a notable augmentation in the
accumulated savings, in contrast to the conventional practice of receiving one lump

sum payment (World Development Report, 2015, p.120).
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The author assumes that automatic enrollment to the saving plans and save more
tomorrow with the help of present bias, status quo bias and loss aversion are two
important ways to increase the participation to the saving plans and increase the saving
amount for everyone. However, labeling save account and consumption account to
increase the savings would be less interference to the human freedom, thus would be
less criticized in terms of the ethical consideration. Thus, mental accounting can be
considered as a useful and powerful method to increase savings.

Increasing voter turnout is another field where behavioral insights can be
implemented. The framing effect may help to increase participation rates in elections.
Gerber and Rogers (2009, pp.178-191) demonstrate that participation rates in elections
increase when individuals are informed that participation rates will be high. It probably
evokes a social responsibility feeling in the citizens when they get a piece of
information about high participation levels. Considering participation rates in elections
decrease day by day, behavioral methods can be used to increase the participation rates
in the elections. A further illustration of the framing effect is that the way voting
behavior is framed may have an impact on the participation rates in elections.
According to one study, encouraging people to think about themselves rather than
focusing on voting behavior was a far more effective way to boost voter turnout. To
be more explicit, putting more of an emphasis on becoming a voter yielded greater
results than putting more of an emphasis on activity such as voting when it came to
raising the participation rates in the elections (Bryan et al., 2011, pp.12653-12654).

In the realm of public policy, the framing of losses can exert a substantial influence
on individuals' perceptions and responses towards a given initiative. Based on the
aforementioned findings, it can be inferred that individuals exhibit a higher propensity
to be motivated by the fear of losing their existing possessions rather than the
anticipation of acquiring new ones. Acquiring the knowledge of formulating policies
in a manner that resonates with individuals' inclination towards loss aversion can serve
as a potent strategy for policymakers to promote favorable conduct or garner
endorsement for a program. The loss framing affects people's views of public policy
measures and their support. Careful framing can boost policy efficacy.

Behavioral public policies may be utilized in numerous domains, and their

effectiveness shows that they can enhance public policy. The review examines tax
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compliance, energy waste, education, obesity, retirement savings, organ donations,
employment, productivity, vaccination rates, encouraging citizens to take preventative
measures during epidemics, maximizing public spending, and minimizing
environmental damage. These sectors have high human willpower, making them
suited for behavioral public policy ideas. Loss aversion, status quo bias, endowment
effect, availability heuristic, anchoring effect, framing effect, social norms, present
bias, and framing effect helped the author create such policy ideas. Thus, policy
designers and decision-makers must be conscious of these biases and aim for impartial
and evidence-based policy design and assessment. This might involve extensive cost-
benefit evaluations, varied viewpoints and expert opinions, and frequently monitoring
and reassessing policy efficacy.

This chapter examines behavioral public policy and its potential to improve
government activities. The subchapter includes the evolution of behavioral science in
public policy, the role of framing and cognitive biases in policymaking, and behavioral
economics, behavioral insights, and nudges.

The initial portion emphasizes the interconnectivity of behavioral economics,
behavioral insights, and nudging. Behavioral economics and behavioral insights use
economics, psychology, and neuroscience to study human behavior and decision-
making. A nudge influences human behavior while respecting autonomy. Choice
architecture is essential to creating effective nudges. The section also briefly tackles
the ethical implications of libertarian paternalistic techniques, finding that well-
intentioned nudges are permissible because people are already exposed to negative
nudges.

Behavioral science's role in public policy is underlined in the second subchapter.
Across the world, governments, universities, and NGOs are using behavioral insights
to tackle a wide range of problems. Behavioral insights have been used by international
agencies such as the World Bank and the OECD to improve the efficiency of public
programs. There has been a rise in the application of behavioral science to
policymaking in the private and public sectors.

The final section elucidates the impact of framing and cognitive biases on
individuals' cognitive processes and behavioral responses towards governmental

initiatives. The way individuals react can be significantly impacted by the loss frame,
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a cognitive perspective that places greater emphasis on losses rather than rewards.
Public policy designers should consider the strategic framing of policies to effectively
tap into individuals' inherent aversion to loss. This chapter additionally incorporates
illustrations from diverse domains wherein public policies grounded in the tenets of
behavioral economics have been effectively executed. Policymakers can establish
evidence-based policies and routinely review their successes if they have a firm grasp
on cognitive biases and heuristics.

Behavioral public policy offers a promising approach to enhancing government
initiatives by integrating insights from the disciplines of psychology, economics, and
neuroscience. The utilization of insights derived from the field of behavioral
economics in policymaking is progressively gaining prominence on a global scale,
showcasing their capacity to address complex societal issues. Policymakers have the
potential to enhance the success of public policies, thereby benefiting individuals and
societies. This can be achieved by considering cognitive biases and heuristics,

alongside evidence-based approaches.
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3. IMPLEMENTATION PROCESS OF BEHAVIORAL PUBLIC POLICIES:
CHALLENGES, OPPORTUNITIES, AND CRITICISM

Recently, behavioral insights in public policy have received attention. Behavioral
insights come from the realization that people's decisions and behaviors are often
influenced by psychological, emotional, and social factors rather than rational
calculations. Policymakers can create more effective interventions by addressing these
characteristics.

Behavioral approaches to public policy test policies using behavioral science data,
conduct pilot studies to assess policy validity and reliability, etc., which is not done in
the traditional public policy implementation process. Policymakers regularly use
social psychology and behavioral economics research. This section will begin by
briefly outlining behavioral and traditional public policy. Theoretical and instrumental
distinctions will be shown. The implementation of behavioral insights into public
policy will be examined later. This will present BIT's 2010 and 2014 MINDSPACE
and EAST frameworks. The OECD's BASIC toolset for applying behavioral insights
to public policy will provide more insights. These programs provide policymakers
suggestions before adopting behavioral insights into public policies, which the author
believes vital to discuss.

Later in this part, the opportunities of behavioral insights implementation into
public policies will be presented. Public policy has many behavioral insights
opportunities. These include expanding policy applications, developing new research
methodologies and tools, and improving researcher-policymaker collaboration. Social
diffusion and scaling treatments can boost behavioral intervention.

However, behavioral insights into public policy are not without obstacles.
Behaviorally informed projects may be difficult to implement due to cultural variations
and a lack of long-term evidence. Behavioral treatments can sometimes have
unexpected effects and cause a replication crisis, making favorable findings hard to
replicate. Thus, challenges will be examined after opportunities.

Finally, behavioral public policies are criticized for being unethical and
manipulative. The ethical examination of behavioral public policy will be discussed

by various scholars.
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3.1. Implementation Process of Behavioral Public Policies

Behavioral public policies consist of implementation of behavioral insights to

public policies. Therefore, it is crucial to understand what behavioral insights stand for

before explaining the process of applying behavioral insights into public policies. The

following table explains what does mean and what does not mean behavioral insights.

Table 7: Considerations Before Applyin

s Behavioral Insights (BI)

What BI is?

What BI is not?

Problem solving method
Bl is a highly effective tool that can be
applied to a diverse range of policy
challenges to gain a  deeper
understanding of policy issues and
assess the viability of potential solutions
prior to their implementation in a real-

world context.

Silver bullet
Bl is not a magic pill that will cure all
our policy problems. Some traditional
methods may bring better outcomes than
behavioral methods in some public

policy designs.

Way to learn what works
By leveraging the BI capacity to conduct
experimental tests on potential solutions
and disseminate the resulting findings,
policymakers and academics can
effectively exchange evidence-based
knowledge to enhance their ability to

shape policy decisions.

One-size-fits-all
The replication of a successful condition
in one context does not necessarily
ensure the attainment of successful
outcomes in a different context.
Furthermore, it is imperative to adapt
ethical considerations to the specific
circumstances being addressed. The
mitigation of this risk can be achieved
through the conduct of pre-testing within
the specific environment in which the

policy is intended to be implemented.

Beyond nudging 1.0
BI encompasses a great deal more than
merely nudges in the right direction or

tiny tweaks to existing policies. BI refers

to a wide variety of methods that employ

Only for behavioral experts
The implementation of BI is not
restricted  solely to  professionals

specializing in behavior. A multi-

disciplinary approach is necessary for
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evidence to identify issues, bridge the | the successful implementation of BI
gap between research and reality, and | initiatives. Practitioners of BI are
generate complete policy solutions. provided with a multidisciplinary team
that possesses extensive expertise in
various domains, including policy,

behavioral science, and the public sector.

Policy tool Irrationality
The integration of BI should be taken | No conclusion can be made from
into account throughout all stages of | behavioral economics that humans are
policy development and evaluation. | fundamentally irrational beings. On the
Even in situations in which it may not be | contrary, this argument posits that
possible to begin with a behavioral study | deviations from traditionally accepted
or conduct a whole experiment. rational behavior do not arise from
defective reasoning, but rather stem from
adaptive modes of reasoning that can
also function as efficient heuristics in an

uncertain context.

Source: Hansen (2019) The Basic Toolkit: Tools and Ethics for applied behavioral
insights.

According to the OECD, rationality refers to departures from conventionally
defined rational behavior. The author posits that the validity of the traditional method's
perception of the issue of rationality remains unchanged. Therefore, the questionability
of the matter persists. Furthermore, behavioral insights encompass a broader approach
compared to nudge theory, thus positioning nudge theory as a subset of behavioral
public policies. Behavioral insights provide an opportunity to empirically evaluate the
effectiveness of a given policy through rigorous testing. Hence, it is commonly
denoted as a means of discovery.

Regulations, mandates, and bans are sometimes used by governments to affect
behavior. For instance, certain public venues in the UK forbid smoking. Breaking this
law can be costly, which may dissuade many people. Hard measures are often taken to

prevent harmful behavior. However, certain human behaviors require more subtle and
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specific restrictions. This may include encouraging healthy living habits like eating
more fruits and vegetables, exercising, and limiting alcohol. Coercion is politically
unfeasible and unlikely to succeed in these domains (Corr and Plagnol, 2018, p.154).

Public policymaking that believes people always act rationally is criticized. The
conventional view holds that given sufficient knowledge, incentives, and fair legal
regulations, people would make optimum decisions for themselves. Even with a
rational decision-making paradigm, everyday actions and behaviors can have
unanticipated and negative implications for people and society. Behavioral insights
show this (Hansen and Jespersen, 2013, p.6). As said, this might entail wanting to
minimize spending, save more, eat better, exercise more, quit smoking, and use less
energy. However, lack of motivation and inability to handle the task's intricacy might
cause failure (Madrian, 2014, p. 11). Behavioral public policies and traditional public
policies differ in theory and in an instrumental manner. Standard and behavioral public
policy instruments are listed below:

Table 8: Standard Policy Instruments vs Behaviorally Informed Policy
Instruments

Standard Policy Instruments Behaviorally Informed Policy
Instruments
Put calorie labels on restaurant plates. It is advisable to display calorie counts at

the commencement of restaurant menus,
preceding the description of each item,
as research suggests that consumers tend
to attribute higher importance to the
information they encounter initially.
According to the findings of a study
conducted by Dallas (2019), there was a
notable decrease in calorie consumption
among consumers when they were
presented with calorie information prior

to making their food choices (Dallas,

2019).

Make burgers more expensive by | To augment the influence of price

implementing a junk food tax on them. | disparities in the decision-making
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process, it is advisable to prominently
exhibit a tax on unhealthy food items,
such as burgers, on menus. According to
the findings of Chetty (2009), the
inclusion of taxes in prices leads to a
decrease

in consumer spending by

approximately 8%.

Tax incentives should be granted to
restaurants that offer customers healthful

menu choices as a way to acknowledge

One potential policy intervention is to
offer a tax credit to restaurants that solely

offer healthy food choices. This

their efforts. approach is based on the premise that the
mere presence of healthy alternatives
alongside more indulgent items, such as
burgers, can indirectly contribute to
individuals' aspirations for healthier
eating and potentially lead to an increase
in overall consumption of healthier
foods. According to the study conducted
by Wilcox (2009), the introduction of a
healthy alternative resulted in a
significant increase of 230% in the

ordering of unhealthy items.

Source: Hansen 2019, The Basic Toolkit: Tools and Ethics for applied behavioral
insights.

The examples demonstrate that the way the choices are presented may boost
healthier choices done by individuals. Behavioral insights use instruments that
consider the humans lack of cognitive ability, hence bring more realistic policy
instruments.

According to Hansen (2019, p.7), the implementation of behavioral insights to
public policies consists of the following steps and their initial letters create the name

of the program: BASIC. The steps are presented as follows:
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Behavior: Identify and address the policy issue's behavioral components.
Promoting retirement savings programs might boost savings. This stage gives
politicians critical insights into people' habits that need attention. Defining the
intended behavior precisely helps policymakers succeed.

Analysis: Behavioral science can help us find ways to attain our goals. When
making a decision, people often choose inaction and status quo. Policymakers
can examine cognitive processes, biases, and decision-making tendencies to
change behavior using behavioral science. By studying people's different
activities, this notion hopes to help policymakers create policies that match
human behavior.

Strategy: The goal is to research and design policy solutions that reflect
people's habits and routines, including default settings. One option is to
automatically enroll people in retirement savings programs without their
agreement but allow them to opt out. This phase evaluates behavioral
treatments. Default settings, framing, social norms, and incentives are
included. Policymakers' interventions are more successful when policy
measures match human behavior.

Intervention: Create experiments to evaluate the methods. This
element compares opting into pension programs versus letting people opt out.
This stage involves creating experimental designs or controlled trials to
evaluate treatment effects on the targeted behavior. Finding and improving the
best treatments can help policymakers.

Change: Develop a complete behavioral component implementation plan,
build a systematic measuring framework, closely monitor progress, and
rigorously analyze results. Disseminate findings. Establishing a framework for
publicly conveying research results to the public and successfully integrating
these insights into system-wide reminders is crucial. The intervention's long-
term consequences must also be monitored. Disseminating assessment data
can help policymakers understand successful behavioral interventions.
Transparently sharing research findings with the public and stakeholders helps

build trust and promote evidence-based policy.
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Using behavioral science, the BASIC toolkit emphasizes identifying and resolving
crucial behavioral aspects of policy concerns. Policymakers must understand human
behavior and use methods that combine habits and routines to improve intervention
success. This underlines the importance of continual monitoring and assessment and
research studies to evaluate these treatments. Disseminating study findings can help
people realize how prioritizing behavior might improve public policy. This toolbox
integrates behavioral factors into policy planning and assessment in a systematic way,
resulting in better, evidence-based policies.

There is also ABCD framework implementing behavioral insights to public
policies. This framework focuses on the cognitive ability of individuals and claims that
the cognitive ability should be taken into consideration before designing a public

policy.

Figure 6: The ABCD framework

(o People's willpower is * People's attention is h
limited and subject to limited and easily
psychological biases distracted

Determin :

Belief
Choice Formatio
n

* People are influenced
by the framing and th
social as well as
situational context of
choices

shortcuts and often
over/underestimate
outcomes and
probabilities

People rely on mental

J

Source: Hansen (2019) The Basic Toolkit: Tools and Ethics for applied behavioral
insights.

In the following table, there are some examples of ABCD framework done by OECD.
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Table 9: Examples of Behaviorally Informed Strategies Using the ABCD
Framework

Problem The ABCD of Behavioral Impact
behavioral strategy
drivers
Patients fail | Attention: Send an SMS that | Missed appointments
to attend Humans have a serves as a reduced by 25%.

their medical | limited capacity to | reminder for the
appointments | focus on a single appointment, and
aspect at any given | also mention the
moment, but they | cost of a missed
exhibit strong appointment on the
responsiveness to | health sector.

their environment.

Residents Belief Formation: | To encourage 36% fewer crashes in
speed up at People tend to individuals to 6 months.

sharp turns have reduce their speed,

resulting in overconfidence create a visual

more car when they speed effect of velocity

crashes. with their cars. by painting a

sequence of white
lines arranged in a

zigzag pattern.

Households Choice: Send reports to 2.0%, reduction in
do not make | Individuals often | households electricity
sufficient display an mentioning the consumption
efforts for inclination to energy use of their | (estimated reduction
energy adhere to the neighbors to give 0450 000 tonnes of
efficiency. social norms and them opportunity to | CO2 and USD 75
expectations compare their million in energy
established by energy use with the | savings)
their peers and use of their
community. neighbors
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Job seekers Determination: Make a 23% more job seekers
are The absence of a | commitment pack, | found work.
struggling to | well-defined which should
find work. strategy and | consist of

consistent consulting with a

feedback poses | career counselor to

challenges for the | formulate a

majority of | workable job-

individuals in | search strategy.

sustaining their

long-term

motivation.

Source: Hansen, (2019) The Basic Toolkit: Tools and Ethics for applied behavioral
insights

According to the ABCD framework, each policy area may need attention, belief
formation, choice, or decision. Thus, it is vital to grasp what the policy domain
demands and treat accordingly. When someone can't find job, the ABCD framework's
determination element may be used to tailor treatment to the domain.

The phases of behavioral public policies—determination, attention, belief
formation, and choice—highlight the importance of understanding human behavior
and decision-making. Policymakers should consider people's willpower, attention, and
cognitive biases to improve behavioral change efforts. These policies use behavioral
science to gently guide people toward their long-term goals.

Recognizing people's susceptibility to fast attention diversion emphasizes the need
for treatments that can catch and maintain their focus on desired tasks. Policymakers
may influence people's opinions by using strategic communication and contextual
clues if they understand cognitive processes like creation of ideas and decision-
making. Finally, policymakers may consider framing and social context, which may
encourage people to choose their best results.

According to Cojocaru et al. (2020, p.3), application of behavioral insights to

public policies should consist of several steps as follows:
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Figure 7: The Steps of Implementation of Behavioral Insights to Public Policies

Source: Cojocaru, et al., Official Action" A Roadmap for Using Behavioral
Science in Public Administration Reform. 2020.

e First, identify a key behavior sought by the target demographic but lacking in
most of its members. The behavioral designer must split the policy issue into
observable options and recommended actions. Observation, data analysis, and
conversations with experts may frequently achieve this (Cojocaru et al. 2020,
p-4).

e The second phase in behavioral design is to identify missing decisions and
behaviors using psychology and related sciences to explain how context affects
behavior. Qualitative research, including on-site observation, is essential for
context-gathering and hypothesis-testing. In the case of late spending requests,
a reminder notification issued several weeks before the deadline may have been
confusing and lacked clear instructions. Applying the same lens to the wider
working environment, it may be possible to see that the expenditure request
deadline usually falls during a particularly busy period when most officials are
preoccupied and unable to focus on a tedious task like filling out an expenditure
request form (Cojocaru et al. 2020, p.4).

e Design changes are meant to alleviate environmental constraints. When these
hurdles are mostly contextual, cost-effective, minimal-intervention solutions
are prevalent (Cojocaru et al. 2020, p.4). This means that the interventions will
be minimal, needing neither a significant resource commitment nor a major
system or environment redesign. The goal is to develop and implement
effective and efficient contextual challenges tactics. Cost-effective and low-

intervention treatments are more likely to be viable, sustainable, and adaptive.
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e Applied science hypotheses are theoretical until field-tested. Testing is crucial.
Behavioral science's originality requires rigorous testing to prove treatment
efficacy and validity, usually using experimental methods (Cojocaru et al.
2020, p.5). To test these hypotheses, researchers use experimental methods to
assess future treatments. Behavioral scientists may inform decision-making
across areas and contexts by gathering insights, refining ideas, and offering
data-supported advice.

e Scaling entails introducing pilot-tested treatments for refinement, retesting,
and eventual expansion through existing channels. The goal is to reach and
help more people in the target demographic who struggle to manage
comparable behavioral restrictions (Cojocaru et al. 2020, p.6).

The behavioral public policy process places significant emphasis on
comprehending human behavior within particular contexts and subsequently
formulating interventions that are tailored to these circumstances. Through the process
of analyzing policy issues, examining contextual factors, and implementing specific
solutions, policymakers and researchers can collaboratively strive to develop
successful strategies for addressing behavioral challenges. The interventions' validity
and impact are further enhanced by rigorous testing and scalability. The ultimate
objective is to establish a connection between theoretical comprehension and practical
implementation, thereby rendering behavioral insights as a valuable instrument for
decision-making across diverse fields and contexts. Through the implementation of a
systematic and empirically grounded methodology, behavioral public policy possesses
the capacity to facilitate constructive transformations within society and enhance
outcomes for both individuals and communities.

The Behavioral Insight Team report in 2014 provides a framework called EAST
(Easy, Attractive, Social, Timely) that shows how behavioral insights might help
designing policies. According to EAST framework, policymakers should make
policies easy, attractive, social and timely. They are presented as follows (Hallsworth

et al., 2014).

1. Make it Easy
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e Harness the power of defaults: It is easier for people to go with what has
already been set as the default or pre-selected option. The probability of an
option being selected increases when it becomes the default.

e Reduce the hassle factor of taking up a service: The level of effort required
often serves as a deterrent for people when it comes to taking action. The level
of usability or simplicity of a particular entity can have a substantial impact on
its level of acceptance or receptiveness.

e Simplify messages: The potential for enhancing response rates may be
heightened through the process of simplifying the messages. This entails the
identification of strategies aimed at decomposing a complex task into a
sequence of feasible and attainable steps.

Example: Automatic enrollment to retirement saving plans. In a study, an automatic
enrollment strategy to retirement saving plans raised participation rates among new
workers from 49 percent to 86 percent (Madrian, Shea, 1999 as cited in Thaler and
Benartzi, 2004, p.169).

1. Make it Attractive:

e Attract Attention: Individuals tend to perform tasks in accordance with the
manner in which they are presented and framed. Individuals are more inclined
to engage in a given task if they perceive it to be attractive.

e Design rewards and sanctions for maximum effect: Monetary incentives
are beneficial, however other incentive instruments, such as lotteries, are
sometimes just as successful at a lower cost.

Example: Through the inclusion of photographs illustrating the vehicles within the
correspondence, a research endeavor successfully garnered the attention of individuals
who had previously disregarded their obligation to remit road tax payments. The
incorporation of these visual components led to a rise in payment rates from 40% to
49% (Hallsworth et al., 2014, p.5).

2. Make it Social:

e Show that most people perform the desired behavior: Policymakers can
attract people to follow a regulation by emphasizing the fact that others also

follow this regulation. In this way, people may feel that they are alone in this
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particular activity. This was analyzed in the first chapter, third subchapter in
this study under the name of social norms.

Use the power of networks: Humans are social creatures, and they engage
with other people in their behaviors. Hence, governments may have the
opportunity to establish networks that promote social engagement, offer
mutual assistance, and spread desirable practices through informal
communication.

Encourage people to make a commitment to others: Commitment devices
are commonly employed by individuals to enhance their adherence to long-
term objectives. These responsibilities have the potential to carry a great

weight in the eyes of society.

Example: According to Allcott (2011, pp.1082—-1095), the average level of energy use

may be drastically reduced by reporting to homeowners on their neighbors' energy

consumption.

3. Make it Timely

Prompt people when they are likely to be most receptive: The timing of an
offer might affect the outcome. Major life changes can lead to positive
behavioral changes. Relocating makes people more open to change and new
behaviors. Transitional periods can alter patterns, making people more open to
new experiences. During such times, people are more receptive to positive
behavior suggestions.

Consider the immediate costs and benefits: Current gains and losses matter
more than future ones. This is due to present bias, which was examined in the
third subchapter of the first chapter. This explains why retirees fail to save
enough.

Help people plan their response to events: Individuals may intend to save
more and use less energy, but they may not follow through. Encouragement to
think about what's holding them back and design a strategy to overcome those

difficulties has been proved to work.

Example: A research found that sending text messages to those with unpaid fines

ten days before bailiffs arrived doubled the Courts Service's revenue (Hallsworth
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et al., 2014, p.7). This implies that text message reminders can change behavior

and encourage financial responsibility.

The EAST framework provides detailed guidance for policymakers to incorporate

behavioral insights into policy creation. Understanding and using concepts that make

human behavior easy, attractive, social, and timely can help policymakers achieve

their goals. Context, psychological characteristics, and social interactions influence

behavior and decision-making, according to this viewpoint.

Dolan et al. (2010, p.8), suggest that the following steps can be used as a

formulation of a successful public policy design. They use the initial letters of each

element to name their project: MINDSPACE, where they stand for:

1.

Messenger: Experts in a particular field play a crucial role in providing us with
information that can lead to behavioral change. Hence, the identification of the
information source holds significant importance for the recipients.
Furthermore, it is worth noting that the presence of a shared background
between the messenger and recipients has the potential to enhance the success
of the intervention. In addition, the peers of the recipients can also be
considered effective. For instance, a study shows that the probability of people
smoking behavior increases by 1000% if their two friends smoke, but only
increases by 26% if their parent smokes (Duncan, Haller and Portes, 1968 as
cited in Dolan et al. 2010, p. 9).

Incentives: The manner in which individuals respond to incentives can be
explained by the utilization of cognitive biases, which are predictable mental
shortcuts. These biases include a tendency to strongly avoid losses, known as
loss aversion, the categorization of incentives based on their sources and
subsequent labeling, referred to as mental accounting, and the evaluation of
incentives from a subjective reference point. Additionally, individuals often
exhibit a preference for immediate rewards as opposed to future rewards, a
phenomenon known as present bias. A comprehensive awareness of these
biases will facilitate policymakers in the development of more
successful incentive mechanisms. A recent study has demonstrated that there
is a lack of substantial weight loss observed among individuals classified as

obese when they are provided with financial incentives as a form of reward

136



(Paul-Ebhohimhen and Avenell, 2008 as cited in Dolan et al. 2010, p. 19).
Incentives may also manifest as monetary charges or penalties imposed on
individuals who fail to adhere to the prescribed behavior. In a recent weight-
loss trial, participants were requested to make monetary contributions to an
account, with the promise of receiving a refund of their initial investment along
with an additional supplement contingent upon the achievement of their
predetermined objectives. In comparison to their initial weight, a substantial
reduction in weight was observed among the members of this cohort after a
period of 7 months. Nevertheless, individuals in the control group who were
not provided with access to this incentive structure did not experience
significant weight loss (Volpp et al. 2008 as cited in Dolan et al. 2010, p. 20).
This demonstrates the power of presenting incentives in the form of charges or
fines, which offer a real cost for not doing the desired behavior. The potential
for financial loss functioned as a strong incentive, driving people to take weight
reduction seriously and work toward their goals.
Norms: The decisions we make are subject to the influence of social norms,
which are shaped by the behaviors of others. Policymakers can employ this
phenomenon as a means to demonstrate a preferred behavior to the general
public, thereby potentially inspiring widespread adoption of stated behavior.
There are five rules for policymakers to follow regarding norms:

e [fthe norm is desirable, let people know about it.

e Relate the norm to your target audience as much as possible.

e Consider social networks

e Norms may need reinforcing.

e Be careful when dealing with undesirable norms.
Defaults: Individuals often exhibit a tendency to persist with their initial choice
when presented with a predetermined option. When a decision is not made, a
default option that involves taking no action is often implemented in various
public policy domains. Rather than prioritizing the maximization of individual
benefits, the selection of this default setting is typically determined by factors
such as the natural order or convenience. However, it is possible to influence

behavior without limiting individual choice by designing the default option in
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a way that maximizes benefits for citizens. Organ donations and retirement
savings can be good examples of this notion as was analyzed in the previous
chapter of this study.

Salience: “Our attention is drawn to what is new and seems relevant to. In our
everyday lives, we are bombarded with stimuli. As a result, we tend to
unconsciously filter out much information as a coping strategy. People are
more likely to register stimuli that are novel (messages in flashing lights),
accessible (items on sale next to checkouts) and simple (a snappy slogan)”. The
presence of initial information or values can be significant in influencing
individuals' judgments and decision-making processes. Hence, the anchoring
effect can also be regarded within this framework. Individuals tend to be more
vulnerable to the impact of initial anchors when they are confronted with novel
circumstances or transitional phases in life. Hence, if governmental advice or
guidance can successfully establish itself as an initial point of reference during
such instances, it can exert a more significant influence on shaping individuals'
subsequent choices and behaviors. Through the strategic utilization of these
pivotal transitional periods, policymakers have the ability to harness the
influence of anchors in order to effectively steer individuals towards desired
actions or behaviors.

Priming: The decisions we make are often influenced by subconscious visual
stimuli. The priming effect is a phenomenon that illustrates how individuals'
subsequent behaviors can be significantly influenced by exposure to certain
sights, words, or sensations. The priming effect operates unconsciously in
individuals. This implies that the concept of priming does not pertain to the
recollection of a stimulus prior to engaging in a specific behavior. For example,
the use of certain words can exert a substantial influence on the subsequent
behaviors exhibited by individuals. According to a study, individuals who were
exposed to words associated with aging, such as "old hair," exhibited a
decrease in walking speed upon exiting the room, as well as a decline in their
ability to remember details about the room. The participants were influenced
by the verbal cues associated with old age, which subsequently prompted them

to adopt behaviors characteristic of an elderly individual (Dijksterhuis and
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Bargh 2001 as cited in Dolan et al. 2010, p. 25). Another instance demonstrates
that individuals who are provided with words such as fit, lean, active, and
athletic to construct a sentence exhibit a higher probability of opting for stairs
over elevators (Wryobeck and Chen 2003 as cited in Dolan et al. 2010, p. 25).
The priming effect has the potential to operate within visual contexts as well.
The size of food containers significantly influences our dietary patterns. In the
event of being presented with the choice, individuals attending a movie theater
are inclined to consume an additional 45% quantity of popcorn from a
container weighing 240g, as compared to a container weighing 120g (Wansink
and Kim 2006 as cited in Dolan et al. 2010, p. 25). Hence, the environment
that the governments build may have a significant impact on people’s
behaviors. Therefore these environmental designs should prime people in
intended and desired behaviors.

Affect: The correlation between emotions and behavior can have a significant
impact on our actions. Emotions have the potential to impede individuals from
acting in alignment with their self-interest or making rational decisions. This
implies that our emotional states have the potential to influence our cognitive
evaluations and behavioral responses, occasionally resulting in choices that
deviate from rationality or self-interest. For example, when we are in a positive
mood, we tend to make overly optimistic judgments, while being in a negative
mood can lead to overly pessimistic judgments.

Commitments: Given the inherent human tendency to experience a deficit of
self-control when pursuing long-term objectives, the implementation of
commitments can serve as a valuable tool in ensuring individuals follow the
stated intentions and fulfill their obligations. Commitments can potentially
yield greater effectiveness when the consequences of failing to adhere to them
are increased. One way to increase the cost of the failure is making the
commitment public. In this manner, policymakers possess the ability to induce
reputational harm upon individuals who fail to adhere to their commitments.
The empirical evidence suggests that individuals who establish a commitment
to a physical exercise schedule are more likely to exhibit enhanced adherence

to said schedule. In a research study, individuals participating in a physical
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exercise program were assigned to two groups using a randomization process.
One cohort was assigned to the program with no supplementary conditions,
whereas the other cohort entered into a contractual agreement to fulfill a
predetermined daily walking objective as a component of the program. Over
the course of a six-week duration, every participant diligently documented their
daily walking activity. The cohort that had entered into a contractual agreement
exhibited a notably raised likelihood of attaining their exercise-related goals

(Williams et al. 2005 as cited in Dolan et al. 2010, p.27).

. Ego: Individuals engage in self-regulatory behaviors that contribute to the

enhancement of their self-esteem and overall positive self-perception. When
good things happen, people typically credit themselves. When things go wrong,
people blame others or the environment. It's known as the fundamental
attribution error. People also overestimate their talents, leading to illogical
action. Self-evaluation relative to others often results in a sense of superiority.
93% of US university students considered their driving skills above average
(Tesser, 1986 as referenced in Dolan et al. 2010, p.28). Policymakers must go
above what is considered ideal since people tend to think they are better than
others and exaggerate their skills in some areas. Long-haul truckers and
medical staff may need stricter working hours laws. People tend to
overestimate their stress and fatigue management abilities. Drivers typically
think they're better after drinking, therefore extremely low alcohol limits may

be needed.

Dolan et al. (2010) attempt to explain their projects by applying these elements that

are given above to several case studies. The author finds their study as very valuable

since they practically show their evidence in several policy domains, hence would like

to share one of the case study among many which they presented in their study. Here

is the example of one of the case studies: “The latest British Crime Survey (BCS)

reports that violent crime has fallen by 49% since 1995, with provisional data showing

648 murders recorded by the police (the lowest in 20 years). The use of knives in all

violent crime has remained fairly stable over the last decade.101 Although gun crime

remains very rare, the number of recorded crimes involving firearms (excluding air
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weapons) doubled between 1998/9 and 2006/7.102 And there is considerable public
concern about knife and gun crime: 93% of BCS respondents thought knife crime had
risen nationally, with 86% thinking the same for gun crime.103 Many of these
concerns have related to the activities of ,,gangs™. It is extremely difficult to measure
gang membership, but a 2004 Home Office study estimated that 6% of young people
aged 10-19 belonged to a delinquent youth group. Offending rates were significantly
higher for members of these groups than for non-members, and 51% claimed to have
taken illegal drugs with other members.”

By using the MINDSPACE framework, Dolan et al. (2010, pp.32-37) show that it
is possible to generate a wide range of potential policy options to lessen criminal
activity and bolster public security. Here is the application of MINDSPACE project to
the issue given above:

e Messenger: In the context of mitigating criminal behavior, certain individuals
may exhibit greater receptivity towards messages disseminated by
authoritative figures, while others may demonstrate a higher degree of
responsiveness to messages delivered by individuals who possess shared
experiences. This inclination arises from the perception that such individuals
possess a deeper understanding of their circumstances, thereby fostering a
stronger connection and resonance with the conveyed messages. There exists
substantial empirical support for the utilization of interpersonal relationships,
specifically those involving familial and social ties, as effective means for
disseminating messages aimed at reducing criminal activity (Sampson 1995 as
cited in Dolan et al,. 2010, p.32). Examples of such programs consist of
Ceasefire, which brings mothers to have communication with gang members
(Dolan et al,. 2010, p.32).

e Incentives: The concept of loss aversion, which refers to individuals' tendency
to prioritize avoiding losses over acquiring equivalent gains, should be taken
into consideration when developing incentive programs, regardless of whether
their purpose is to incentivize positive behavior or discourage undesirable
actions. For instance, fines are more likely to be successful if they are seen as
losses. If you threaten to take away a violator's brand-new television or total

his car, that is much more deterrent than a fine of the same amount since people
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are loss averse of what they currently have (Dolan et al,. 2010, p.32). This may
be explained with endowment effect.

Norms: Social norms exert a substantial influence on criminal conduct. A
significant portion of the knowledge and wisdom we acquire throughout our
lives is derived from the social connections we maintain with our friends and
family. Individuals involved in gang affiliations are more likely to engage in
criminal activities if they perceive such behavior to be widely accepted and
prevalent within their social circle (Dolan et al,. 2010, p.32). Therefore, if
some people start hitting an abandoned car, other people may follow them by
hitting the car (Zimbardo, 1969 as cited in Dolan et al,. 2010, p.32).

Default: Increasing the difficulty of hitting a target, or in this context, stealing
from it, is a widely employed and effective strategy for harnessing the
untapped potential of defaults. Examples of security measures such as
passcode protection on mobile devices and engine immobilizers on vehicles
serve to increase the level of difficulty for criminals attempting to execute a
successful theft (Dolan et al,. 2010, p.32).

Salience: For example, initiatives aimed at promoting safer driving practices
or enhancing home security measures are likely to achieve greater effectiveness
when customized to suit the specific demographic characteristics of the
intended recipients. Hence, it is more likely that a lock-up advertisement,
which is grounded in factual information about burglaries in one's own
neighborhood, will achieve higher levels of success compared to a generic
speeding advertisement that does not specifically cater to young drivers and
other vulnerable demographics (Dolan et al., 2010, p.33).

Priming: Specific environmental factors can potentially influence an
individual with criminal tendencies, thereby augmenting the likelihood of
engaging in criminal behavior. According to the broken windows theory, there
is a higher likelihood of criminals targeting a building that exhibits multiple
broken windows. Therefore, acts of vandalism, such as graffiti or littering,
have the potential to serve as a catalyst for individuals engaging in further
criminal activities, including theft and other forms of antisocial behavior

(Keizer et al. 2008 as cited in Dolan et al. 2010, p.33).
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e Affect: Bringing the one who does the crime, and the victim together may
create several emotions such as anger and guilt in the environment and thus
decrease the future criminal activities between those parties. Caerphilly's
juvenile offending team claims that its restorative justice program will help
victims feel more powerful and ultimately decrease crime in the area (Dolan
et al,. 2010, p.33).

e Commitment: It is imperative for policymakers and individuals in
authoritative roles within the criminal justice system to carefully deliberate on
the potential success of employing the force of commitment as a means to
mitigate or deter criminal activity. The Acceptable Behavior Contract (ABC)
is a frequently employed commitment mechanism within the criminal justice
system. The individuals involved in the criminal incident, including the
criminal, their parents, and the police, convene to engage in a discourse
regarding the delineation of acceptable and unacceptable conduct. The
implementation of ABCs has demonstrated success in mitigating antisocial
behavior, even in the absence of formal punitive measures (Dolan et al,. 2010,
p-33).

e Ego: The cultivation of a positive self-image holds significant importance for
individuals across society, yet it assumes greater significance for individuals
who have engaged in criminal behavior. Historically, scholars investigating
the underlying causes of criminal behavior have predominantly focused on risk
factors, rather than considering the subjective viewpoint of the criminals.
There exists empirical evidence that establishes a correlation between acts of
violence and the manifestation of an assertive or hostile demeanor, which is
often employed as a means of compensating for underlying feelings of low
self-esteem. In a recent and widely cited Australian campaign aimed at
reducing speeding among adolescent males, a visually appealing young
woman is depicted raising and flexing her finger to express her belief that
excessive speeding is indicative of a small penis (Bullock and Jones 2004 as
cited in Dolan et al., 2010, 34).

Dolan et al. (2010) apply their project to several other policy domains, such as

reducing littering in Southwark and increasing recycling through deposit schemes. The
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MINDSPACE framework does not seek to supplant conventional approaches, such as
legislation or incentives, that aim to modify the behavior of individuals in addressing
public issues. The study deems these methodologies highly advantageous and regards
the project as a supplementary approach to conventional methods. It enhances current
characteristics and adds dimensions that include basic impacts on behavior that are
often overlooked (Dolan et al., 2010, p.49).

MINDSPACE helps incorporate behavioral insights into public policy since it
provides a psychological foundation for treatments. These psychological findings may
help decision-makers consider the cognitive capacity of individuals. The author thinks
MINDSPACE can be used in many policy areas.

The author examined public policy applications of behavioral insights in this
section. The study compared behavioral public policymaking to traditional
policymaking and examined ways to incorporate behavioral insights into public policy
implementation. The author advocates a mix of hard measures like laws and mandates
and soft measures like voluntary agreements to influence individual behavior,
depending on the policy issue. Public policymaking traditionally assumes rationality
in human behavior. Behavioral insights show that people's decisions and behaviors can
have unexpected repercussions. Taxes and subsidies can change behavior, but they
ignore social factors.

Behavioral public policies assist lifestyle changes by providing social support. On
the other hand, formulas that are given above such as EAST, MINDSPACE and
BASIC can be useful guides to follow. Although, behavioral public policies cannot
work as mathematic formulas, the policymakers can use these guides as an assistant
before the implementations since the area is still novel and any findings in this field
will be useful. These frameworks provide guidance for policymakers on how to design
and implement policies that effectively influence behavior. Policymakers may increase
the likelihood of their policies' success by taking these into account. Therefore, it is
essential to grasp the nature of the issues and the intended audience before

implementing these formulas.
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3.2. The Opportunities and Challenges of Behavioral Insights Implementation in
Public Policies

Behavioral public policies assume that many psychological and behavioral factors

influence people's choices. Behavioral public policy has several opportunities. They

appear as follows:

Reducing cost of the policy: Due to their focus on exploiting people's natural
habits and interests, behavioral public policies are often cheaper to execute.
This lowers policy implementation costs. Financial incentives, a conventional
method instrument, may not be as successful as social norms, a behavioral
approach instrument, in encouraging energy saving. (Ruggeri, 2018, p.26).
Positive spillover: Like a domino effect, a behavioral change in a particular
sector can improve another. In addition to changing plastic bag usage, a plastic
bag fee may affect other positive habits like recycling. Therefore, using a
single behavioral insight may increase the possibility of another behavioral
insight, which is a beneficial consequence (Truelove et al., 2014, p. 128).
Behavioral spillover might be positive or negative. Behavioral public policy
challenges will explain the negative spillover.

Behavioral science offers more than intervention: Behavioral science
improves treatment results and offers a new perspective for policy and
program development. Behavioral science is expanding beyond nudge
campaigns to improve policy relevance, efficacy, and structure. The Dutch
Ministry of Infrastructure and Water Management created Optimising Use to
encourage flexible scheduling, carpooling, and public transit use using
behavioral insights. Project success doubled when behavioral insights were
included (Paramo, Vakis and Afif. 2019).

Behavioral insights can promote pro-social behaviors: Behavior insights
may increase compassion. In today's contested world, increasing empathy and
pro-social behaviors may help create secure, cohesive, and productive

communities and governments (Paramo, Vakis and Afif. 2019).
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Adaptability: Behavioral public policies may allow policymakers to focus on
one target group and make the policies based on this target groups’ needs and
interests.

Evidence-based: Behavioral public policies work with experimental findings.
Therefore, empirical research is at the core of behavioral public policies. This
is done by randomized controlled trials. Therefore, behavioral public policies
first test an element and get the result from the experiment and apply it if the
findings bring positive outcomes (Ruggeri, 2018, p.27).

Increasing participation in public programs: Behavioral public policies
may increase the participations in public programs such as voting and
vaccination campaigns. Researchers found that focusing on the voter’ self
rather than voting behavior increased voter turnout. To be more explicit,
putting more of an emphasis on becoming a voter yielded greater results than
putting more of an emphasis on activity such as voting when it came to raising
the participation rates in the elections (Bryan et al., 2011, pp.12653-12654).
Interdisciplinary approach: Behavioral public policies consist of several
significant fields such as economics, politics, psychology, and neuroscience.
This allows policymakers to benefit from different fields to explain an issue in
public policies.

Formulations: Like EAST and MINDSPACE formulas, behavioral public
policies may create some formulas with testing and allow others to use these
formulas in their policy issues.

A/B testing: A/B testing allows policymakers to decide which policy should
be used based on two different methods such as A and B. Group A and Group
B are equal subgroups of the population under study. Group A receives one
intervention and Group B another. Each group's results identify the best
version. A/B testing lets policymakers use data and evidence instead of
assumptions about people's reactions to interventions. This method ensures
that policies are designed to optimize the possibility of success and achieve the

desired results (Chan, 2017, p.55).
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According to Sanders, Snijder and Hallsworth (2018, p.157) there are several
opportunities for using behavioral insights in public policies: behavioral government,
scaling intervention, social diffusion, and solution to thorny problems.

First, behavioral public policies make governments behavioral. According to the
behavioral government, behavioral science has been used more to enhance policy
results than government operations. However, governments have the same biases and
issues as people, therefore behavioral science may be effective in addressing them.
Finance managers may utilize past budgets to allocate funds (anchoring effect)
(Sanders, Snijder and Hallsworth, 2018, p.158). Another example is that governments
may be reluctant to modify regulations or default settings despite behavioral studies
suggesting they are more successful. The status quo bias—fear of the unknown—
causes this tendency.

Behavioral insights can improve government operations and policy results.
Behavioral approaches have been used to improve policy creation, but less to improve
government administration. Behavioral science might address government biases and
other issues. Many believe the government should stay out of behavioral public policy
due to biases. Using behavioral insights to combat government biases may be one way
to challenge this idea (Sanders, Snijder and Hallsworth, 2018, p.158). Since
governments are made up of people with identical cognitive biases, behavioral insights
might create a behavioral government. Despite government biases, behavioral insights
should be used in public policy. Instead, it should encourage governments to be self-
reflective, open to learning, and devoted to continual development, ensuring that
policies are evidence-based, unbiased, and adapted to the intricacies of human
behavior.

Scaling interventions involves expanding and reproducing effective policy
solutions. Expanding an intervention or adapting it to different situations may improve
its success. Expanding an intervention's scope means using it in a larger population or
place. The intervention can assist more people by targeting a wider audience or specific
demographic groupings. The intervention's adaptation to different settings is also
unique. Different situations require different approaches. Adapting the intervention to
cultural, societal, or economic situations increases its value. This assures the

intervention's success by ensuring its execution and target audience alignment.
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Expanding an intervention's reach and personalizing it can boost its effectiveness.
These methods acknowledge that a universal approach may not work for everyone. By
making treatments inclusive and adaptive to varied groups and situations,
policymakers and practitioners can increase their chances of success. A successful
behavioral-based immunization program in one city might be reproduced and
deployed in other cities or nations. Behavioral teachings can be used in many
circumstances. If a school's healthy eating program works, other schools in the district
may adopt it. A tax compliance enhancement program in one city can be repeated in
others in the same nation. However, expanding the scope of an intervention does not
guarantee its effectiveness. To ensure that an intervention continues to achieve its
goals, it must be thoroughly evaluated at each scaling step (Sanders, Snijder and
Hallsworth, 2018, p.159).

Through social dissemination, behavioral findings may be used to public policy.
Social diffusion is the spread of a habit, concept, or invention in behavioral public
policy. Interpersonal, internet, and mass media applications can show this tendency.
Social diffusion can boost the reach and impact of a behavioral intervention. This
increases intervention success. Social diffusion may help spread a behavioral
intervention that changes the behavior of a small group of people to adopt healthy
eating habits. This wider adoption might affect more people. A government agency
might use social dispersion to spread the message about retirement savings to friends
and family. The idea will spread naturally as people share it. Social media, peer-to-
peer communication, and other social network-based information transmission
approaches can achieve this goal (Sanders, Snijder and Hallsworth, 2018, 160).

A critical assessment of behavioral policies says that they work best in certain
situations like tax compliance, appointment attendance, and retirement savings
program participation. Many government behavioral science teams have worked to
modify people's behavior this way. However, public policies that affect behavior can
also help solve thorny problems A thorny problem is a difficult situation with no clear
answer or consensus. Due to the complicated interplay of various interests and
viewpoints and their entrenchment in societal and cultural frameworks, these
challenges are sometimes difficult to resolve. Health care, education reform, poverty,

and climate change are difficult public policy issues. Given their comprehensive grasp
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of human decision-making processes and the impact of environmental factors on
individuals, behavioral public policies that use the nudging method may be useful in
resolving the concerns listed above (Sanders, Snijder and Hallsworth, 2018, pp.162-
163).

Policymakers who understand people's psychological and social processes can
create successful nudges that take into account the varied persons and contexts
involved. Policymakers can use their knowledge of psychological and social factors to
create nudges. Understanding cognitive processes, decision-making mechanisms, and
social influences helps policymakers build nudges that match human behavior and
motives. However, thorny problems demand a broad approach and even more intricate
policy measures. Nudges can supplement these actions, but they cannot address these
complex issues alone (Sanders, Snijder and Hallsworth, 2018, p.163).

To sum up, there are several opportunities of using behavioral insights in public
policy designs. They consist of reducing cost of the policy, positive spillover,
behavioral science offers more than intervention, behavioral insights can promote pro-
social behaviors, adaptability, evidence-based approach, increasing participation in
public programs, interdisciplinary approach, formulations, A/B testing, behavioral
government, social diffusion, solution to thorny problems. It is suggested that
policymakers should be aware of these opportunities before implementing a public
policy initiative. Therefore, studying these opportunities are crucial.

According to Sanders, Snijder, and Hallsworth (2018, p. 47), the application of
behavioral insights in public policy has yielded significant achievements; however, it
is hard to classify this phenomenon as a revolutionary one. Despite the increased
utilization of behavioral science in various domains compared to previous eras, it has
not yet supplanted economics as the primary discipline influencing policymakers.
They back up their claims by referencing the number of experiments that have been
conducted within this particular domain. Over the course of the past seven years, the
Behavioral Insights Team (BIT) has conducted over 400 randomized controlled trials
(RCTs) encompassing a diverse array of policy matters. However, it is evident that
this constitutes a minimal proportion of the overall public sector (Sanders, Snijder and
Hallsworth, 2018, p.147). According to the findings of J-PAL, although 489 J-PAL

assessments have been completed for RCTs, just nine tales of scale-up or policy impact
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can be found on the J-PAL website (Shah et al. 2015, as cited in Banerjee, Duflo, 2016,
p.21). Consequently, their influence on public policy is also limited. The Abdul Latif
Jameel Poverty Action Lab (JPAL) is an organization that conducts rigorous
evaluations of randomized controlled trials (RCTs) to assess the effectiveness of
various poverty alleviation strategies. The organization's network comprises a global
community of over 200 academics hailing from various colleges worldwide. They
study education, health, financial inclusion, and the sustainability of the environment
as they relate to poverty. Therefore, Sanders, Snijder and Hallsworth (2018) can be
considered right about their concerns regarding the significance of behavioral insights
in public policies. However, these 9 RCTs reached 200 million people (Banerjee et al.,
2016, p.20) which may make behavioral scientists hopeful for the future at least
regarding the sample sizes.

Aside from the fact that behavioral insights have not been given enough weight in
public policymaking, policymakers have also had to overcome a variety of obstacles.
Sanders, Snijder and Hallsworth (2018) note that there are challenges to implemention
behavioral insights into public policymaking. They may be broken down into the
following categories:

e the long-term effects of interventions;

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

A prominent issue related to the utilization of behavioral insights in the realm of
public policy pertains to the insufficiency of data available for evaluating the enduring
effects of initiatives informed by behavioral science. Frey and Rogers (2014) assert
that although numerous field experiments have been conducted to assess the
application of behavioral insights to real-world issues, there remains a lack of
knowledge regarding the enduring effects of many of these interventions (Frey and
Rogers, 2014 as cited in Sanders, Snijder and Hallsworth, 2018, p.48) A study
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conducted revealed that taxpayers exhibited a sustained compliance with tax payments
even subsequent to the ending of the behavioral intervention, which had taken place a
complete year prior. Individuals who failed to fulfill their tax obligations prior to the
implementation of behavioral components can be classified within this particular
group (Kettle et al. 2016 as cited in Sanders, Snijder and Hallsworth, 2018, p.148).
Another example can be seen in energy conservation programs that send reports to
households regarding the energy consumption statistics of their neighbors. The
researchers made the decision to discontinue the distribution of letters to residents who
were already receiving notifications regarding their neighbors' energy consumption
behaviors. OPOWER arrived at this decision subsequent to a two-year period during
which energy statistics were provided to households selected at random. Despite the
cessation of report distribution, the OPOWER intervention continued to exhibit a
sustained decline of approximately ten to twenty percent per annum for many more
years (Allcott and Rogers 2014).

According to Sanders, Snijder and Hallsworth (2018, pp.149-150), there are three
situations in which the long-term effect should not be considered: one-off behaviors,
resilient shifts, and environmental changes. This is due to the nature of these situations
that do not require a long-term issue. There exists the potential for certain interventions
to possess once-and-done characteristics, wherein they yield lasting effects without
necessitating subsequent actions. For instance, the case of becoming an organ donor
as a result of the default option and status quo bias does not necessitate any
supplementary treatment or intervention. The task is completed singularly and does
not necessitate any subsequent actions. An alternative scenario entails an intervention
resulting in the establishment of a durable behavioral pattern that persists beyond the
cessation of the stimulus. For instance, when a single letter causes an important change
in doctors' prescription habits, and those changes persist even after the doctor stops
getting letters (Hallsworth et al. 2016 as cited in Sanders, Snijder and Hallsworth,
2018, p.151). Another instance to consider is the potential influence of an intervention
on behavioral modification, such as providing monetary incentives to individuals in
exchange for their regular attendance at a gym over a specified duration. In this
scenario, the proposed solution entails providing financial incentives to individuals

who engage in regular physical exercise at a gym facility. Initially, individuals may
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exhibit an increased frequency of gym attendance due to financial considerations.
Certain individuals, however, persist in maintaining their increased frequency of gym
visits even when the benefits are stopped or removed (Charness, Geezy, 2009 as cited
in Sanders, Snijder and Hallsworth, 2018, p.151).

Environmental changes are another example of long-term effects that should be
ignored due to their nature. Once the environment has changed, the behavioral insight
becomes a long-term intervention that can change the behavior of people who are
exposed to this environmental change. For example, if the style and layout of a hospital
waiting room are changed, it can affect the decisions people make in the long run. By
making changes to the environment, like making the waiting room more comfortable
and calming, the behavioral stimulus stays the same. This makes it more likely that the
desired behavior will continue. In this case, the goal of the intervention is to change
behavior directly by making changes to the environment. A second and possibly more
illustrative example is the successful methods used to reformulate food to lower levels
of salt and sugar without impacting consumer purchase habits (Sanders, Snijder and
Hallsworth, 2018, p.151).

Using proxy measures may be one way to deal with the complications of
incorporating long-term effects. A proxy variable is a variable used in statistics to stand
in for another variable that is either not observable or cannot be quantified. There has
to be a strong, but not necessarily linear, the connection between the proxy variable
and the target variable. For instance, it is common practice to use per-capita gross
domestic product (GDP) as a proxy variable for other measurements intended to assess
the quality of life or standard of living. The process of nudging may lead someone's
short-term and long-term behaviors to become detached from each other, thus the
connection between them is not nudge invariant. It is possible to use short-term
activities as a proxy for long-term ones; nevertheless, people's actions vary over time,
and their behaviors are not predictable; as a result, a policy that works well now may
not be appropriate tomorrow (Sanders, Snijder and Hallsworth, 2018, p.151).

An additional concern pertains to the potential absence of treatment the
effectiveness following excessive applications among the target population.
Individuals may exhibit varying responses to a given intervention across different time

periods. Repeated utilization of a method diminishes it's effectiveness due to its
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diminished novelty and significance. According to the principle of the repeated
exposure effect, the effectiveness of an intervention diminishes with each subsequent
application due to the prior familiarity with the subject matter resulting from multiple
prior exposures (Sanders, Snijder and Hallsworth, 2018, p.152). For instance, one BIT
research showed that giving investment bankers candy over a year significantly
increased the probability that they would give one day's pay to charity. The following
year, bank employees who had not previously got the candies had the same reaction.
However, bankers who received the candies the first time were less inclined to donate
the second time, whereas they were still more likely to donate than those who did not
receive any candies (Allcott, Rogers 2014 as cited in Sanders, Snijder and Hallsworth,
2018, p.152). This shows that the impact of the treatment decreased over time. The
author assumes that one possible solution for this could be increasing the level of
behavioral intervention over time. For instance, in this case increasing the number of
candies to keep the level of impact of behavioral intervention among the bankers.

Habituation or repeated exposure sometimes reduces the efficacy of behavioral
treatments. Consistently administering the intervention may reduce its efficacy as
people get used to it. To maintain interest and effect, increasing intervention may be a
good strategy. However, one technique is not enough to sustain behavioral intervention
efficacy. Overexposure decreases interest and efficacy. Thus, multiple intervention
tactics and fresh approaches are necessary. Additional study and data on behavioral
intervention temporal dynamics and effects are needed for a complete analysis. These
analyses may help us understand the long-term effects of treatments and develop better
tactics.

Cultural variations may challenge applying behavioral insights to public policy,
but it may improve human behavior models. Public policy that stresses behavioral
science treats humans as a homogenous population, which is wrong since what works
in one culture may not work in another. Cultural factors may affect intervention
success. Most behavioral scientists ignore the notion that people in various nations
with distinct cultural frameworks would respond differently to the same behavioral
intervention (Sanders, Snijder and Hallsworth, 2018, p.154).

There may be difficulties in implementing public policies that aim to change

people's behavior due to cultural differences. The success of behavioral interventions
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may be affected by cultural differences in norms, values, and beliefs. Public policy
programs that consider prevailing social norms are one such example. Social norms
have a big effect on culture, but they do not always work the same way in every society.
For instance, a campaign based on social norms increases recycling may be successful
in one culture but may not bring successful outcomes in another since recycling is not
commonly accepted there (Sanders, Snijder and Hallsworth, 2018, p.154). There is a
lot of proof that Western cultures value individuals as independent agents more than
East Asian cultures, which have a more collectivist worldview (Heine, 2008 as cited
in Sanders, Snijder and Hallsworth, 2018, p.154). The relative effectiveness of various
treatments may be impacted by this variation. For instance, this distinction means the
influence of social norms is greater in non-Western countries compared to the Western
countries (Bond, Smith, 1996 as cited in Sanders, Snijder and Hallsworth, 2018,
p.154).

In contrast to their counterparts in various academic disciplines, behavioral
scientists frequently engage in research endeavors with the explicit aim of influencing
policymaking processes prior to disseminating their findings through publication.
Hence, this phenomenon exhibits a reverse impact within the realm of behavioral
research. Behavioral scientists may prioritize influencing government action as a
primary approach, rather than initially disseminating their research findings that could
potentially impact governmental decision-making. To be more precise, the effect is
initially encountered. One of the primary challenges encountered by behavioral
scientists in their pursuit of policy-related research lies in the obstacles they encounter
with regards to academic publication. Numerous challenges emerge during this
procedure. The approval of publication frequently hinges upon the discretion of
higher-ranking authorities, who may exhibit hesitancy in granting requests due to
concerns related to data transfer, among other factors. Furthermore, it is worth noting
that behavioral scientists who hold positions as public officials often face constraints
in terms of resources available to support the publication process. This can result in
variations in the timing, framing, and outcomes of their publications. The
aforementioned concerns underscore the difficulties and constraints that behavioral
scientists encounter within the realm of academic research publication (Sanders,

Snijder and Hallsworth, 2018, p.155).
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A behavioral intervention in one area of policy may have the desired impact there
but may have unintended consequences elsewhere; this is known as the spillover effect
(Sanders, Snijder and Hallsworth, 2019, p.153). According to Galizzi and Withmarsh
(2019, p.3) spillover effect can be described as follows: “The term spillover has been
applied to a wide variety of phenomena, including the spread of knowledge, attitudes,
roles/identities, or behaviors from a given domain (e.g., health, environment, care-
giving), group, or location, to a different domain, group or location. In particular,
behavioral spillover can be defined as the observable and causal effect that a change
in one behavior (behavior 1) has on a different, subsequent behavior (behavior 2).
More specifically, to constitute behavioral spillover, the two behaviors must be
different (i.e., not related components of a single behavior), sequential (i.e., behavior
2 follows behavior 1), and sharing, at a conscious or unconscious way, an underlying
motive (i.e., an overarching goal or a ‘deep preference,” such as, for example, pro-
environmentalism or a healthy life).”

A behavioral intervention may have impact on another behavior without intending
and may cause some negative consequences. For instance, residents in one building
were randomly assigned to participate in a water conservation program that included
comments on their water use, while those in a control group received no such
intervention. The program was successful in lowering water consumption; however, it
led to a great increase in energy use on average among residents in the treatment group,
but no such increase was found among those in the control group (Tiefenbeck, et al.
2013 as cited in Truelove et al., 2014, p.129).

The challenge of replication poses a significant obstacle for the implementation of
behavioral public policies. The lack of replication of positive findings in laboratory
settings has become a notable hindrance to the effective implementation of behavioral
public policies, primarily due to the potential for unforeseen consequences when
translating these results into real-world policy contexts. In the event of such an
occurrence, not only would there be a squandering of resources in the endeavor to
integrate ineffectual findings, but the overall standing of the field would also suffer
detrimental consequences. In the domain of behavioral public policy, a considerable
number of studies have demonstrated challenges in terms of replicability. This implies

that if the identical study were conducted with an alternative cohort, the outcomes
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would not be replicated. This phenomenon has prompted behavioral scientists to
reassess their research methodologies and has raised doubts regarding the validity of
numerous previous findings in the field. The replication issue in behavioral public
policy may be caused in part by the fact that study methods and data are not shared
openly and by the fact that new and statistically significant findings are published more
often than replicated and expanded work. Thus, behavioral scientists must emphasize
replication over creating unique results because replication is difficult in this discipline
(Sanders, et al., 2018, pp.156-157).

Experiment and scale may help apply behavioral knowledge to public policy
formulation. The best variable from an experiment is applied to a larger sample in
different situations (Sanders, Snijder and Hallsworth, 2018, p.158). However, real-
world variables that affect people's choices may be more complex than those in
controlled experiments. Therefore, the incorporation of behavioral insights into public
policy is susceptible to criticism due to the abstract nature of scaling and practical
application. In the realm of behavioral public policy, employing a stimulus that
accurately portrays the multifaceted nature of the natural world may prove
advantageous. However, during an experimental study, multiple variables are
simultaneously manipulated, thereby potentially obscuring the association between
causal factors, and observed outcomes. (Amir et al. 2005, p.9). Banerjee et al. (2016,
p.21) assert that a substantial quantity of randomized controlled trials has been
conducted in recent times. The inclusion of features at the policy level necessitates
meticulous deliberation regarding their potential effectiveness when implemented in
different contexts, as this raises concerns regarding external validity. The process of
scaling up these randomized controlled trials is expected to require a longer duration
than initially projected.

Methodological issues hinder behavioral understanding in public policy,
according to Amir et al. (2005, p.7). Public policy choices may benefit from behavioral
science. However, the best behavioral science subfield for decision-makers is unclear.
Traditional behavioral science and policy-oriented behavioral science differ in the

following areas:
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e Research may focus on general concepts or particular behaviors. To examine
basic principles means to uncover and understand fundamental patterns, ideas,
or concepts that apply to a wide range of acts or conditions. This research may
seek universal principles. When the study's goal is to explore narrowly defined
behaviors, it means the research is focused on specific, exact actions within a
certain context or demography. This type of research investigates the causes of
certain actions to make contextually appropriate suggestions.

e The research may examine human nature or address a specific issue. The
research may explore larger human behavior to find general principles.
Conversely, the inquiry may focus on certain behaviors or conditions to solve
a specific issue.

e Given the study purpose, does technology, such as stimuli, support theory
construction or application? If the research tool is good for creating theories,
the purpose is to establish or enhance theoretical frameworks, models, or
generalizable principles. The major objective is to increase academic
knowledge of the subject. If the research technique is more applicable, it
suggests the research is focused on practical implementation and solving

specific difficulties.

Amir et al. (2005, pp.8-9) examine the role of behavioral scientists in
policymaking. They examine how these scientists can contribute by either developing
general principles for policymaking or by formulating specific solutions to critical
social issues. Despite the statements made by Kurt Lewin, who respectively said,
“There is nothing as practical as a good theory” (Lewin 1943), there is still a significant
discrepancy between the formulation of general principles and the implementation of
those principles to the prescription of specific policies. Policymakers should not be
expected to independently explore behavioral science discoveries for policy
applications. Thus, behavioral scientists must be proactive to see their findings used in
public policy creation and their ideas used. In addition to their expertise in behavioral
science, it is imperative for these researchers to possess a deep understanding of the
specific policy domain, such as savings, healthcare, or taxes, in which they intend to

apply their research. In the absence of expertise in the relevant field, the application of
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insights may entail a potential risk of disregarding crucial details pertaining to the
intended implementations, thereby yielding ineffectual outcomes. In general, it is not
possible to presume that policymakers would engage in extensive research and perusal
of academic publications. Rather, the findings of practical research should be
disseminated through channels that are more accessible to policymakers, such as the
mainstream press and private communication platforms (Amir et al., 2005, pp.9-10).

This section of the study researches the challenges of implementing behavioral
insights into public policy designs. The lack of knowledge about the long-term effects
of behavioral insights is a key cause for concern. Despite the abundance of field trials
that have assessed the use of behavioral insights, very little is known about the results.

The repeated exposure effect is also addressed by the author, implying that
repeated interventions may have diminishing effects. This means that treatments need
to change and get stronger over time to keep working. Excessive exposure, however,
has the potential to diminish interest and compromise effectiveness, thus necessitating
a cautious approach. Hence, it is imperative to employ a diverse array of intervention
methodologies and explore innovative strategies.

Cultural differences present a significant obstacle in the implementation of
behavioral treatments. The effectiveness of policies based on social norms may vary
significantly due to the variation in cultural contexts. It is imperative for policymakers
to consider the unique cultural context when formulating and implementing
interventions, as the success of such interventions can be impacted by cultural
variations.

The issue of reverse impact serves as a demonstration of the difficulties that
behavioral scientists encounter when attempting to disseminate their research in
academic journals. Behavioral scientists may encounter challenges when it comes to
academic publication due to their tendency to prioritize the influence of politics over
the dissemination of their research findings. Several challenges exist, such as limited
resources, the requirement for approval, and difficulties related to scheduling, framing,
and changes in outcomes. To bridge the divide between research and policymaking, it
is imperative to address these challenges.

Another challenge to consider is the potential for unintended consequences and

spillover effects. Negative consequences can arise as a result of interventions targeting
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a specific area of behavior due to the occurrence of spillover effects that impact other
behaviors or domains. These results highlight the importance of conducting
comprehensive analysis and carefully evaluating potential repercussions before
implementing any intervention.

Last but not least, the replication crisis is a major obstacle for behavioral public
policy. Concerns regarding the reliability and relevance of findings have been raised
because numerous studies in the field have been difficult to duplicate. To ensure the
validity as well as the effectiveness of behavioral treatments, more attention needs to
be placed on replication and the exchange of methodologies and data.

Overall, while behavioral interventions have the potential to be effective in
influencing people's decisions and actions, they also face several challenges in the
public policy arena. Policymakers must consider these challenges and address them to

make effective public policy designs.

3.3. Criticism of Behavioral Insights Implementation in Public Policies

Modern behavioral public policy is based on liberal paternalism. Libertarian
paternalism is a hybrid public policy approach. Libertarianism advocates for little
government and individual freedom. Paternalism, on the other hand, advocates for
government involvement to protect individuals from themselves. Libertarian
paternalism advocates designing laws and institutions to account for cognitive biases
and other factors that affect people's decision-making, allowing them to exercise their
autonomy while guiding them toward good choices.

The behavioral public policy approach is liberal since it supports individual
autonomy and the right to leave any arrangement they find unacceptable. The
paternalistic approach coincides with governmental and private sector efforts to
influence people's decisions to improve their well-being (Thaler and Sunstein, 2018,
p. 17). There are also serious issues regarding liberal paternalist governmental
initiatives that try to affect individuals' conduct. Nudging and liberal paternalism are
criticized for restricting people's freedom. Kosters and Heijden (2015) state that
behavioral public policies constrain citizens' freedom of choice.

Since external circumstances impact our decisions, Thaler and Sunstein (2003,

p.1166) say paternalism is inevitable. Accordingly, useful nudges should be allowed.
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If one accepts that certain organizational decisions are inevitable, resulting in a certain
degree of paternalism, and that the alternatives to paternalism (such as choosing
options that harm people's health, well-being, or overall condition) are undesirable,
then the question of whether to adopt a paternalistic approach can be set aside in favor
of the more practical inquiry into how to effectively evaluate and select options.
Mainstream economics assumes that people can make rational or at least superior
judgments. The basic defense mechanism for defending freedom of choice is provided
here. As mentioned in the first chapter of this paper, traditional economics' rationality
assumption is contradicted by real-world observations and controlled experiments
(Opaluch and Segerson, 1989, p.1). According to Thaler and Sunstein (2003, p.1166),
controlled tests and real-world observations show that people's conduct is not always
logical, therefore preserving their autonomy may not be required. They also argue that
libertarian paternalism focuses and highlights the best options. Healthy fruits and
vegetables at a cafeteria can help people buy them. There are additional risky foods,
but they are less common and available than good ones.

According to Thaler and Sunstein (2009), the libertarian paternalist approach
promotes the idea of publicity in public decisions. They explain their approach as
follows: “In this context we endorse what the philosopher John Rawls (1971) called
the publicity principle. In its simplest form, the publicity principle bans government
from selecting a policy that it would not be able or willing to defend publicly to its
own citizens. We like this principle on two grounds. The first is practical. If a
government adopts a policy that it could not defend publicly, it stands to face
considerable embarrassment, and perhaps much worse, if the policy and its grounds
are disclosed. The second and more important ground involves the idea of respect. The
government should respect the people whom it governs, and if it adopts policies that it
could not defend in public, it fails to manifest that respect. Instead, it treats its citizens
as tools for its own manipulation. In this sense, the publicity principle is connected
with the prohibition on lying. Someone who lies treats people as means, not as ends.”

Therefore, it can be inferred that Thaler and Sunstein argue that nudging is a
justifiable method for modifying behavior in public policy. This is because our
decision-making is consistently influenced by the environment in which we make

choices, and these influences are often altered by more intrusive or subtle traditional
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methods like taxation, regulation, and marketing. The outcomes must align with the
prevailing public opinion, and the selected methodologies must be justifiable to the
public in accordance with Rawls' principle of publicity (Hansen and Jespersen, 2013,
p.5).

The principle of publicity is a recommended approach for implementing nudges,
as proposed by Thaler and Sunstein (2009, p.245), which they argue can be beneficial
in both public and private domains. One program that exemplifies this approach is
known as Save More Tomorrow, which entails providing individuals with information
about a particular concept prior to soliciting their commitment towards it. Likewise, in
instances where firms implement automatic enrollment, their intention is not to conceal
their belief that a majority of employees will derive advantages from participating in
the program. Nevertheless, there are scholars who contend that the impact of nudging
diminishes when it becomes transparent as a result of the publicity principle (Luc
Bovens 2009).

The combination of libertarianism and paternalism, known as the approach of
libertarian paternalism, does not exhibit a straightforward alignment with traditional
conservative or liberal ideologies. This suggests that individuals who identify as
intellectual Democrats and moderate Republicans are embracing this strategy, thereby
deviating from the traditional positions of their respective political parties. Throughout
history, conservatives have consistently demonstrated a preference for limited
government intervention, prioritizing individual responsibility and liberty. They have
exhibited skepticism toward paternalistic policies that restrict individual freedom and
impose regulations. Nevertheless, a subset of moderate Republicans is undergoing a
transition away from the conventional stance and displaying increased openness
towards government endeavors that seek to improve the well-being of the general
population. This transition may indicate a recognition that specific interventions have
the potential to enhance individual well-being while minimizing the excessive
limitation of personal liberties. In contrast, individuals who identify as liberals have
often expressed support for governmental intervention as a means to mitigate social
and economic disparities. Furthermore, they have exhibited a greater inclination
towards endorsing paternalistic measures aimed at protecting vulnerable populations

and advancing the overall well-being of society. However, certain intellectual
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members of the Democratic party are expanding their viewpoints beyond their
customary endorsement of policies that curtail personal freedom and autonomy. This
implies that the individuals in question are willing to embrace the idea that utilizing
nudges to improve individual decision-making can align with their broader goals of
social advancement. The libertarian paternalist approach surpasses the conventional
conservative and liberal ideologies and garners endorsement from intellectuals
affiliated with both major political parties. This statement suggests an increasing
recognition of the compatibility between policies designed to improve the well-being
of individuals and those aimed at fostering individual freedom. This shift potentially
signifies a broader pattern towards a more sophisticated and practical method for
governing, prioritizing policies grounded in empirical evidence that seek to reconcile
the competing interests of personal freedom and collective well-being (Thaler and
Sunstein, 2009, p.14). Hence, the authors rather put libertarian paternalism in the
middle of conservative and liberal approaches, left and right since it has features of
both approaches.

According to Thaler and Sunstein (2009, p.246), it is often impossible for the
government to maintain pure neutrality. Hence, it is inevitable that a certain level of
intervention will be necessary. An illustration can be found in the voting process. It is
inevitable that candidates must be placed in a ranking system on ballots during
elections. It is widely acknowledged that candidates exhibit enhanced performance
when their names are positioned at a higher rank on a list. One study has provided
evidence indicating that candidates who are listed first on a ballot exhibit a slight
advantage in terms of their electoral performance (Koppell and Steen 2004 as cited in
Thaler and Sunstein, 2009, p.246).

Despite the explanations made by Thaler and Stein that are listed above, some
scholars consider the libertarian paternalist approach, especially nudge as
manipulation of choices (Signild and Valgarda 2012; Hansen and Jespersen 2013).
Moreover, although Sunstein and Thaler (2003) claim and explain that libertarian
paternalism is not an oxymoron some scholars consider libertarian paternalism as
inconsistent with itself, thus an oxymoron (Mitchell 2004; Rebonato 2012). Some
scholars argue that due to the extensive usage of nudging, governments may abuse

their power in society (Farrell and Shalizi 2011; Rebonato 2012). Moreover, Heijden
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and Kosters (2015, p.7) argue that, even in the existence of the publicity principle, the
government will have huge power and there is no guarantee that they will not misuse
their power.

According to Rebonato (2012), the libertarian paternalist approach is flawed as it
assumes that the state possesses superior knowledge and that individuals lack the
ability to make sound decisions for themselves. The author argues that the intervention
of the government in this particular matter contradicts the principles of individual
liberty and the tenets of classical liberalism. The author arrives at the conclusion that
to uphold freedom and autonomy, it is imperative for the government to refrain from
intervening in individuals' personal lives. Furthermore, individuals ought to be granted
the autonomy to exercise their own agency, irrespective of the alignment of their
choices with their own well-being.

Luc Bovens (2009) also discusses the ethical considerations of libertarian
paternalist approach in his famous book of The Ethics of Nudge, and he delves into
the moral issues raised by the practice of nudging, explaining the subjects such as
paternalism, autonomy, and personal freedom. Moreover, the author research the
scope of government's influence on citizens' actions. According to Bovens, the
utilization of nudging can be deemed acceptable given certain circumstances;
however, it is imperative to exercise caution in its implementation so as to prevent
invasion of individuals' freedom and autonomy. The author arrives at the conclusion
that achieving a balance between enhancing individuals' well-being and preserving
their autonomy necessitates careful consideration. Luc Bovens (2009, pp.14-15)
argues under some conditions nudging should be morally allowed.

e The evaluation of nudges' acceptability or concern is contingent upon their
ability to align individuals' intended agency, i.e., the choices they are nudged
towards, with their overarching preferences. Nudges that are in accordance
with individuals' preferences in situations involving lack of knowledge,
inaction, weakness of will, discomfort, or that promote societal advantages are
perceived as less worrisome. Conversely, when nudges diverge from
individuals' overarching preferences in unusual situations, it engenders

increased concerns.
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e The process of nudging should be transparent and fair to the people who are
nudged

e Nudges should encourage fairness instead of providing preferential treatment
to certain populations.

e In order to achieve success, it is imperative that nudges exert a positive impact
on the ultimate outcome, while simultaneously protecting the well-being of
individuals subjected to such nudges.

e When formulating a nudge, it is imperative to strike an optimal balance
between the necessary degree of intervention and the prospective benefits.

According to White (2013, pp.61-62), the effectiveness of Thaler and Sunstein's

nudge theory is questionable as it fails to accomplish its intended objectives.
Encouraging individuals to increase their vegetable consumption solely based on its
health benefits may not yield significant results, as it disregards individual preferences.
In the context of nudge theory, proponents evaluate success or effectiveness based on
the premise that the application of nudges may be limited to a single individual
possessing this knowledge. He continues his statements as follows: A person’s
interests can only be inferred from his or her choices, and even then there is no way to
determine what interests drove a particular decision. Therefore, if the observer wants
to judge the person’s choice, he or she has to use standards other than the person’s own
interests. Second, there is no justification for any policymaker to try to “nudge” a
person’s choice, even if the person’s interests were known, but especially not when
the interests promoted are imposed on the person by the policymaker (White, 2013,
p.63). Hence, White (2013) raises a valid point by highlighting that knowledge about
what is objectively good for someone (such as the health benefits of eating vegetables)
may not be sufficient to motivate behavior change. Simply providing information or
nudging individuals based on external criteria like health benefits might not take into
account their personal preferences, tastes, or motivations. Thus, the effectiveness of a
nudge cannot be solely determined by the presence of an objectively good option but
should also consider the individual's subjective evaluation and preferences.

According to White (2013, pp.81-82), the ethical implications of nudging are also

taken into consideration. Behavioral economists try to change people's preferences by

setting unrealistic goals. Value substitution happens, thus. Value substitution is a
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methodological issue in modeling and interpretation. Value substitution has ethical
issues when policymakers use these models to influence behavior, particularly when
they profess to operate in the best interests of individuals. When policymakers
implement behavioral economists' suggestions, theoretical constraints and their effects
on real-world results become ethical issues. Even if politicians knew people's true
interests and preferences, it would be paternalistic to promote them for the public. This
is because their operating structure does not prioritize individual rights. Paternalism
violates personal autonomy and prevents people from acting on their own. Moreover,
as previously stated, despite policymakers' well-intentioned efforts to nudge
individuals, they are unable to ascertain the true interests of people.

Heijden and Kosters (2015, p.6) analyze the nudge theory using the psychological
dual process outlined by Thaler and Sunstein (2009). According to them, nudge is a
manipulation because it mainly targets system 1 and only sometimes system 2. This
has theoretical repercussions since it suggests that nudging is only selectively directed
at choices. Therefore, it should be considered manipulation.

The OECD includes a discussion of the ethical implications of public policy
interventions aimed at changing people's behavior in its BASIC toolkit. They are listed
as follows:

e Despite the inherent susceptibility of humans to behavioral influences, it is
imperative that interventions grounded in these theories undergo
comprehensive moral scrutiny. When applying behavioral insights to actively
promote behavioral change in individuals' habits and routines, it is imperative
to undertake an ethical assessment. This is because individuals will be exposed
to influences that they would not typically encounter.

e Although behavioral insight has garnered vast support, its ethical acceptability
cannot be assumed in every circumstance.

e Although there is a theoretical possibility for individuals to avoid behavioral
interventions, it is important to note that this may not necessarily reflect the
outcomes observed in the real world. Behavioral interventions rooted in BI do
not aim to penalize individuals for negative behavior or reward them for
adhering to positive behavior. Acknowledging the inherent limitations of

human rationality, it is imperative to take into account matters of consent and
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awareness prior to presuming that individuals will consistently arrive at
optimal choices (Hansen, 2019, p.11).

Hence, although Hansen (2019) emphasizes the irrational parts of individuals and
an intervention is needed, they strictly stress the need for ethical consideration. While
they stress the ethical consideration, they do not find the explanation of Thaler and
Sunstein a useful guide since they do not find it an acceptable explanation that we are
always under the influences of behavioral interventions. However, they consider
behavioral public policies acceptable as long as they carry some ethical considerations
such as transparency and confidentiality.

The author assumes that this level of paternalism, even if it is called manipulation,
can be acceptable after presenting the opinions of numerous researchers who have
criticized the root of behavioral public policy, namely libertarian paternalist methods.
Despite legitimate ethical concerns and criticism, the public should put faith in the
effectiveness of research and, by extension, politicians, so long as these initiatives
produce positive empirical outcomes. In addition, policymakers' focus on system 1
should not be seen as manipulation. A possible ethical concern has been raised, as we
have seen above; nonetheless, the author believes that guiding people toward ethical
decisions would alleviate that concern. The default organ donation option has the
potential to save millions of lives, the food labeling system has the potential to reduce
obesity and save millions of lives, and millions of people can save energy by engaging
in climate change prevention, potentially averting millions of tons of carbon dioxide
emissions. The author understands that people may have different standards for what
constitutes good or bad and that policymakers attempting to impose such standards on
them should be questioned. However, the aforementioned advantages are certain to
satisfy all individuals in the aforementioned areas. Moreover, because behavioral
economists do not reject traditional approaches as a whole, they should be used to
supplement behavioral public policy and provide even greater outcomes. The
libertarian paternalist approach is appealing because it encourages publicity and
transparency. Finally, as posited by Thaler and Sunstein (2003), it is important to note
that the presence of bad alternatives remains. The publicity principle informs those

who think these initiatives are harmful about other possibilities. Thus, they can opt-
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out anytime. However, the authors recognise the ethical problems and consider them
important for the libertarian paternalist paradigm.

This section examines libertarian paternalism and its use in behavioral policy.
Libertarian paternalism combines libertarianism, which argues for limited government
involvement, and paternalism, which advocates for government action to protect
individuals from their independent decisions. Libertarian paternalist policymakers
want to affect citizens while respecting their autonomy. This section emphasizes
behavioral public policy's emphasis on individual liberty and the right to opt out of
unfavorable agreements. However, nudges and liberal paternalism-based
governmental initiatives may limit individual freedom. Nudges have been called
invasive, unreliable, and manipulative.

Libertarian paternalism advocates argue that the many factors that influence
people's decisions make paternalism inevitable. The authors argue that controlled
experiments and real-world data contradict mainstream economics' rational choice
assumptions. Nudging can highlight good options while protecting decision-making
autonomy, according to the authors. The publicity principle states that government
policies must be justifiable to the public to preserve individual rights. Nudging is legal
if it follows public opinion and publicity criteria, according to the authors. This section
discusses some libertarian paternalism and nudge counterarguments. Some contend
that state restrictions on human freedom and the presumption of superior knowledge
undermine classical liberalism. Transparency, fairness, and responsiveness to
preferences are important ethical considerations for nudging. Academics have
criticized nudges due of their concerns about government authority abuse.

This chapter compares behavioral methodologies to traditional approaches in
public policy creation. Public policy often uses legislation, regulations, and
administration. These methods create and implement public policy rules, regulations,
and processes. Behavioral public policy methods use behavioral science studies to
assess people's responses and decision-making processes to various policy initiatives.
This behavior modification technique uses incentives, nudges, and other interventions
to change the decision-making environment.

Traditional and behavioral policymaking have merits and downsides. Traditional

techniques may overlook the complexity of individual and communal decision-

167



making, but they are easier to apply. Behavioral approaches give a more
comprehensive understanding of how people make decisions and react to policy
interventions, but they may be difficult to implement and enforce. Combining the two
techniques generally solves public policy issues.

The author examined behavioral public policies' pros, cons, and ethics. The area
is new, therefore significant study is needed to comprehend its size and dependability.
The paternalistic approach makes ethical problems clear and acceptable. To satisfy
policymakers and those influenced by the strategy, more RCTs are needed to
strengthen the evidence-based element of the approach.

The long-term effects of interventions, repeated exposure effects, proxy measures,
behavioral spillovers and unintended consequences, cultural variation, reverse impact,
replication crisis, and methodological issues are all issues. The author believes that
listing these concerns is not meant to deter policymakers but to inform them of the
challenges they must overcome before implementing measures. The author values
them as guidelines.

Using behavioral insights in public policies encourages positive behavioral
change, make the government a behavioral government, scale interventions in larger
samples, social diffusion, and solve thorny problems. Behavioral insights in public
policies show that policymakers may use these possibilities to build treatments that
better match people's real behaviors, leading to higher success and a stronger evidence
foundation.

Behavioral public policies are considered manipulative because politicians may
misuse them. Whether or not the author admits it, this strategy is important and, when
supplemented with traditional ways, may help solve difficult issues like organ
donation, retirement savings, and energy conservation. However, these objections
must be considered when creating and implementing behavioral policies and assessing
their effectiveness in resolving policy challenges. Thus, policymakers must carefully
consider behavioral public policies' ethical consequences and protect personal

autonomy throughout policy formation.
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4. IMPLEMENTING BEHAVIORAL INSIGHTS IN PUBLIC POLICY
DESIGN: A DELPHI STUDY

4.1. Introduction

Over the past twenty years, behavioral insights in public policy have become a
significant and consequential discipline that might improve policy interventions. This
method has potential, but it has constraints. The current Delphi research examines the
pros, downsides, and restrictions of using behavioral insights in public policy.

This Delphi survey examines experts' views on using behavioral insights in public
policy. The paper thoroughly investigates the subject, supporting the consensus. This
study examines policymaking cognitive biases and heuristics and the pros and cons of
incorporating behavioral interventions.

The study method involves two iterative rounds of expert consultation to examine
the fundamental research questions from several perspectives. The first round of
discussion compares behavioral insight and behavioral economics, uses nudge
principles in policymakers' decision-making, discusses libertarian paternalism's ethics,
and applies nudge strategies during the epidemic. The experts' replies in this round
form the basis for the second round.

Each study iteration explores new areas and improves prior findings. Behavioral
insights can improve public policy. However, professionals must recognize cognitive
biases and heuristics that affect policy formation and evaluate behavioral treatments'
long-term feasibility and risks. The importance of behavioral scientists in
policymaking is also discussed, extending expert viewpoints.

Delphi research uses consensus-building to unite experts and identify shared ideas.
This study successfully combines and consolidates expert viewpoints through iterative
engagement. The conclusions of this study have major consequences for public
officials, professionals, and academics. This research intends to help stakeholders use
behavioral insights to solve social challenges and establish effective policy solutions
using expert opinions. This study intends to expand knowledge and awareness of the
pros, drawbacks, and ethical issues of using behavioral insights to formulate policy.

The Delphi research approach used in public policy behavioral interventions

emphasizes expert consensus, varied opinions, and evidence-based decision-making.
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The study adds to knowledge and provides policymakers and practitioners with

behavioral insights to improve public initiatives.

4.2. Delphi Technique Overview

The Delphi Technique, developed by RAND Research and Development
Company in the 1960s, is extensively used for decision-making and scientific research
(Dalkey and Helmer, 1963). It was successful in nonprofits, governments,
corporations, and colleges outside the US military (Rowe and Wright, 1999).

According to Linston and Turoff (1975), “Delphi may be characterized as a
method for structuring a group communication process so that the process is effective
in allowing a group of individuals, as a whole, to deal with a complex problem.”
Linston and Turoff (1975) states that although Delphi is best known as a technique for
making predictions, it has many other potential uses as well. The following are
examples of models that have already been created:

e (ollecting unreliable data

e Analyzing historical events

e Evaluating budget allocations

e Planning campus and curriculum design for university.

e C(reating a model framework

e Summarizing benefits and cons of potential policy solutions.

e Differentiating between right and wrong human impulses

e Exposing the importance of one's own ideals and the aims of society

e Developing causal linkages in complicated economic or social issues

The Delphi technique, sometimes referred to as a consensus method (Rabiega,
1982), can be extremely helpful and is employed when social processes cannot be
comprehended because there is a dearth of empirical knowledge (Fry and Burr, 2001).
In the following table, the advantages and limitations of the Delphi method is provided.

Table 10: Advantages and Limitations of the Delphi Method

Advantages/strengths Limitations/weaknesses
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Consensus-building

Consensus may not be reached under
pressure from the group as a whole.

Future forecasting

Consensus might be displaced by
conformity as a result of feedback
mechanisms.

Assemble a panel of experts who are
geographically separated, overcoming
spatial constraints

There are no established standards for
defining sample size, sampling methods,
Or consensus.

Anonymity and of

responses

confidentiality

Outcomes are perceptual at best

Respondents only have a limited amount
of time to finish questionnaires

Requires time/participant commitment

Quiet, thoughtful consideration

Potential challenges in creating a
baseline questionnaire to begin the
process

Prevents specialists from directly
confronting one another (encourages
open discussion without peer pressure)

May cause quick, rash decisions

Prevents specialists from directly
confronting one another (encourages
open discussion without peer pressure)

Competence in writing expression is
required.

Procedure of coordinated and structured
group communication

There is a chance of bias since
researchers have the ability to influence
the results of surveys.

Tendencies to follow the leader are
partly ebbing

Selection criteria for panel composition

Focused, avoiding pointless digressions | Intervals of inactivity during data
for panels collection
Brings together the experience and | May force a  middle-of-the-road
knowledge of all participants consensus
Potentially encouraging and instructive | Doubts  concerning the method's
for participants reliability

Cost effective and flexible/adaptable

Drop-outs, response rates

Validity, as panelists control the content

Very simple to use

Helpful for making quick decisions and
long-term educational planning

Applicable when there is doubt or
incomplete  understanding,  offering
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information where little has been
available in the past

Best used as establishing the basis for
future studies

Accommodates a moderately large
group

Source: Hung, Altschuld, Lee. 2008. Methodological and conceptual issues
confronting a cross-country Delphi study of educational program evaluation.

This study uses the Delphi Method, a well-established method for using expert
ideas and facilitating organized dialogue. The Delphi approach uses two question-and-
answer rounds to combine a panel of experts' expertise with the group's wisdom to

provide a complete and insightful analysis.

4.3. The First Round of the Delphi Study

In the first round of this study, several questions were asked to the experts to gain
a deeper understanding of behavioral insights implementations to public policies. Here
are the questions and the answers of the experts:
Question 1: According to your study, what are the advantages and disadvantages of
using behavioral insights in public policies? What, according to your study, are the
challenges of incorporating behavioral insights into public policy design? What
difficulties would policymakers face?
Expert 1: Advantages include understanding behavioral problems and responses to
policy interventions, facilitating acceptability, uptake and effectiveness of economic
reforms, understanding and measuring behavioral responses to price and non-price
incentives, evaluating the actual impact of behavioral responses. Disadvantages
include the need to align experimental approaches with policy cycle, need for skills
and expertise that is not readily available within government, external validity and
scalability.
Expert 2: Advantages are taking into account the actual (both conscious and
unconscious) behavior of citizens when formulating, implementing and evaluating
policies. One important challenge is the multitude of competences and knowledge

involved: you need expertise in human behavior, social and cognitive psychology,
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policy instruments, project management, experimental design, statistics and
communication. This capacity is not always present within public administrations.
Expert 3: Their main advantage is that they are easy, simple and costless. They do not
impose large burdens on the government and, moreover, have the potential to make
large contributions. However, as they are still relatively new, they may not resonate
with all governments. The fear that individuals may perceive these policies as an
interference with their freedoms may deter governments from adopting them.
Therefore, even if governments choose to do so, these practices may sometimes not
resonate with society.

Expert 4: Plus: evidence-based practices, empirical approach, solutions for problems
where other instruments are not possible or did not work. Minus: field-experiments are
very resource intense, and many practitioners are not willing to invest these resources
or are afraid of communicating that a policy failed (no awareness of the importance of
nil-results).

Expert 1 believes behavioral insights in public policy have many benefits. He
includes improved understanding of behavioral challenges and policy solutions,
economic reform adoption, uptake, and efficacy, and the capacity to measure
behavioral responses to price and non-price incentives. These insights also help assess
behavioral reactions. Expert 1 lists various drawbacks, including the need for
coordinating experimental methods with policy cycles. Government entities
sometimes lack skills and competence. External validity and scalability of behavioral
treatments are additional issues.

Expert 2 emphasizes the need of considering both conscious and unconscious
citizen behavior throughout policy creation, implementation, and assessment. The
expert admits a major challenge: the numerous abilities and knowledge needed,
including human behavior, social and cognitive psychology, policy tools, project
management, experimental design, statistics, and communication. Public
administrations don't always combine these qualities.

Expert 3 says the main benefits of behavioral insights in public policy are
simplicity, cost-effectiveness, and ease of implementation. These advantages, which
do not overburden the government, might provide significant contributions. Given

their newness, behavioral insights may not resonate with all governments, the expert
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warns. Such measures may be seen as infringing on people's freedoms, which may
dissuade governments from implementing them. This mismatch with society may
inhibit such approaches.

Expert 4 emphasizes behavioral insights' evidence-based, empirical approach and
ability to handle difficulties where other methods have failed. Field experiments to
assess behavioral therapies are costly, the expert notes. Many practitioners worry about
conveying policy failures, neglecting the relevance of nil-results.

Experts agree that behavioral insights may improve public policy. These benefits
include a better knowledge of behavioral dynamics, policy adoption, and efficacy, and
the ability to solve difficulties that conventional techniques cannot. The necessity to
synchronize techniques with policy cycles, the need for specialized skills, the novelty
of behavioral approaches, and the difficulty of addressing public attitudes and
conveying policy outcomes are drawbacks. The experts recognize the challenges of
applying behavioral insights to public policy creation.

Question 2: According to Rabin (2002, 46), the current rise in interest in behavioral
economics raises concerns that it may be a passing trend. He maintains, however, that
it is not a fad. According to your study, what is the leading reason for the growth in
this field? Do you believe that the application of behavioral economics to public policy
might heighten concerns that it is just a passing fad? How do you see the future of the
implementation of behavioral economics in public policies?'

Experts 1: Since 2002, applications to public policy have been on the rise (see for
instance OECD (2017), Behavioral Insights and Public Policy: Lessons from Around
the World, OECD Publishing, Paris, https://doi.org/10.1787/9789264270480-en). The
COVID crises has further shown that behaviors matter as a policy response and
understanding how people react to certain prompts and messages can make a
difference (see vaccination campaigns, distancing, wearing masks). With the rise of
energy costs and the need to transition to greener economies, behavioral economics
could also be used to strategically improve the acceptability of green reforms.

Expert 2: My idea is that behavioral public policy is at its peak now (with 200 BITs
in 135 countries according to OECD) and is struggling for structural integration in
traditional policy systems and communities. The boost of the nudge momentum seems

to decrease.
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Expert 3: Especially the volatility in financial markets has shown how strategically
important individual behavior is for the economy. The Global Financial Crisis was the
most important proof of this. It was later shown that by influencing individual behavior
to their benefit, positive results can be achieved not only in the economy but also in
many other areas (such as health, savings, education, blood and organ donation...).
Hence, interest in the field has grown steadily. This interest continues to grow. My
prediction is that over time, these practices will spread to all areas where there are
people. With a global awareness of behavioral public policies, I believe that these
policies will increase in many areas, especially in crucial issues such as climate change
and global warming.

Expert 4: Classically policies use the law or money. The BI approach offers more
options plus the possibility to test instruments is a strong argument.

Expert 1 accepts Rabin (2002)'s worries about behavioral economics' possible fad
status but disagrees. According to the OECD report, public policy uses of behavioral
economics have increased since 2002. The COVID-19 pandemic has shown the
relevance of behavior in policy responses, the expert says. Behavioral variables affect
vaccination programs, distance measures, and mask-wearing. The expert thinks that
behavioral economics might strategically boost green reforms despite rising energy
costs and the need for sustainable economies.

Expert 2 believes that behavioral insights teams (BITs) in many nations indicate
that behavioral public policy is reaching its peak. The expert said the field is struggling
to fundamentally integrate into policy frameworks and communities. The expert
detects a drop in nudge momentum, although this is unsupported. The analyst sees a
more nuanced shift than a linear reduction in the field's importance.

Expert 3 states that during financial market instability and the Global Financial
Crisis, individual conduct is crucial to the economy. The expert says good behavior
change in health, savings, education, and other areas works. This effectiveness has
increased interest in behavioral economics, which the expert predicts will endure and
grow across industries. The expert anticipates behavioral public policy covering all

human activity, including climate change.
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Expert 4 posits that Behavioral insights (BI) provide policymakers more
alternatives than legislative or monetary methods. Testing tools are a convincing
reason to use BI.

The experts accept Rabin's concerns about behavioral economics being a fad, but
they largely disagree. They explain why this field keeps growing. These include
behavioral insights' relevance in policy responses during events like the COVID-19
pandemic, behavioral economics' strategic potential in promoting policy acceptance,
the field's increasing integration across diverse domains, and behavioral public
policies' broad applicability. Despite significant hurdles and momentum swings,
experts expect behavioral economics will continue to affect policy-making across a
variety of concerns. The agreement shows that behavioral economics in public policy
is an emerging and lasting field with significant consequences.

Question 3: Are you in agreement that behavioral insights may provide better results
than standard approaches in some areas, such as increasing savings rates, organ
donations, tax compliances, and energy conservation where human willpower may not
be sufficient to do the right choices due to his lack of cognitive abilities, in the creation
of public policy? Could you elaborate?

Expert 1: Insights from behavioral sciences and economics can provide some useful
insights. These insights however can be really effective and be scaled if they interact
with fiscal, regulatory, administrative and organisational policies and interventions.
Where I sign a tax return can bring you only so far if the tax system is overtly complex
and subject to frequent changes, for instance. You can default people into savings more
but what is the purpose of savings? How can then savings be effectively used?
Expert 2: I believe that both traditional and behavioral instruments should be part of
a package deal, by combining different types of policy instruments in a smart way that
target both the rational and emotional decision-making process of individuals.
Standalone, behavioral interventions are rarely sufficient to obtain deep, large-scale
and sustainable behavioral change.

Expert 3: There are many empirical studies with positive results in these areas. These
kinds of practices significantly guide individuals toward what is right for them. They
certainly work better than standard approaches. But translating them into public policy

requires greater seriousness. When designing public policy in such areas, one should
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be careful to follow the basic principles of behavioral economics. Only guidance can
be given, not coercion.

Expert 4: I think BI is an additional instrument- not a substitute of classical
instruments.

Expert 1 acknowledges that behavioral insights from sciences and economics can
be useful. For best efficacy and scalability, these insights must be combined with
fiscal, regulatory, administrative, and organizational policies. The expert advises
tackling system difficulties alongside behavioral interventions like defaults.
He calls for comprehensive policy design by questioning the purpose and efficacy of
behaviors like savings.

Expert 2 agrees that conventional and behavioral tools work better together. They
believe a well-rounded plan should address cognitive and emotional decision-making.
According to the expert, solo behavioral treatments may not produce large-scale
behavioral change. To have a broad influence, behavioral policy tools must be properly
combined with standard public policy tools.

Expert 3 believes that behavioral insights outperform conventional methods in
savings rates, organ donations, tax compliance, and energy conservation. Studies show
that such behaviors help people make good decisions. The expert warns that applying
behavioral economics ideas to public policy is difficult. Policy design in these areas
should avoid coercion, yet behavioral guidance works.

Expert 4 believes behavioral insights complement policy instruments. She
believes that behavioral insights should supplement conventional public policy
techniques.

Overall, except for the third expert, the rest of the experts share a consensus that
behavioral insights have the potential to yield favorable outcomes if they are combined
with traditional techniques. The third expert agree that behavioral insights bring better
outcomes than standard approaches in the areas such as retirement saving and organ
donation where human willpower is not sufficient to do the right choices. However,
public policy design uses these ideas differently. Integrating behavioral insights with
other policy instruments is crucial for complete approaches to difficult situations,
according to experts. While behavioral techniques are beneficial, experts stress the

importance of ethical policy implementation, avoiding coercion, and addressing the
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larger context for enduring influence. The agreement emphasizes that behavioral
insights can be useful in public policy formulation, but they should be carefully
incorporated within a comprehensive policy framework.

Question 4: When it comes to implementing them into public policy, how does
behavioral insight differ from behavioral economics? Do they both stand for the same
things?

Expert 1: Behavioral economics is the application of the inductive scientific method
to the study of economic behavior (as an economist | see it as a more useful and
applicable definition to use in relation to economic policies). Behavioral insights are a
broader term that has been used by the OECD to define the use of insights from
cognitive sciences to a wide range of policies. See OECD (2017) quoted above.
Expert 2: In my opinion behavioral economics focuses on the financial and economic
decision-making process of people, while behavioral insights can take a much broader
behavioral approach or behavioral lens, understanding and influencing individual and
collective behavior as a whole, based on a wide range of behavioral sciences
(psychology, sociology, communication) and wide range of methods (quantitative and
qualitative).

Expert 3: Behavioral economics is based on behavioral insights. Behavioral insights
are an approach to policy making by empirically testing how individuals make
irrational choices.

Expert 4: To me, not a relevant question. Definitions are always subject to
discussions.

Expert 1 separates behavioral economics and behavioral insights. Behavioral
economics uses inductive science to investigate economic behavior. The expert
emphasizes this term's relevance to economic policy. Behavioral insights are more
general. Behavioral insights apply cognitive science to policy formulation, whereas
behavioral economics focuses on economic behavior.

Expert 2 says behavioral economics focuses on financial and economic decision-
making. Behavioral insights provide a broader perspective in order to understand and
impact individual and group behavior. Psychological, sociological, and

communication insights use quantitative and qualitative methodologies. Behavioral
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insights are a broader concept than behavioral economics which makes it the subtle of
behavioral insights.

According to Expert 3 behavioral economics is a foundation of behavioral insights.
Behavioral economics provides behavioral insights. The expert describes behavioral
insights as policymaking that scientifically tests how people make irrational choices.
Behavioral economics and behavioral insights are hierarchically related.

Expert 4 thinks the distinction between behavioral economics and behavioral
insights is not important, suggesting that terminology may be debated and interpreted.

The experts agree that behavioral economics and behavioral insights differ,
although their definitions vary. Expert 1 stresses the significance of behavioral
economics in economic policies and the larger breadth of behavioral insights, whereas
Expert 2 emphasizes the complete nature of behavioral insights beyond economic
decision-making. Expert 3 says behavioral insights build on behavioral economics.
Expert 4 suggests definitions are subjective and may overlap. The agreement is that
behavioral economics and behavioral insights are related, although the degree of
overlap and divergence depends on context and interpretation.

Question 5: Currently, there are more than 200 teams of behavioral insight specialists
operating throughout the globe (OECD, 2020). Do you believe this figure adequately
reflects the subject's significance?

Expert 1: Institutionalisation is one aspect and can take many forms. The subject is
significant as it is proving effective in addressing some policy changes (those linked
to behavioral aspects or where cognitive biases prevent certain interventions to work).
You can have a behavioral insight team that produces nice RCTs whose results are not
used. Significant? Important is to concentrate on applications and ideally
mainstreaming and considering behavior in interaction with policy instruments.
Expert 2: As mentioned before, I think this number can be accurate, but I would expect
a decline/decrease in Western countries after the peak period of the past decade.
Behavioral public expertise is up against existing policy structures, systems and
procedures and permanently has to prove it added value and return on investment.
Moreover, it seems that the institutionalization process depends more on individual
advocates and enthusiast (agency) than on well-established budgets and teams

(structure).
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Expert 3: While this number is an important indicator of the importance of the issue,
the fact that most of these teams are located in developed countries should not be
ignored. After all, there are significant social and cultural differences between
individuals. Therefore, the number of such insight teams should be increased
worldwide and encouraged in countries at different levels of human and economic
development.

Expert 4: No. In the future there will be 1000 of teams.

There is a lack of consensus among experts regarding the extent to which the
global prevalence of behavioral insight teams holds significance. One plausible
interpretation of the initial expert's viewpoint suggests that the significance of the
number of teams is subordinate to their practical application and the integration of
behavioral insights into policy instruments. Although the second expert acknowledges
the significance of behavioral insight teams, he anticipates a decline in the prevalence
of such teams in Western countries. Based on the response provided, it is evident that
there is a growing need for an increased presence of behavioral insight teams on a
global scale, particularly in developing countries. Expert 4 presents an alternative
perspective, positing a substantial increase in the overall quantity of teams in the
foreseeable future.

Question 6: Do you think that the idea of nudge may be applied to strengthen the
decision-making process of bureaucrats, who may also display some cognitive biases
and heuristics when they make a political decision? If so, could you share some
examples?

Expert 1: Maybe I would start by not using the word "bureaucrats" as synonymous
for policy makers or decision makers. The OECD has been making some work in
relation to organisational behavior and decision making (see OECD (2019), Delivering
Better Policies Through Behavioral Insights: New Approaches, OECD Publishing,
Paris, https://doi.org/10.1787/6¢9291e2-en) See in particular the part on board
decisions. I am not aware of specific applications/scaling though. Also, word of caveat:
a nudge is an application of behavioral sciences (not the only way of intervening).
Expert 2: I am not sure about the nudge concept itself, but for sure decision makers
and public officials are not immune to the same heuristics and cognitive biases they

harness to influence citizens' behavior. Who is nudging the nudges is a well-known
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policy rationality paradox. The field of behavioral public administration is growing
and underlines the individual micro-level of public officials and politicians with many
studies on motivated reasoning, negativity bias, confirmation bias, framing effects, etc.
Expert 3: The basic starting point of the nudge idea is that individual behavior is not
rational. Given that bureaucrats are also individuals, this idea can be applied to them.
However, it should not be forgotten that individuals can make mistakes and ultimately
those who apply the nudge are also individuals. Therefore, extreme caution should be
exercised. And even more important is to convince bureaucrats of the idea. Once
bureaucrats are convinced of this idea, it will be easier to nudge them.

Expert 4: We should use nudges for bureucrats as well to help them to make better
decisions.

It 1s widely acknowledged by experts that individuals in positions of authority,
including policymakers, are susceptible to cognitive biases and heuristics. There exists
a divergence of opinions regarding the potential success of the nudge theory in
enhancing decision-making among policymakers. According to Expert 1, the term
bureaucrat should not be considered an appropriate synonym for the concept of a
decision maker. The second expert addresses the conundrum of policy rationality
regarding the responsibility for implementing nudges, while also acknowledging the
field of behavioral public administration. Expert 3 acknowledges the potential impact
of the nudge concept on policymakers but posits that a cautious approach is necessary
when attempting to convince policymakers of its validity. Expert 4 suggests that
policymakers could benefit from receiving nudges to enhance their decision-making
abilities. However, the specific methods for implementing these nudges are not
explicitly outlined.

In general, it is widely agreed among experts that policymakers could derive
advantages from the application of the nudge concept to enhance their decision-
making processes. Nevertheless, it is imperative to exercise caution and discretion
when employing nudging techniques, as experts also recommend. It is crucial to
acknowledge and account for individual biases and limitations to ensure the ethical
and effective implementation of nudges.

Question 7: To what extent do you think the nudge method may help mitigate the

COVID-19 epidemic's risks and handle its management concerns?
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Expert 1: Many and some were successfully implemented: promoting hand hygiene,
social distance, testing and symptom recognition (just to make some examples).
Expert 2: Again, nudges are one small part of a broader approach and solution.
Policymakers should combine hard (regulation and incentives) and soft (nudges and
boosts) to alter citizens' behavior. Nudging as standalone policy measure is not
sufficient and silver bullets rarely exist.

Expert 3: We know that cognitive biases predicted by behavioral economics such as
present bias, heuristics, status quo bias, bandwagon effect, lack of self-control have
yielded important results in the fight against Covid-19. (Karagdl, V. (2020). The Role
of Behavioral Economics in Combating the COVID-19 Pandemic. Duzce Journal of
Economics, 1(1), 1-10). In addition, it is important to openly share all kinds of
(especially negative) information with the public, to explain the negative experiences
related to the disease, to encourage and promote the use of masks, and to support them
with public service announcements, news and advertisements (reminders). Such
practices have and will continue to provide an important fight against Covid-19. Even
vaccines have been promoted with nudges in many countries.

Expert 4: It can help a bit (It would have helped much more at the beginning).

Expert 1 notes that nudges have been used to address COVID-19 pandemic risks
and management issues. Successful implementations include hand hygiene, social
distance, testing, and symptom detection. Nudges have helped reduce the epidemic's
effects, according to the expert.

Expert 2 sees the nudging strategy as part of a larger COVID-19 pandemic
response. He recommends combining hard (regulation and incentives) and soft
(nudges and boosts) approaches to change citizens' behavior. According to the expert,
nudges alone are insufficient and require a diversified approach.

Expert 3 posits that behavioral economics predicts cognitive biases that can help
fight the COVID-19 epidemic. Present bias, heuristics, status quo bias, and the
bandwagon effect have shaped epidemic behavior. The expert advises spreading
knowledge, describing unfavorable disease experiences, advocating mask wear, and
supporting these efforts through public service announcements and commercials. In

particular countries, nudges have promoted immunization, the expert adds.
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Expert 4 believes that the nudging technique may help mitigate COVID-19
dangers and concerns. She believes that the method's impact would have been greater
if used earlier in the pandemic.

The experts agree that the nudging strategy might help to fight with Covid-19
disease. While all experts recognize the value of nudges, Expert 1 highlights specific
successful implementations, Expert 2 emphasizes the need for a comprehensive
approach, Expert 3 emphasizes cognitive biases, and Expert 4 suggests that earlier
implementation could have been even more effective. Overall, nudges help manage
pandemic risks, but their success depends on timing and integration into wider
Initiatives.

Question 8: Some countries, such as Sweden and the UK, tried to use nudge principles
during the Covid-19 epidemic break, however, they failed (Habib, 2020); (Sibony,
2020). Do you think that such instances of failure can be ignored? What could be the
consequences of such failures in behavioralism in public policies?

Expert 1: And some were effective. See the experience of Ireland (Lunn, P.D.
Coronavirus in Ireland: one behavioral scientist’s view. Mind Soc (2021).
https://doi.org/10.1007/s11299-021-00275-3). Of course, what does not work should
not be ignored. A key feature of behavioral economics is that it is an experimental
inductive approach and so we have to learn from what does not work.

Expert 2: These failures are moment for policy learning, but it appears that they have
also provided a blow to the nudge movement, alongside very recent debate on
effectiveness (see meta-analysis) and the duality between i-frames and s-frames (see
Chater and Loewenstein).

Expert 3: Such failures can be ignored and have little negative consequence.
Examples that highlight the power of nudging to influence individual behavior should
be shared with the public. After all, there are more successful practices than
unsuccessful ones. Such negativities underline that nudging cannot be successful in
every field and with every kind of practice. After all, although nudging is easy to
implement, it is known that great care must be taken at the design stage. However, the
frequent recurrence of such failures (which means a failed nudge design) may lead

governments to shelve behavioral practices in public policy for a while.
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Expert 4: We have to collect all data to determine where a method works and where
it does not.

Expert 1 says that certain nudge concepts failed, while others succeeded in other
nations. He gives examples ofIreland's nudging success. Behavioral economics
requires learning from failures; thus the expert advises not ignoring them. It matches
the field's experimental and inductive character.

Expert 2 views COVID-19 nudging failures as policy learning opportunities.
However, these mistakes have hurt the nudging movement. The expert also discusses
i-frame and s-frame disputes on nudge efficacy, which have complicated the issue.

Expert 3 believes failures may be accepted without serious repercussions.
He believes communicating successful and bad nudge implementations is crucial.
While there are more successful practices than failures, the expert warns that nudging
won't work in all industries. However, repeated failures may cause governments to
temporarily shelve behavioral techniques in public policy.

Expert 4's response aligns with a data-driven approach. She stresses data
collection to evaluate nudge approaches in varied circumstances. This approach
emphasizes the necessity for rigorous investigation before generalizing nudge-based
treatments.

Experts agree that COVID-19 pandemic nudge failures should not be ignored.
They view these failures differently. Experts 1 and 4 stress learning from failures
through experimentation and data analysis, respectively. Expert 2 says similar failures
have affected the nudging movement and efficacy arguments. Expert 3 suggests that
failures can be acknowledged but may not have significant negative effects and may
temporarily move public policy away from behavioral patterns. The agreement
emphasizes that both successes and failures shape behavioralism in public policy.
Question 9: Behavioral economics posits that understanding the nature of humans is
essential. Based on your research, do you think that using cognitive biases and
heuristics that individuals systematically exhibit during their decision-making process
may assist to produce successful public policy designs? If yes, could you explain how?
Expert 1: Yes, it can be useful. See for example cross-country work on perceptions of
climate change and policy responses that can help account for biases in designing and

implementing green growth policies (https://www.oecd.org/climate-
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change/international-attitudes-toward-climate-policies/) Insights from behavioral
sciences and economics have been used to strengthen policy impact, in interaction with
regulatory and fiscal instruments. The OECD worked with Israel to understand driving
behaviors, anticipating responses to congestion charges design and foster more
sustainable transport (OECD 2019 Assessing Incentives to Address Traffic Congestion
in Israel, https://www.oecd.org/economy/israel-economic-snapshot/) Behaviorally-
informed instruments were considered in conjunction with investment and social

policies to strengthen housing affordability in Latvia (OECD 2020 Policy Actions for

Affordable Housing in Latvia, https://www.oecd.org/economy/latvia-economic-
snapshot/).

Expert 2: I think there is value in not looking at human behavior as perfect rational
calculators, but taking into account other social, emotional and cognitive elements.
However, one should not overestimate the explanatory value of such a cognitive bias
catalogue.

Expert 3: Individuals do not exhibit uniform behavior due to their nature. The reason
for this is, of course, cognitive biases. It does not make sense that policies applied to
individuals who do not behave symmetrically should also be symmetrical. Public
policies must take into account the behavior of individuals. There is no reason why
public policies that address biases in individuals' behavior correctly and within the
framework of certain principles should not be successful. For example, a lack of self-
control represents an important cognitive bias. Individuals tend to procrastinate. Many
studies emphasize that well-designed savings plans prevent individuals from lacking
willpower. What is important here is to first identify the underlying reasons why
individuals do not save and then design public policies to take into account the reasons
for their inaction.

Expert 4: I do not understand this question.

Expert 1 believes public policy should incorporate cognitive biases and heuristics
that people employ while making decisions. He demonstrates OECD-Israeli and
Latvian partnerships as examples. These collaborations have improved policy effect
using behavioral science and economics. The expert cites examples of behaviorally-

informed instruments used alongside regulatory, fiscal, and investment strategies to
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address climate change beliefs, traffic congestion, and housing affordability. Cognitive
biases improve policy efficacy.

Expert 2 appreciates that human conduct is not purely rational. In policy design,
he stresses social, emotional, and cognitive factors. The expert warns against
overestimating cognitive bias catalogs' explanatory effectiveness. Cognitive biases can
help explain behavior, but they may not be enough.

Expert 3 emphasizes the necessity for strategies to account for cognitive biases'
variety in human behavior. Asymmetrical people may not benefit from symmetrical
policies. The expert stresses building strategies that handle cognitive biases
appropriately and within certain concepts. Examples are the lack of self-control bias
and how well-designed savings programs may overcome procrastination and
willpower.

Experts believe that cognitive biases and heuristics used in decision-making might

benefit public policy. Expert 1 gives instances of successful behavioral science-policy
integration. Expert 2 emphasizes the importance of emotional and cognitive factors in
policy creation and warns against overestimating cognitive biases. Expert 3
emphasizes the necessity of addressing people' behavioral preferences and suggests
that well-designed rules may offset cognitive biases. If human behavior is properly
analyzed, cognitive biases can improve public policy formulation.
Question 10: In his book, The manipulation of choice: ethics and libertarian
paternalism, White argues that nudge is unethical (White, 2013, p. 81). Do you think
that libertarian paternalist policies, in general, interfere with the free will of humans?
Expert 1: As an experimental approach, the use of behaviorally informed techniques
for policy making might have ethical implications that need to be addressed. See
OECD (2019), Tools and Ethics for Applied Behavioral Insights: The BASIC Toolkit,
OECD Publishing, Paris, https://doi.org/10.1787/9ea76a8f-en

Expert 2: We should consider the ethics of nudging and address the critiques on
manipulation and paternalism. Nevertheless, in my own experience little nudge tweaks
like simplifying information or adding a social norm to a government communication
channel rarely interferes with (perceived) autonomy of citizens. It would be an
interesting future path of research to examine if nudges can be simultaneously

transparent and effective.

186


https://doi.org/10.1787/9ea76a8f-en

Expert 3: Pioneering behavioral economists such as Kahneman and Thaler see
libertarian paternalism as one of the most important principles of nudging. This
principle implies that individuals’ free will should not be interfered with. Nudging
practices should not only be simple, easy to understand and cost-effective, but should
also respect this principle. Nudging does not prohibit any choice. Public policies are
directive rather than interventionist. Ultimately, individuals are free to choose.
However, the important issue here is whether policymakers have a work ethic.
Evidence is needed to produce nudging as a policy. As long as policymakers design
policies based on evidence and with a scientific and ethical basis, there will be no
problem.

Expert 4: Nudges must be used in a transparent way, then there is no problem.

According to Expert 1, using behaviorally informed methods for policymaking,
especially nudge, has ethical consequences. An OECD article discusses applied
behavioral insights tools and ethics. The expert advises policymakers to evaluate the
ethical implications of these experimental methods.

Expert 2 recognizes the relevance of nudging ethics and addressing manipulation
and paternalism concerns. Experienced experts offer a nuanced view.
He concludes that tiny nudge changes like clarifying information or adding social
norms into government communications seldom affect people' perceived autonomy.
The expert proposes studying nudges' transparency and efficacy.

Expert 3 posits that Libertarian paternalism is endorsed by behavioral economists
like Kahneman and Thaler. This idea underlines that nudging shouldn't violate free
will. This theory holds that nudging helps decisions without restricting them. Nudging
respects people' autonomy while attaining governmental goals, according to the expert.

Expert 4 believes that transparency in nudges is crucial. She believes that nudges
can be used ethically if they are clear and transparent.

Experts recognize nudging's ethical implications and its influence on autonomy.
Ethical issues are crucial, although opinions on free will interference differ. Expert 1
emphasizes ethics and provides resources. Expert 2 advises that tiny nudge changes
seldom violate perceived autonomy. Expert 3 associates nudging with libertarian
paternalism because it respects options while directing behavior. Expert 4 emphasizes

transparency to reduce ethical problems. The agreement is that ethical concerns are
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important, and that nudging is ethical if it is transparent, evidence-based, and respects

human autonomy.

4.4. Analysis of the Delphi First Round

In question 1, experts say public policy has increasingly used behavioral insights
since 2002. Behavioral insights improve knowledge, policy acceptability,
measurement, and effect evaluation. Aligning experimental techniques with policy
cycles and obtaining expertise are obstacles. The future direction of behavioral insights
is uncertain but hope about influence outside the economy and worry about the nudge
strategy's declining momentum are shared.

In question 2, since 2002, behavioral economics has grown in public policy,
according to experts. Some think nudging is peaking, while others think it's declining.
Despite disagreements on its direction and future, behavioral economics is relevant
across policy fields.

In question 3, experts agree that behavioral insights can improve performance if
willpower is lacking. Saving more, organ donation, tax compliance, and energy
conservation are examples. For permanent, large-scale behavioral change, experts
recommend a holistic strategy that integrates conventional and behavioral tools.

In question 4, according to experts behavioral insights include behavioral
economics since it is a broader term. Behavioral insights apply cognitive science to
policy formulation beyond economic behavior. Behavioral insights may be used in
many policy situations.

In question 5, experts say the nudging strategy has worked and failed to reduce
COVID-19 hazards. Nudges can influence behavior, but experts recommend
combining policy tools for maximum impact. The agreement is that nudges are useful
but must be integrated into larger initiatives.

In question 6, experts believe that nudge policy failures should be addressed.
Failures teach and improve policy. Experts acknowledge the possible negative
influence on the nudge movement but emphasize the significance of examining

failures to alter public policy behavioralism.
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In question 7, nudges can reduce COVID-19 pandemic risks, according to experts.
They underline the success of nudging hand cleanliness, mask wearing, and
immunization. Nudges may have been more successful if applied earlier.

In question 8, nudging has failed in Sweden and the UK during the COVID-19
epidemic, according to experts. They consider policy failures as learning opportunities
and highlight the necessity to integrate policy tools for effectiveness.

In question 9, cognitive biases and heuristics can improve public policy
approaches, according to consensus. Cognitive bias catalogues can explain human
behavior, but experts warn against overestimating their impact. Practical examples
show how cognitive bias-aware policies might succeed.

In question 10, experts stress nudge ethics and libertarian paternalism. Nudging
has ethical consequences, although opinions differ on how much it affects free choice.
Transparent, evidence-based policy design reduces ethical problems, according to the
agreement.

These results show the range of expert viewpoints as well as similar themes
including behavioral insights, the necessity for a combined strategy (behavioral and
traditional approach), transparency and ethics, and the influence of failures on policy

trajectories.

4.5. The Second Round of the Delphi Study

Based on the responses that the experts gave for the answers, the second round of
questionnaire was created. The questionnaire and the answers of the experts in the
second round are presented as follows:

Question 1: In your opinion, which areas of public policy benefit the most from
implementing behavioral insights into public policies?

Expert 1: Primarily those areas where cognitive biases can affect the take up and
response of beneficiaries.

Expert 2: My top 3 would be: environment, taxes and administrative procedures,
healthy food. Most meta-analyses and quantitative reviews in these specific policy
domains have shown medium effect sizes.

Expert 3: Although it is applied in many areas from education to employment, energy

to health, I think environmental issues and finance are the most important ones.
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Expert 4: Health, finances

Expert 1 highlights that behavioral insights are particularly important in public
policy domains where cognitive biases might greatly effect beneficiary responses. The
expert recommends using these findings when cognitive biases may hamper policy
intervention uptake and reaction. Behavioral insights may overcome these biases and
build regulations that match people's behavior.

Expert 2 lists three public policy sectors where behavioral insights have great
promise. They prioritize ecology, taxes and administrative procedures, and healthy
eating. Meta-analyses and quantitative reviews with medium impact sizes in certain
policy domains seem to have influenced the expert's recommendations. This proposes
using data to find places where behavioral insights might make a big difference.

Expert 3 says that environmental policy and finance benefit most from behavioral
understanding. Behavioral insights are applicable across industries, but he emphasizes
these two aspects as the most significant. Behavioral economics' potential to improve
environmental conservation and financial decision-making is growing.

Expert 4 concisely lists health and money as the public policy areas most likely to
gain from behavioral insights. Human behavior and decision-making influence results
in these two realms. This expert's answer shows how behavioral insights may enhance
health and money.

The comments show that experts see possibilities in many policy areas, especially
those where cognitive biases, environmental challenges, financial decisions, and
health habits influence policy results. Behavioral discoveries are transdisciplinary and
can benefit public policy.

Environment: Experts 2 and 3 agree that environmental challenges are ideal for
behavioral insights. They know that connecting policy with behavior may promote
sustainable practices and environmental conservation.

Finance: Experts 3 and 4 recommend applying behavioral insights to finance. This
consensus shows that behavioral economics may enhance financial decision-making
and promote responsible financial conduct.

Health: Experts 3 and 4 believe that behavioral insights are important in health. This
agreement recognizes that behavioral biases affect health decisions and that

customized treatments can improve outcomes. Expert 2 recommends behavioral
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insights towards nutritious food. Behavioral economics is being used to encourage
better diets.

Experts agree behavioral insights can improve these disciplines. These common
themes demonstrate behavioral insights' adaptability and broad relevance in public
policymaking.

Question 2: In the context of public policymaking, which specific cognitive biases
and heuristics do you consider particularly relevant and suitable? Are there distinct
categories or divisions among these biases and heuristics that policymakers should be
aware of when designing effective policies?

Expert 1: It depends on the policy areas - see a recent blog and policy brief we
published with some examples of linking cognitive biases to policy interventions
aimed at encouraging energy efficiency
https://oecdecoscope.blog/2023/04/17/confronting-the-energy-crisis-changing-
behaviours-to-reduce-energy-consumption/

Expert 2: My top 3 again would be: status quo bias, present bias (hyperbolic
discounting) and negativity bias. For status quo bias and present bias government can
take into account inertia motives of citizens and can harness defaults, changes in the
physical environment and information simplification to significantly stimulate
citizens' behavioral change. I consider negativity bias and confirmation bias a distinct
category which is more related to ideas, emotions and values and might be more
challenging to tackle.

Expert 3: We know that individuals tend to postpone their decisions, especially due
to hyperbolic discounting. Present-bias is also an important cognitive bias in this sense.
Loss aversion is also a frequently encountered cognitive bias. Apart from these, there
are also important cognitive biases such as the bandwagon effect, lack of self-control,
and status quo bias. In my opinion, default effect, anchoring effect, framing effect are
among the most important methods to combat these biases. Although there is no clear
class distinction between these methods, a distinction can be made according to the
areas in which they are frequently used. For example, individuals often tend to
procrastinate and act biased today when making decisions about their health. In
savings decisions, on the other hand, they tend to be loss averse. For example, the

default effect is used in organ donation or savings decisions. The framing effect is also
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frequently used in statistical presentations about health. Nevertheless, they are not
clearly categorized.
Expert 4: Present bias, social norms.

Expert 1 states that cognitive biases and heuristics' relevance and applicability
depend on policy topics.

Expert 2 recommends three cognitive biases for policymaking: status quo bias,
present bias (hyperbolic discounting), and negativity bias. He stresses that defaults,
environmental adjustments, and information simplicity may harness these biases to
affect behavior. They also distinguish negative bias from confirmation bias,
emphasizing their emotional and moral aspects.

Expert 3 emphasizes three cognitive biases—hyperbolic discounting, present bias,
and loss aversion—in policymaking. The bandwagon effect, lack of self-control, and
status quo bias also contribute. The expert proposes using the default effect, anchoring
effect, and framing effect to overcome these biases. While classification isn't clear-cut,
they indicate that the places where these biases are commonly encountered might
inform strategy selection.

Expert 4 posits that present bias and social norms are key cognitive biases for
public policymaking. This brief response emphasizes how people's preference for
quick benefits can affect policy results.

The experts' replies emphasize many cognitive biases and heuristics for efficient
policymaking:

Present Bias (Hyperbolic Discounting): People prefer immediate incentives over
long-term advantages, making this bias a major policy design element. Experts 2—4
emphasize this.

Status quo bias: Experts 2 and 3 identified this prejudice as a tendency to stay the
same until persuaded to change. This bias can help policymakers influence behavior.

The experts recognize the difficulty of defining these biases and heuristics, but
they agree that effective policies must address them. This range of opinions highlights
the complexity of cognitive biases and the necessity for specialized methods that match
target population behavior.

Question 3: How can policymakers ensure that behavioral interventions are integrated

in a way that complements, rather than replaces, traditional policy tools?
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Expert 1: Strengthen the use of data and evidence (including experimental evidence)
throughout the policy cycle - on this, not specific on behaviour but related to use of
evidence for economic development policy, see an OECD report we just published
https://www.oecd.org/economy/surveys/Italy-boosting-evidence-based-policy-
making-for-economic-development-report-2023.pdf

Expert 2: First of all, policy makers should be aware of the pearls and perils of
behavioral interventions. These are not silver bullets and should be compounded and
complemented with traditional policy tools. Behavioral intervention is just one extra
tool in the toolbox of governments, alongside sticks, carrots and sermons. In reality,
most policy makers already consider and implement policy instrument mixes.
Behavioral interventions could be combined with a behavioral lens, a way of looking
at policy problems and solutions, which not only focuses on nudges.

Expert 3: Behavioral policy tools are already unlikely to replace traditional tools, at
least in the near future. It is more appropriate in every sense that they are designed to
complement them. The most important point to be considered here is that the goals
and objectives of the two policy instruments should not contradict and should be in
coordination.

Expert 4: By creating interdisciplinary projects.

Expert 1 stresses the necessity of using data and evidence, especially experimental
research, throughout policymaking. Although not focused on behavior, he argues this
method can promote economic development policies. He also cites an OECD paper on
evidence-based economic development policies. This perspective emphasizes the use
of evidence and data-driven techniques to link behavioral therapies with policy
instruments.

Expert 2 stresses the need of policymakers understanding behavioral intervention
limits and advantages. He emphasizes that behavioral treatments should be used as
additional government policy tools, not as solo answers. The expert recommends using
nudges, incentives, laws, and communication tactics to solve difficult policy problems.

Expert 3 says behavioral policy tools won't replace traditional methods soon. He
emphasises building behavioral treatments to complement rather than replace
established techniques. The expert stresses the need of coordinating behavioral

treatments with conventional techniques to achieve policy goals.
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Expert 4 recommends merging behavioral method with standard policy
instruments interdisciplinaryly. Interdisciplinary initiatives allow policymakers to
collaborate with experts from diverse domains to create and implement successful
interventions that combine behavioral insights and traditional policy techniques.

Expert 2 and 3 believe that behavioral methods standalone is not sufficient to solve
difficult policy issues. Therefore, behavioral methods should be a complementary
method to traditional public policy instruments such as laws, incentives and
regulations. Experts agree that behavioral treatments should be included within a
policy framework that incorporates traditional techniques. This strategy maximizes
policy effectiveness by combining behavioral insights and existing policy
methodologies.

Question 4: Do you think that the use of behavioral insights in public policy is more
or less effective in achieving long-term behavioral change compared to traditional
approaches? Why?

Expert 1: Behavioural insights is one of the tools and their effectiveness depends on
how it interacts with other instruments.

Expert 2: I think stand-alone behavioral interventions are not sufficient to achieve
structural long-term behavioral change (maybe with the exception of the default).
Again, packaging and compounding behavioral and traditional policy instruments is
more promising.

Expert 3: Changing the cognitive biases of individuals is not easy and I think it is a
long-term task. Ultimately, it is not an individual's behavior that needs to change, but
a collective behavior change. Here it matters whether behavioral policies reach all
individuals and whether individuals really want to change their behavior. In addition,
political wisdom is often short-term thinking, but behavioral policy is considered to be
a long-term process, from its design to its implementation and then to the achievement
of its outcomes. When all the conditions come together, long-term impact is possible.
However, if most individuals do not want to change, if policies are not effective or do
not reach every individual, or if policymakers prefer short-term populist policies to
behavioral policies, this effect is likely to diminish.

Expert 4: More effective, interventions that are implemented are tested in advanced

in the field.
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Expert 1 emphasizes that behavioral insights work well with other policy tools.
He stresses that behavioral insights are one of many tools, and their effectiveness in
long-term behavioral change depends on their integration with other methods.

Except for default settings, Expert 2 believes that stand-alone behavioral
treatments may not be enough to modify behavior long-term. He suggests integrating
behavioral treatments with established policy tools to achieve enduring change.

Expert 3 recognizes that overcoming cognitive biases and long-term behavior is
difficult. He stresses the communal character of behavior change and elements
including policy reach, individual desire to change, and policy alignment with long-
term goals. Moreover, he also emphasizes that since politicians may have short term
political thinking ant this may conflict with long-term changes of public policies.

According to Expert 4, behavioral approach brings better results than traditional
approach in terms of long-term behavioral change. This can be achieved via
experimental testing which is a reliable source in terms of scientific perspective.

Experts 1 and 2 seem to be in agreement with the fact that long term change can
be achived with the integration of behavioral and traditional approaches. In contrary,
Expert 4 believes that behavioral method is more effective than traditional approach
in this manner. Though experts disagree on whether behavioral insights are more or
less effective than traditional approaches in achieving long-term behavioral change,
their responses emphasize the importance of a comprehensive strategy, behavioral
change challenges, and the role of empirical evidence in policymaking.

Question 5: Do you think are there any potential negative consequences of relying too
heavily on behavioral interventions in public policy? If so, what are they and how can
they be avoided?

Expert 1: The greatest risk is that it remains a "nice experiment" - it's key that it's
mainstreamed.

Expert 2: [ think the recent debate on I-frames versus S-frames, initiated by Chater
and Loewenstein is relevant. Behavioral interventions give a lot of responsibility to
individual consumers and citizens, while business and government should also take
responsibility in providing system solutions (such as green energy infrastructure,

carbon taxes, etc.)
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Expert 3: Behavioral interventions are still very new, and their possible effects are
uncertain. Therefore, it would be wrong to replace public policies entirely with
behavioral practices. It would be possible to achieve more beneficial results if
behavioral public policies are implemented as an alternative to traditional policies.
Because it will be possible to abandon these policies or replace them with another
policy when necessary.

Expert 4: Forgeting hard measures (law, tax) can be considered as potential negative
consequences.

Expert 1 warns that behavioral treatments may stay experimental rather than fully
integrated into policy. He stresses the significance of mainstreaming behavioral
treatments to avoid labeling them nice experiments.

Expert 2 highlights the argument between I-frames and S-frames. He thinks that
depending mainly on behavioral treatments may impose too much responsibility on
customers and people, displacing structural solutions from enterprises and
governments. He favors a balanced approach with individual and systemic initiatives.

Expert 3 posits that due to their novelty, behavioral treatments' effects are
unknown. He advises against substituting policies with behavioral approaches.
Instead, he suggests using behavioral treatments as alternatives or complements to
established policies to allow for policy changes.

Expert 4 posits that neglecting rules and taxes might have harmful effects due to
relying too heavily on behavioral approach rather than harder measures. Using
behavioral therapies too much may lead to neglecting more effective coercive or
regulatory approaches.

The experts agree that overusing behavioral treatments in public policy might
have harmful effects. There is unanimity that behavioral treatments risk staying
experimental or peripheral if not incorporated into mainstream policy, emphasizing
their necessity for wider acceptance. Experts also advise avoiding overburdening
individuals with change responsibilities and recommend a balanced strategy that
blends individual-focused and systemic approaches. Experts recommend
supplementing traditional policies with behavioral treatments to provide flexibility due

to their unclear impact. Finally, prioritizing behavioral treatments may lead to
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oversight of laws and taxes. To reduce negative effects, a well-rounded plan with a
combination of tactics and policies is agreed upon.

Question 6: In your view, what role should behavioral scientists play in the
policymaking process? Should they be more involved in the design and
implementation of policies, or should they be primarily consulted for their expertise?
Could you explain?

Expert 1: It depends on the policy and the administrative context - it's important to be
aware of the behavioural dimension and for these behavioural scientists can help- on
this see the very useful reflections of Pete Lunn on the COVID response:
https://doi1.org/10.1007/s11299-021-00275-3.

Expert 2: If behavioral experts want to establish behavioral insights and interventions
within the policy making process they should immerse into the practices, so behavioral
experts as public officials and insiders. Simultaneously government can also rely on
the ad hoc expertise of academics, outside government. The answer is a bit of both
worlds.

Expert 3: Behavioral scientists must play an active role in the policy design process.
After all, the first step in behavioral policy design is to clearly identify individual
behaviors and then to address deficiencies or exploit gaps in those behaviors (in a way
that it will be beneficial for them). For policy design to be appropriate and effective,
this first step, namely the foundation, needs to be solid. Misidentification of
individuals leads to misdesigns, misimplementation and unintended consequences.
Expert 4: They should be consulted.

Expert 1 says that behavioral scientists' influence in policymaking depends on the
policy and administrative framework. He stress the behavioral factor in policy and
behavioral scientists' useful insights. The expert cites a COVID-19 answer source to
support their claim. Expert 2 proposes that behavioral specialists participate in
policymaking as public officials or insiders. Academic specialists can also provide
outsider insights to governments. He recommends a balance of government behavioral
scientists and consulting experts. Expert 3 stresses behavioral scientists' active
engagement in policy creation. He emphasizes identifying individual habits and

resolving gaps or shortcomings. As misidentification can lead to ineffective policies
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and unforeseen outcomes, policy design must be solid. Expert 4 recommends
consulting behavioral scientists for policymaking.

The experts' views on behavioral scientists' policymaking roles differ. Behavioral
scientists' engagement should depend on the policy's context and character,
notwithstanding disagreements. Expert 1 emphasizes the behavioral dimension of
policies and says behavioral scientists might give significant insights. Expert 2
suggests behavioral specialists work inside government while academic experts
consult externally. Expert 3 stresses the need of behavioral scientists in policy creation,
especially in precisely defining behaviors for a sound basis. Expert 4 prefers their
knowledge to be consulted in policymaking. A shared agreement recognizes
behavioral scientists' contributions and considers their ideal amount of engagement
based on the policymaking environment.

Question 7: Based on your research, what specific factors have contributed to the
increasing interest and adoption of behavioral economics in public policy?
Furthermore, do you anticipate any concerns regarding the longevity or sustainability
of behavioral economics in public policy? How do you envision the future
implementation of behavioral economics in public policies?

Expert 1: The role of the financial crisis has probably played an important role (see
the analysis presented in the OECD report Behavioural Insights and Public Policy:
Lessons from around the world). The longevity will probably depend on the extent to
which is well integrated with other instruments (the right incentives for instance) or
remains a mostly theorical approach (including institutionally and whether "nudge
units" are mainstreamed into the work of the public administration).

Expert 2: Undeniably the idea of nudge has been a catalyst for the rise of behavioral
insights in the policy process. However, I think it is very challenging to embed and
institutionalize new policy approaches (public sector innovation) in a structural way,
without a clear political and administrative mandate with sufficient and recurrent
budget. New policy initiatives are up against existing policy structures, cultures and
practices, which can be reluctant and defensive.

Expert 3: I think that the Global Financial Crisis, climate change and global warming,
Covid-19 are the most important reasons for this increasing interest. I think that with

the increasing population and changing world, such negativities will increase and
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therefore the world's interest in behavioral policies will increase even more in the
coming periods. I think that units such as behavioral insight teams or policy
implementation departments that have started to be established in countries will be
replaced by more professional and more effective institutions such as ministries.
Expert 4: Metaanalysis provided the proof, that BI works. I hope that in the future BI
teams will be available to all administrative bodies.

Expert 1 credits the financial crisis for public policy's increased interest in
behavioral economics. An OECD analysis relates the financial crisis to this surge. He
also says that behavioral economics' durability in public policy would depend on its
integration with other tools and mainstreaming in the public administration.

Expert 2 credits nudge for increasing policymakers attention to behavioral
insights. He stresses the importance of political and administrative support and specific
funding for sustainable adoption of innovative policy approaches within current
organizations.

Expert 3 says the Global Financial Crisis, climate change, global warming, and
COVID-19 pandemic have sparked public policy interest in behavioral economics. As
these issues grow, he expects behavioral regulations to become more popular.
Behavior insight teams and policy implementation divisions will become more
professional and successful, he expects.

Metaanalyses show that behavioral insights in public policy work, according to
Expert 4. She hopes all administrative entities would have access to behavioral insight
teams.

The experts agree on what has driven behavioral economics' acceptance in public
policy. The financial crisis, climate change, global warming, and COVID-19 pandemic
drove this trend. Additionally, the nudge notion is credited with boosting interest in
behavioral insights. Behavioral economics in public policy specialists expect slightly
different durability and sustainability. Expert 1 stresses integration and mainstreaming,
whereas Expert 2 emphasizes the difficulties of embedding new techniques in current
systems. Expert 3 sees behavioral policies becoming more important owing to global
issues. Expert 4, based on evidence, expects administrative behavioral insight teams
to be more accessible. Global issues and behavioral insights' practicality are driving

behavioral economics in public policy, according to most.

199



Question 8: What is the significance of learning from failures in behavioral economics
implementation to public policies? Could you explain?

Expert 1: Learning from failures is important for any policy - don't see it as limited to
behaviourally-informed interventions.

Expert 2: In line with my previous answer: behavioral insights are a form of policy
innovation and from that perspective policy learning with both failed and successful
experiments is key.

Expert 3: Systematic is important here. The design of behavioral public policies
should be a step-by-step process. Failures are bound to occur. What is important here
is which step leads to the failure. For example, if policies do not mobilize individuals,
one can go back to the first step of the design: identifying cognitive biases. Which bias
of individuals is being interfered with? How compatible is the objective with the
implementation? In other words, does this policy serve the right purpose?
Professionals from many fields are needed to discuss and evaluate such shortcomings
or inaccuracies. It may then be easier to learn from failures.

Expert 4: No answer to this question.

Expert 1 emphasizes that every policy must learn from failures, not only
behaviorally-informed ones. He considers failure analysis essential to policymaking.
Based on their earlier comment, Expert 2 considers behavioral insights policy
innovation. Failure analysis is crucial to policy learning from both successful and
unsuccessful trials. Systematic failure analysis is stressed by Expert 3. The need of
tracing back behavioral public policy formulation phases to detect shortcomings is
stressed. Learning to identify cognitive biases and evaluate the policy's goals is vital,
he says.

The experts agree that learning from failures is crucial for applying behavioral
economics into public policies. Expert 1 says failure analysis applies generally to
policies, whereas Expert 2 says behavioral insights are a type of policy innovation,
emphasizing the importance of failure analysis in policy learning. Expert 3
recommends a step-by-step failure analysis of policy formulation and execution to
identify areas for improvement. Expert 4's absence allows for a broad consensus,
highlighting the consensus that learning from mistakes is essential for improving

behavioral economics in public policy.
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Question 9: How can policymakers strike a balance between using nudges to
encourage desirable behaviors and respecting individuals' autonomy and decision-
making abilities?

Expert 1: The same balance policy makers have to strike for any policy (I can hardly
think of a policy that does not try to impact behaviour) - ethical considerations need to
always be in the mind of policy makers (and for that reason there codes of conduct and
experimental protocols).

Expert 2: Recent studies show that nudges can be both transparent and effective. This
might mitigate the risks and critiques in regard with autonomy and manipulation.
Expert 3: The rules of nudging are simple: it must be easy, simple and low-cost. It
should also follow a liberal paternalistic approach. That is, the state should guide, not
coerce, but the individual should make the decision. As long as it is directed towards
the good and the right, there will be no problem. However, this good and right is good
and right according to whom and for whom is also important. Ultimately, behavioral
policy should produce outcomes for the benefit of the individual and society, not the
political structure. Therefore, laws, prohibitions and coercions are phenomena to be
avoided in this process.

Expert 4: With informed consent.

Expert 1 highlights that policymakers must balance nudges and individual
autonomy like any other policy measure. Policies should follow codes of conduct and
experimental methods for ethical reasons. Expert 2 says that nudges can balance
transparency and efficacy, citing recent studies. He notes that this balanced approach
may reduce autonomy and manipulation problems. Expert 3 says nudging should be
straightforward, simple, and low-cost with a liberal paternalistic attitude. He stress that
behavioral policies should help people make good decisions without compulsion to

benefit society and the individual. Expert 4 says informed consent can strike a balance.

The experts agree on how politicians might balance nudges to encourage good
behavior while protecting human choice. Expert 1 emphasizes ethics and protocol,
similar to policy interventions. Expert 2 discusses current research that show nudges
may be transparent and effective, reducing autonomy and manipulation concerns.
Expert 3 recommends nudging because its simplicity, cheap cost, and liberal
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paternalistic approach create a balanced policy framework that helps people without
force. Expert 4's emphasis on informed consent supports the consensus that
transparency and individual agency are essential to this balance.

Question 10: Considering the challenges, advantages, and ethical considerations
associated with behavioral public policies, do you believe they should still be applied
to public policies? Please provide your perspective and reasoning based on your
expertise.

Expert 1: Yes, as one of the tools that policy makers have whenever cognitive biases
are involved.

Expert 2: There is definitely a place for behavioral sciences in the policy making
process, both for analyzing and solving policy problems. One should downplay over-
optimism and high expectations (no sliver bullets), but emphasize the role behavioral
interventions can play, the same way and combined with more traditional tools, such
as economic, legal and communication instruments. Citizens' behavior will be crucial
in most of the wicked problems ahead such as energy use, biodiversity challenges,
health and misinformation.

Expert 3: There is nothing wrong with this as long as an ethical approach is taken into
account in behavioral policy design. The ethical rules are clearly laid down by
behavioral scientists and economists. The advantages of a behavioral policy design are
likely to far outweigh the disadvantages. This is why behavioral policies should be
implemented as an alternative for now and should continue to be shaped by the needs

of society in the subsequent years.

Expert 4: Yes, because based on informed consent etc. working measures can be
implemented. Expert 1 believes behavioral public policies should be used by
policymakers, especially when cognitive biases are present. Expert 2 believes
behavioral sciences may inform policymaking. His balanced approach recognizes that
behavioral treatments should not be overhyped but should be used alongside economic,
legal, and communication strategies. The expert emphasises behavioral approaches for
complicated issues including energy usage, biodiversity, health, and disinformation.
Expert 3 supports behavioral public policies but stresses their ethical design. He

believes behavioral scientists and economists' ethical standards should drive
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policymaking. The expert feels that behavioral policy design has many benefits and
should be used as an alternative while adapting to society's changing demands. Expert
4 strongly favors behavioral public policy, emphasizing informed consent. The experts
agree that behavioral insights should be applied to public policies. When cognitive
biases occur, Expert 1 says these regulations are useful. Expert 2 stresses that while
optimism should be moderated, behavioral treatments can complement conventional
techniques, especially in complicated circumstances. Expert 3 emphasizes ethical
policy design and feels behavioral policies' benefits outweigh their drawbacks,
justifying their ongoing use. Expert 4 agrees with the agreement that informed consent

and sufficient measures make these policies successful.

4.6. Analysis of the Delphi Second Round

Question 1 identified domains benefiting from behavioral insights. The experts
discussed environment, taxes, administrative processes, health, and finance, but they
all agreed that cognitive biases play a major part in them, making them appropriate for
behavioral treatments.

Question 2 examined policymaking cognitive biases and heuristics. Although
different perspectives developed on other biases, status quo bias, present bias, and loss
aversion were all considered important.

Experts discussed merging behavioral treatments with established techniques in
Question 3. Their viewpoints stressed ethics, coordination, evidence-based techniques,
multidisciplinary collaboration, and balancing both approaches.

Question 4 examined whether behavioral treatments or conventional techniques
achieve long-term behavioral change. Integrating behavioral treatments with
conventional methods maximizes effectiveness, according to consensus. Experts also
noted that permanent change requires individual behavior, governmental backing, and
empirical data.

Question 5 examined the risks of overusing behavioral treatments. Experts advised
against using them alone, stressing systemic solutions, ethical execution, and

balancing nudges and hard measures.
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Question 6 addressed behavioral scientists' policymaking roles. Behavioral
scientists should actively participate, consult, or do both, according to experts. The
agreement stressed the need of behavioral competence in policy creation and
implementation.

Question 7 examined public policy motivations for behavioral economics.
Sustainability and institutional support were mentioned with crises, global issues, and
empirical support. The agreement stressed combining behavioral economics with other
approaches and achieving institutional support.

Question 8 stressed learning from behavioral economics implementation mistakes.
Experts agreed that systematic and iterative failure knowledge is crucial. They stressed
the need of learning from both successful and unsuccessful initiatives to increase
policy innovation.

Nudges and autonomy were balanced in Question 9. This balance requires ethics,
openness, liberal paternalism, and informed consent, according to most.

Question 10 analyzed behavioral policies' ongoing applicability given difficulties,
benefits, and ethics. The agreement emphasized ethical frameworks and informed
consent in behavioral policies linked with traditional procedures.

To sum up, the experts’ consensus supports integrating behavioral ideas with
conventional techniques, including ethics, evidence-based approaches, and systematic
failure learning. The experts discussed the pros and cons of behavioral interventions
and the need for a balanced, ethical, and educated strategy to use behavioral economics

to shape public policy.

4.7. Discussion and Conclusion

Delphi study rounds 1 and 2 help explain the pros, cons, and promise of behavioral
insights in public policy. The experts' replies illuminated behavioral economics and
nudging tactics' efficacy, execution, and ethics in public policy.

According to both rounds of expert reviews, behavioral insights help public policy
formulation. The above factors include understanding behavioral issues and policy
interventions, facilitating economic reform acceptability and effectiveness, assessing
behavioral responses, and providing evidence-based solutions when alternative

approach fail. Behavioral insights can improve savings rates, organ donations, tax
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compliance, and energy conservation. These sectors typically present problems where
human willpower alone may fail. Policymakers must ensure that behavioral treatments
complement traditional policy instruments, not replace them. In policymaking,
behavioral interventions are useful for addressing cognitive biases that might affect
behavior. Adding behavioral insights to policy instruments may improve results.
Environmental challenges, taxes and administrative procedures, health, and finance
might benefit from behavioral treatments, say experts. The fields that experts
suggested seeming to match the fields that presented in the second chapter and third
subchapter of this study. Thus, raising saving rates falls under finance, organ donations
under health, energy conservation under environmental issues, and tax compliance
under taxation.

Incorporating behavioral insights into public policies has pros and cons. These
factors include the need to harmonize experimental methods with the policy cycle, the
need for specialized skills and expertise that may not be available in government
institutions, concerns about external validity and scalability, and the resource-intensive
nature of field experiments. The view of behavioral regulations as encroachments on
personal liberty may also deter governments from implementing them.

According to the experts, behavioral economics is not a passing trend, as experts
agree that behavioral economics has seen a steady rise in interest in recent years. The
Global Financial Crisis, increased use of behavioral insights in public policy,
recognition of the importance of individual behavior across diverse domains such as
the economy, health, and education, and global recognition of behavioral public
policies have all contributed to the growth. Expectations are high that behavioral
economics will shape public policy to address climate change and global warming.

Experts disagree on whether the world's approximately 200 behavioral insight
teams adequately represent the subject area. Experts disagree on the number's
relevance and its implications. Some experts say the number is important since it
shows the field's size. Experts predict a future increase in teams. However, these teams
are mostly assigned to developed countries. Thus, countries at different levels of
human and economic development must promote their establishment.

The experts concede that nudge implementations in Sweden and the UK during

the COVID-19 epidemic failed. They stress learning from failures and not dismissing
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them. Failures can impair behavioralism's public policy efficacy and image. Data on
where nudge approaches work and do not, can help policymakers make better
decisions. Too much reliance on behavioral approach may lead to experimentation,
overemphasizing human responsibility, ambiguity about their efficacy, and
disregarding hard measures. Policy learning and improvement need learning from
behavioral economics implementation mistakes in public policies.

According to experts, cognitive biases and heuristics used in decision-making can
help develop good public policy. Understanding and identifying these biases can help
create regulations that consider people's behavior and the root causes of their inaction
or poor decision-making. However, avoid overestimating these biases' explanatory
strength. Policymakers must understand and use relevant cognitive biases and
heuristics. The experts underline that cognitive biases and heuristics like status quo
bias, present bias, and loss aversion may be used to apply behavioral insights to public
policy implementation.

Nudging ethics and libertarian paternalism are debated by professionals. Experts
acknowledge the need to address manipulation and paternalism accusations, but they
also stress the need of ensuring that nudging approaches respect human autonomy and
choice. For ethical nudging policy implementation, transparency and evidence-based
design are essential. Policymakers must strike a balance between using nudges to
encourage good behavior and protecting people's autonomy and decision-making.
Ethics, openness, and informed consent are crucial to this procedure.

Behavioral scientists can serve as qualified advisers and involved insiders in
policymaking. Behavioral treatments' long-term success depends on their integration
with complementary methods and people' willingness to modify their behavior.
Despite obstacles and ethical concerns, behavioral public policies solve policy issues
and promote desirable behaviors, justifying their use.

The experts favor behavioral insights in public policy, but they stress the necessity
for careful integration, ethical concerns, openness, and a balanced approach that
respects human autonomy.

The Delphi study rounds showed a consensus on the benefits, drawbacks, and
prospective advancements of using behavioral insights in public policy. Although

there may be disagreements and interpretations, the collective patterns and
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concurrences add to this analysis's consensus. The consensus covers the domains of
public policy that benefit from behavioral insights, the cognitive biases and heuristics
relevant to policymaking, the combination of behavioral interventions with
conventional policy instruments, the enduring success of behavioral interventions,
potential negative consequences, the involvement of behavioral scientists in
policymaking, and the importance of drawing less. Further talks may not provide new
insights or examples. It is unlikely that such talks would reveal new ideas. Current
comments fully include experts' views on behavioral insights' benefits, drawbacks, and
prospects, as well as nudging in policy design and implementation. Another round of
debates would take time and resources, but the advantages may not be worth it. The
consensus supports this study, allowing the author to draw conclusions and draw
implications from the experts' observations in both rounds. Expert consensus in the
first round and validation in the second round may make additional inquiry
unnecessary. The second round of talks mostly confirmed the first round's agreement,
strengthening the experts' viewpoints without adding any new information. In
conclusion, the agreement and opinions cover the issue, hence additional rounds are

unnecessary.
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CONCLUSION

The research hypothesis presented in the introduction of the thesis posits that the
behavioral public policies are complementary methods to traditional public policies,
defined as policies 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.

The conducted research including secondary research, official document analysis,
historical analysis along with the opinions given by the experts in the Delphi research,
verified the hypothesis since it indicated a recommendation to use behavioral approach
with the traditional approach. The behavioral approach in public policy is perceived as
complementary to traditional public policy approach rather than a substitutive
approach. A combination of these two approaches is necessary for a policy to reach its
full potential.

The rise of behavioral economics was a response to traditional economics'
perceived lack of reality and overreliance on rational thought. Behavioral economics
uses psychology to make economic theory more realistic and comprehend human
behavior and decision-making. Mainstream economics emphasizes rational decision-
making, where people choose alternatives that maximize value. This view holds that
people are egotistical, insensitive, and immoral. Behavioral economics studies how
cognitive biases, emotions, and social norms affect economic decision-making.
Behavioral economics seeks to explain human behavior-related departures from
standard economic theory and their economic effects. The rational actor model in
traditional economics fails to reflect human behavior's complexity and variability.

Bounded rationality recognizes that situational context, temporal limits, and cognitive
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capability affect cognitive processes. Cognitive limits and work complexity can lead
to inefficient decision-making.

In the first chapter, the author discussed numerous rationality categories to help
readers understand rationality in economics and other social sciences. The goal was
also to determine the rationality type linked with bounded rationality in behavioral
economics and perfect rationality in neoclassical economics. According to research,
instrumental rationality is the core of neoclassical economics, embodying perfect
rationality. Procedural rationality is a crucial feature of rationality in behavioral
economics, leading to bounded rationality. This research examined rationality, which
distinguishes behavioral economics from neoclassical economics, to advance the
discipline. This analysis sought to understand human nature and cognitive processes,
especially the causes of irrational conduct in certain situations. Bounded rationality
suggests switching from substantive rationality to procedural rationality. This trend is
driven by experimental evidence showing human irrational behavior. Perfect
rationality is unachievable due to human nature and susceptibility to illogical forces
like emotions. In conclusion, rational models present how people should behave while
behavioral models present how people actually behave.

Behavioral public policies are not a passing trend, according to various convincing
explanations. Behavioral public policies have improved healthcare, education, and
retirement savings. Recent discoveries and expansion in the field show it is not a trend.
The discipline's expansion and discoveries show it is not a trend. Behavioral public
policies' effectiveness is due to its deep grasp of human psychology and behavior.
Behavioral public policies breakthroughs address core human nature that are unlikely
to change. Despite probable declines in particular research areas, multiple reasons
suggest that behavioral public policy will remain a significant and important subject
of study in the upcoming years.

Prospect theory illuminates cognitive biases and heuristics. Behavioral
economics' key discovery is loss aversion, the tendency to value avoiding losses over
benefits. This phenomenon may cause irrational thinking. Prospect Theory's empirical
data invalidates several Expected Utility Theory concepts, forcing economists and
policymakers to evaluate it. Expectation, asset integration, and risk aversion are key

to Expected Utility Theory. The expected utility of outcomes is the sum of expected

209



utilities. Asset integration evaluates a bet by mixing prospective outcomes with current
assets. Risk aversion states that people prefer assured outcomes over uncertain or risky
ones. Kahneman and Tversky found that certainty, reflection, and isolation
effects violated Expected Utility Theory. The certainty effect states that people favor
unrisky or certain outcomes. The reflection effect shows that framing findings as
gains or losses affects decision-making. The isolation effect happens when people pick
based on unique traits rather than total value. The value function of prospect theory
features an S-shaped curve, showing risk aversion for gains and risk-seeking for losses.
Compared to gaining, losing is twice as emotionally unpleasant.

The second part of this thesis describes the expanding application of behavioral
science in public policy and the organizations driving it. It also includes is behavioral
public policy history. This section emphasises academic centres, internal units, and
external units in behavioral science and their government and academia involvement.

The first section of the second chapter highlights behavioral economics,
behavioral insights, and nudging. Behavioral economics and insights research human
behavior and decision-making using economics, psychology, and neuroscience. A
nudge impacts behavior while preserving autonomy. Choice architecture is key to
successful nudges. The part also briefly discusses libertarian paternalistic ethics,
arguing that well-intentioned nudges are acceptable because individuals are already
subjected to bad ones.

Behavioral science's influence in public policy is highlighted in subchapter 2.
Governments, institutions, and NGOs worldwide use behavioral insights to solve
many problems. The World Bank and OECD have improved public program efficiency
via behavioral insights. Behavioral science is increasingly used in private and public
policymaking.

The second chapter and the second subchapter describe the growing use of
behavioral science in public policy and the organizations promoting and using it. It
also covers behavioral public policy history. This section concludes that the
importance of academic centers, internal units, and external units in behavioral science
and their engagement with government and academia. Behavioral insights in public
policy can improve decision-making, policy goals, and social welfare. Thanks to

behavioral economics and behavioral sciences, behavioral public policy is expected to
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make substantial progress in addressing complex policy challenges and promoting
positive social change.

The third portion of the second chapter discusses how framing and cognitive
biases affect people's cognitive processes and behavioral reactions to government
activities. Loss framing, a cognitive perspective that emphasizes losses over benefits,
might affect how people react. Public policy planners should strategically frame
initiatives to exploit people's loss aversion. This chapter includes examples of
behavioral economics-based governmental initiatives that worked in many fields. If
policymakers understand cognitive biases and heuristics, they may create evidence-
based policies and regularly evaluate their results.

The second chapter also includes two cognitive biases and heuristics, loss aversion
and mental accounting along with their experimentations and their application areas in
economics and several public policy areas: tax compliances, organ donations,
environmental issues, health, education, employment rates, retirement savings, voter
turnout and government aids. These areas consist of all cognitive biases and heuristics
mentioned in this study. Therefore, their application areas are presented above.
However, these two cognitive biases (loss aversion and mental accounting) represent
all of them due to their specific features. Hence, their experimentations were crucial,
and the author decided to present them.

Behavioral public policy can improve government projects by merging
psychology, economics, and neuroscience. The use of behavioral economics insights
in policymaking is growing globally, demonstrating its ability to handle complex social
concerns. Considering cognitive biases and heuristics with evidence-based techniques
can do this.

In the third chapter of'this study, the implementation process of behavioral insights
in public policy was analyzed along with its advantages, disadvantages and criticism.
MINDSPACE, EAST and BASIC formulas given to present policymakers some
formulas during a policymaking process. These formulas can assist policymakers for
creating effective public policy designs. Also, the cons of behavioral public policies
were presented. The long-term effects of interventions, repeated exposure effects,
proxy measures, behavioral spillovers and unintended consequences, cultural

variation, reverse impact, replication crisis, and methodological issues are all issues.
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The author believes that listing these concerns is not meant to deter policymakers but
to inform them of the challenges they must overcome before implementing measures.
The author values them as guidelines. Using behavioral insights in public policies
encourages positive behavioral change, positive spillover, makes the government a
behavioral government, scale interventions in larger samples, social diffusion, and
solve thorny problems. Behavioral insights in public policies show that policymakers
may use these possibilities to build treatments that better match people's real behaviors,
leading to higher success and a stronger evidence foundation.

Libertarian paternalism, often known as nudging, integrates libertarian and
paternalistic ideas to influence behavior while preserving human agency. Some worry
about its influence on personal freedom and its manipulation potential, even if it might
improve decision-making and society. Designing and applying nudges requires ethics,
transparency, and human preferences. Behavioral public policies are considered
manipulative because politicians may misuse them. Whether or not the author admits
it, this strategy is important and, when supplemented with traditional ways, may help
solve difficult issues like organ donation, retirement savings, and energy conservation.
However, these objections must be considered when creating and implementing
behavioral policies and assessing their effectiveness in resolving policy challenges.
Thus, policymakers must carefully consider behavioral public policies' ethical
consequences and protect personal autonomy throughout policy formation.

In the last chapter of this study, a Delphi research was conducted and presented.
The Delphi research consisted of two rounds and each round gave a comprehensive
ideas in behavioral public policies. The Delphi research suggests that present bias and
status quo biases are the most crucial cognitive biases and heuristics and they should
be considered in public policy formulations. Moreover, health, environmental issues
and finance related habits are the most important areas where behavioral insights can
be implemented to effective public policy designs. In the first round, the results show
the range of expert viewpoints as well as similar themes including behavioral insights,
the necessity for a combined strategy (behavioral and traditional approach),
transparency and ethics, and the influence of failures on policy trajectories. In the
second round, the experts’ consensus supports integrating behavioral ideas with

conventional techniques, including ethics, evidence-based approaches, and systematic
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failure learning. The experts discussed the pros and cons of behavioral interventions
and the need for a balanced, ethical, and educated strategy to use behavioral economics
to shape public policy.

The first findings of the Delphi study reveal a diverse array of expert
perspectives, along with recurring themes such as behavioral insights, the need of
adopting a comprehensive strategy that incorporates both behavioral and traditional
approaches, the significance of transparency and ethics, and the impact of policy
failures on their subsequent trajectories. In the subsequent round, the agreement among
experts favors the integration of behavioral concepts with traditional methodologies,
encompassing ethical considerations, evidence-based practices, and methodical
analysis of failures. The panel of experts engaged in a comprehensive analysis of the
advantages and disadvantages associated with behavioral interventions, while
emphasizing the imperative of adopting a well-rounded, morally sound, and informed
approach to employing behavioral economics in the formulation of public policy. The
Delphi research concludes that behavioral public policies should be applied although
it has critics and some challenges. The agreement emphasized ethical frameworks and
informed consent in behavioral public policies linked with traditional procedures.

The paradigm of behavioral public policy has become influential and diverse in
recent decades. Using behavioral economics and psychology, behavioral public
policies provide a compelling alternative to traditional policy formulation. This
method tries to improve policy efficacy by matching it with human decision-making
complexity. The overall conclusion suggests that behavioral public policies are
complementary method to traditional public policies. According to this statement, both
behavioral public policies and traditional public policies are crucial to design effective
public policies. Moreover, behavioral public policies are not a passing trend in the
discipline of political sciences. Behavioral public policies do not reject the traditional
public policies; however, it criticizes them regarding lack of realism since traditional
public policies consider humans as perfectly rational. On the other hand, behavioral
public policies offer a more realistic approach to human behavior and introduce
bounded rationality. This is crucial as individuals constitute the primary target group
for policymaking endeavors. Given the recent advancements in comprehending the

essence of human behavior, particularly with regards to the principle of rationality as
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expounded upon in the preceding chapter, it is imperative for policymakers to
incorporate this newfound understanding into the policymaking process. Behavioral
public policies offer systematic and evidence-based solutions to challenges in the
society. The main target of public policies is to establish a more accurate representation
of human behavior to develop more effective policy frameworks for politicians and
individuals. Therefore, this thesis presented behavioral public policies and their

derivations along with the historical and institutional approach to the topic.
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