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1. Could you briefly explain the basic concept of behavioral economics and how it differs from 
tradi�onal economics? 
 
Behavioral economics is a field that cri�ques tradi�onal economic assump�ons of ra�onality and 
self-interest. While tradi�onal economics posits that individuals have stable preferences and 
make op�mal choices, behavioral economics acknowledges that real-world behavior o�en 
deviates from these ideals due to factors like emo�ons, cogni�ve biases, and varying personal 
traits, such as self-control. 
Moreover, tradi�onal economics typically assumes individuals act purely out of self-interest, 
neglec�ng the importance of social considera�ons like fairness and altruism. In contrast, 
behavioral economics recognizes that people o�en care about the welfare of others and may 
make decisions that priori�ze equity, even at a personal cost. This field emphasizes the 
significance of social preferences, which are frequently overlooked in tradi�onal economic 
models. 
Behavioral economics relies heavily on experimental methods to gather data and enhance the 
founda�ons of economic theories. By incorpora�ng psychological insights, it illustrates how 
human decision-making is influenced by cogni�ve biases, emo�onal factors, and social contexts, 
leading to choices that diverge from ra�onal and predictable economic models. 
 
 
2. How does behavioral economics explain people's behavior paterns when faced with 
complex decisions? 
 
When faced with uncertainty or complex decisions, people are o�en unable to make the op�mal 
choices predicted by ra�onal choice theory. First because they are not able to make sense of a 
situa�on which is not familiar to them. Second because they have not the necessary amount of 
informa�on. Instead, they tend to rely on heuris�cs—simple rules of thumb or mental shortcuts 
that are based on or approximate decisions made in their past experiences. People also adjust 
their decisions by observing others, but not necessarily by applying formal probability theory or 
Bayesian reasoning. 
Addi�onally, individuals are subject to systema�c biases, commonly referred to as cogni�ve 
biases in behavioral economics. These biases can be understood as the product of evolu�onary 
processes or reinforced learning paterns, shaping how people interpret informa�on and make 
decisions. 
 
 
3. Could you give examples of some key concepts in behavioral economics, such as framing 
effects, anchoring effects, or loss aversion? 
 
Framing effects and anchoring effects are fundamental concepts in behavioral economics that 
demonstrate the impact of cogni�ve biases on decision-making. These biases are akin to visual 



illusions, revealing how percep�on-related phenomena, such as accessibility (Higgins, 1996), 
shape our understanding of various issues. They arise from the interac�on between intui�on 
and logical reasoning, as outlined in the dual process theory by Kahneman and Tversky known as 
Systems 1 & 2. They are shaped not only by personal experiences but also by cultural influences 
and evolu�onary factors. 
 

• Framing Effect: This concept highlights how the way informa�on is presented can 
influence choices. For example, when a treatment is described as having a "90% survival 
rate," it appears more atrac�ve than when it is framed as having a "10% mortality rate," 
even though both descrip�ons communicate the same probability. 

• Anchoring Effect: Individuals o�en depend on the first piece of informa�on they 
encounter as a benchmark for future decisions. An example is when a store adver�ses a 
product as "originally $100, now $60." Even if $60 is s�ll more than you were willing to 
pay at first, the ini�al $100 price anchors your percep�on, making the $60 acceptable. 
 

4. How does behavioral economics apply psychological principles to economic decision-
making? 
 
Behavioral economics combines psychological principles—such as emo�ons, intui�ve thinking, 
and social learning—with tradi�onal economic theory to provide a nuanced understanding of 
human decision-making. It shows that people o�en rely on mental shortcuts and are influenced 
by cogni�ve biases, leading to choices that deviate from the ra�onal, u�lity-maximizing behavior 
assumed in classical economics. 
A key focus of this field is how individuals manage risk and uncertainty, par�cularly through 
frameworks like prospect theory, developed by Daniel Kahneman and Amos Tversky. This theory 
reveals that people are more sensi�ve to losses than to equivalent gains, a phenomenon known 
as loss aversion.  
Addi�onally, behavioral economics emphasizes the role of emo�ons and intui�ve judgments—
termed System 1 thinking in Kahneman's dual-process theory—in economic decisions. Emo�ons 
such as fear and overconfidence can distort risk assessments, leading to poor choices in complex 
situa�ons. 
 
5. How important do you think the role of psychology is in behavioral economics? 
 
Psychology is essen�al to behavioral economics, par�cularly cogni�ve psychology, which studies 
how individuals process informa�on and make decisions that o�en diverge from classical 
economic assump�ons of ra�onal behavior. Key concepts like loss aversion, overconfidence, and 
heuris�cs have shaped our understanding of economic behavior. However, insights from social 
psychology—exploring social context, iden�ty, and self-engagement—are o�en underexplored 
and challenging to incorporate into economic models. 
Cogni�ve psychology aligns well with economic modeling by focusing on risk evalua�on and the 
dual processes of intui�ve versus deliberate reasoning, explaining devia�ons from ra�onality like 
present bias and framing effects. In contrast, social psychology introduces dimensions such as 
rela�onships, social norms, and group dynamics that significantly influence economic decisions. 



For instance, individuals may make financial choices to conform to social expecta�ons or signal 
status, indica�ng decisions are not made in isola�on. 
Self-engagement, or how iden�ty affects decision-making, is another important yet 
underexplored aspect. People may avoid certain financial behaviors to align with their self-
concept as "responsible" individuals, complica�ng their mo�va�ons. Integra�ng these social 
elements into economic models is challenging due to difficul�es in quan�fying factors like 
iden�ty and social influence, which vary across individuals and cultures. 
 
6. Could you talk about the experimental methods commonly used in behavioral economics 
research? 
 
Experimental methods play a crucial role in behavioral economics. Alvin Roth, a Nobel laureate 
in economics, outlines three main purposes of experimental economics: 

• Tes�ng theories: Experiments rigorously assess exis�ng theories by simula�ng real-world 
decision-making scenarios that involve uncertainty, social preferences, and cogni�ve 
biases. For example, experiments may mimic auc�ons to determine if par�cipants 
adhere to expected u�lity theory or deviate due to factors like loss aversion. 

• Informing policies: Experimental methods assist in shaping public policy by offering 
insights into the effects of various interven�ons. Alvin Roth likens this to "whispering in 
the prince’s ear." Researchers can simulate economic condi�ons to test poten�al policies, 
such as changes in taxa�on or welfare programs. 

• Collec�ng data and iden�fying behavioral regulari�es: This approach involves gathering 
data to iden�fy paterns in human behavior. It allows researchers to explore behaviors in 
controlled se�ngs to discover new trends or challenge exis�ng theories. For instance, 
early experiments highlighted the endowment effect, where individuals tend to 
overvalue items they own, revealing biases not addressed by tradi�onal models.  

 
 
7. How do experimental results help us beter understand economic behavior? 
 
Experimental findings significantly improve the understanding of economic behavior by allowing 
researchers to isolate specific decision-driving factors. This isola�on is par�cularly challenging in 
real-world observa�onal studies due to endogeneity issues, where explanatory variables are 
correlated with unobserved factors, complica�ng causal rela�onships. In contrast, experimental 
economics provides a controlled environment to address these challenges, offering several 
advantages over tradi�onal observa�onal methods: 

• Control over data and variables: Experimental economics enables researchers to 
manipulate one variable at a �me—such as ques�on framing, risk levels, or financial 
incen�ves—while keeping other factors constant. This allows for clearer analysis of how 
each variable influences decision-making, unlike tradi�onal methods, where external 
factors can confound results. 

• Causal inference: Randomiza�on is a key advantage of experimental economics. By 
randomly assigning par�cipants to different condi�ons, researchers can establish 
stronger causal rela�onships between variables and outcomes, ensuring that observed 



behavioral differences result from experimental manipula�on rather than external 
influences. This is par�cularly important since observa�onal studies o�en struggle to 
determine causality. 

• Replicability: The controlled nature of experiments enhances their replicability. Once 
designed, experiments can be repeated in various contexts to verify findings' reliability. 
This is essen�al in behavioral economics to confirm that observed biases, like loss 
aversion or anchoring, remain consistent across different environments, thereby 
strengthening the field's overall conclusions. 

 
8. What insights does behavioral economics offer for the formula�on of public policy? 
 
Behavioral economics provides important insights for public policy by considering how human 
psychology and cogni�ve biases influence decision-making. Unlike tradi�onal economic models 
that assume ra�onal choices, behavioral economics recognizes that emo�ons and biases o�en 
affect our decisions. This understanding allows policymakers to design more effec�ve 
interven�ons, including: 

• Nudging for beter decision-making: Introduced by Richard Thaler and Cass Sunstein, 
nudges are gentle prompts that help people make beter choices without limi�ng their 
freedom. For example, automa�cally enrolling employees in pension plans increases 
par�cipa�on by using the default op�on. 

• Framing and communica�on: The presenta�on of informa�on can greatly impact 
behavior. Posi�ve framing, such as sta�ng “90% of people are vaccinated against the flu,” 
can encourage more vaccina�ons compared to nega�ve framing. Effec�ve 
communica�on can improve public health campaigns and financial literacy. 

• Addressing cogni�ve biases: Behavioral economics iden�fies biases like overconfidence 
and loss aversion. Policies can counteract these biases, such as emphasizing penal�es for 
tax evasion to leverage loss aversion or providing simple informa�on to reduce 
confusion. 

• Encouraging long-term planning: Present bias can lead to poor long-term decisions, such 
as in saving for re�rement. Strategies like commitment devices that limit access to funds 
or offering immediate rewards for healthy choices can help individuals focus on long-
term benefits. 

• Targe�ng social norms and peer influence: Social norms significantly shape behavior. 
Policies can highlight posi�ve behaviors within communi�es, like comparing energy use 
to neighbors, to promote beter choices. 

• Simplifying choice architecture: Too many op�ons can lead to decision paralysis. 
Simplifying choices—by limi�ng op�ons or providing clear alterna�ves—can improve 
decision-making, as seen in streamlined social benefit applica�ons that boost 
par�cipa�on. 

• Informed policy design through experiments: Behavioral economics uses experimental 
methods to test policy ideas before widespread implementa�on. This helps evaluate 
their effec�veness and ensures policies are targeted and cost-efficient. 

 



9. Can you give examples of how behavioral economics has been applied in actual policy-
making? 
 
Here are 3 popular examples: 
 

• Savings and re�rement: Automa�c enrollment in re�rement savings plans, with default 
contribu�on levels, has been shown to significantly increase savings rates. This approach 
is based on the understanding that people tend to s�ck with default op�ons and o�en 
procras�nate in making financial decisions. 

• Public health: Behavioral economics has influenced the design of public health 
campaigns, such as promo�ng vaccina�on or reducing smoking rates. By using posi�ve 
framing, emphasizing social norms, or offering immediate incen�ves for healthy 
behaviors, these campaigns become more effec�ve. 

• Environmental policy: Behavioral nudges have been used to encourage energy 
conserva�on and recycling. Informing households about how their energy use compares 
to their neighbors’ can reduce consump�on when they are using more than the average. 

 
 
 
10. What cri�cisms and challenges does behavioral economics face? How do you think the 
future development of behavioral economics will overcome these challenges? 
 
Behavioral economics has significantly influenced economic theory, but it also faces several 
cri�cisms and challenges: 

• Overemphasis on cogni�ve biases: Cri�cs argue that behavioral economics focuses too 
much on cogni�ve biases, like loss aversion, which makes people seem irra�onal. This 
perspec�ve may ignore individuals' ability to learn from experiences and change their 
behavior. 

• Lack of learning and adaptability: Unlike tradi�onal models that assume ra�onality, 
behavioral economics some�mes suggests that cogni�ve biases are permanent. 
However, research shows that individuals can overcome these biases with proper 
feedback, highligh�ng the need to emphasize adaptability. 

• Context dependence of findings: Many findings in behavioral economics come from 
controlled experiments, raising ques�ons about their relevance in different cultural or 
ins�tu�onal se�ngs. This context-specific nature can lead to inappropriate policy 
recommenda�ons. 

• Challenges in policy implementa�on: While behavioral insights, like nudging, have been 
effec�ve in public policy, there are concerns about paternalism and the poten�al 
manipula�on of people's choices. The success of nudges can vary significantly depending 
on the context. 

• Overreliance on simplified models: Cri�cs say that behavioral economics o�en uses 
overly simplified models that fail to capture the complexity of decision-making. This 
approach can overlook other important factors, such as emo�ons and social dynamics. 



• Experimental validity and generalizability: There are concerns about the external 
validity of behavioral experiments. The controlled condi�ons of these studies may limit 
how well findings apply to broader popula�ons, and the replicability crisis in psychology 
raises doubts about the consistency of results. 

 
11. How do you see the future development trends of behavioral economics? Which emerging 
fields or technologies do you think will have a significant impact on behavioral economics? 
 
The future of behavioral economics is poised for significant evolu�on due to the interac�on 
between human and ar�ficial agents, along with advancements in technologies like extended 
reality (XR). These changes present both opportuni�es and challenges for understanding 
decision-making. 

• Interac�on between human and ar�ficial agents: 
o Differences in decision-making: AI and machine learning-powered agents may 

mimic human decision-making but lack the emo�onal depth of humans. They can 
reflect biases present in their training data, raising ques�ons about how design 
influences decisions. 

o Cogni�ve biases: While ar�ficial agents don’t experience cogni�ve biases, they 
may s�ll display biases derived from their data. 

• New decision-making processes: 
o Emo�on-proof decisions: Ar�ficial agents' objec�vity can lead to less human 

accountability and ethical disengagement, where individuals feel less responsible 
for machine-driven outcomes. 

o Shi�s in accountability: The use of ar�ficial agents may shi� accountability 
dynamics, with humans poten�ally abdica�ng responsibility for machine 
decisions. 

• Extended reality (XR) may increase external validity of experiments: 
o Immersive experiences: XR creates realis�c environments for studying decision-

making, helping researchers observe genuine behavior without confounding 
factors. 

o Behavioral interven�ons: XR can facilitate personalized interven�ons, helping 
individuals confront biases and understand the consequences of their choices. 

o Social interac�ons: XR allows for the manipula�on of social dynamics, providing 
insights into how social contexts influence economic behavior. 

 
 


