
 

Chapter 1 

Introduction to Behavioral Economics  

The section begins with a review of the literature on Behavioral Economics, explor-
ing its historical roots and development over time. An overview is provided of the key 
concepts and main currents of thought within Behavioral Economics. Next, the fun-
damental principles of Nudging are explored, examining how small changes in the 
decision environment can influence Behavior without coercion. Concepts such as 
choice architecture, incentive and option design are explored. Case studies and prac-
tical applications of Nudging are examined, highlighting situations where this strate-
gy has proven to have positive impacts on individuals’ decisions.  

Summary: 1.1. Historical Roots of Behavioral Economics. – 1.2. Behavioral Eco-
nomics: Realities and Implications. – 1.3. From Behavioral Economics to Nudging. – 
1.3.1. Fundamental Principles of Nudging and Practical Applications. – 1.4. Choice 
Architecture, Incentive and Option Design. – 1.4.1. Strategies of Choice Architec-
ture. – 1.4.2. Incentives. – 1.4.3. Designing of Options. – References. 

1.1. Historical Roots of Behavioral Economics 

Behavioral Economics has its roots in the 1950s but established itself 
as a distinctive field mainly between the 1980s and 1990s. The first refer-
ences to what could be considered the genesis of Behavioral economics 
could be found in the debate on the realism of assumptions in Friedman’s 
famous essay (1953). Friedman proposed a clear distinction between pos-
itive and normative economics. Positive economics is concerned with the 
objective analysis of facts and causal relationships in the economic world, 
while normative economics is concerned with value judgements about 
how resources should be allocated or how economic institutions should 
function. Friedman argues that an economic theory must be judged by its 
ability to make predictions that can be tested and potentially falsified by 
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observable data. The ability of a theory to resist falsification makes it sci-
entifically valid. 

In 1955, Herbert Simon, to counter the assumption of complete ration-
ality of traditional economic models with the concept of ‘administrative 
man’, introduced the concept of bounded rationality to emphasize that 
economic actors, instead of seeking to fully maximize utility in decisions, 
operate with limited cognitive resources. 

The traditional model of the ‘economic man’ with comprehensive 
knowledge and rationality is being challenged, especially by develop-
ments in business theory. He argues that people are limited in their ability 
to process information and make optimal decisions. 

This concept emphasizes the practical reality of people’s cognitive 
limitations and information resources. Instead of trying to maximize utili-
ty comprehensively, economic actors operate with limited rationality, 
making decisions that are reasonable under the circumstances. Simon 
states that people use heuristics (approximate rules) to simplify the com-
plexity of decisions. Furthermore, he emphasizes the importance of in-
cremental learning to improve decision-making strategies over time. This 
concept indicates that people can adapt and improve their decisions 
through experience and learning from past outcomes. 

These heuristics allow individuals to make decisions more efficiently, 
but they can also lead to systematic errors and lead to irrational decisions 
in financial contexts, as highlighted by the research of Kahneman and 
Tversky (1974). In fact, the authors themselves (Kahneman and Tversky, 
1979), when presenting ‘Prospect Theory’, introduce key concepts that 
challenge the assumptions of traditional economic theory, emphasizing 
the often-irrational decisions, deviating from classical utility theory, in 
that people evaluate options in terms of gains and losses by relating them 
to a reference point, rather than in absolute terms. This reference point is 
called the ‘status quo’ or ‘starting point’. 

The analysis of cognitive biases, heuristics, and the role of the ‘status 
quo’ helps challenge the assumptions of traditional economic theory, with 
significant implications for Behavioral economics, as it emphasizes the 
need for more realistic models that reflect human decision-making dy-
namics. 

This perspective suggests that people do not evaluate decisions ob-
jectively, but in relation to a personal frame of reference. This implies 
that a perceived loss may have a stronger emotional impact than a gain 
of the same magnitude, as it is evaluated in relation to the starting 
point. 
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In ‘Prospect Theory’, the authors argue that the marginal utility curve 
is concave for gains (loss aversion) and convex for losses (risk love). This 
implies that people are more sensitive to changes in losses than to gains 
of equal magnitude. 

This asymmetry in the valuation of gains and losses suggests that peo-
ple tend to be more risk-averse when it comes to gains but may be more 
willing to take risks when it comes to avoiding losses, and that, due to the 
certainty effect, people attribute a higher value to a gain or loss when it is 
certain than when it is probable. That is, individuals often place a higher 
value on a certain gain or loss than on an uncertain gain or loss, even 
though the expected values may be the same. This means that people are 
willing to sacrifice potential benefits or bear greater risks to avoid uncer-
tainty. They also introduce the framing effect whereby the presentation of 
a decision may influence choices, even if the options are equivalent. 
Choices can be influenced by the way a problem is formulated or 
‘framed’. People tend to evaluate options in relation to a reference point, 
which may be presented in different ways. For example, the same deci-
sion may be presented in terms of gains (positive framing) or losses (neg-
ative framing), influencing individuals’ preferences. 

These effects highlight the importance of how options are presented 
and how certainty or probability, i.e., psychological, and contextual fac-
tors, influence decisions. 

Kahneman and Tversky identified a further component in their model 
that relates to the duality of the decision-making process, the ‘two-stage 
rule’. This rule suggests that the decision-making process can be divided 
into two distinct stages: the evaluation stage and the decision stage, the 
evaluation of options in terms of gains and losses and the decision based 
on these evaluations. 

This rule highlights how the evaluation of options can be influenced 
by emotional and cognitive factors, which can in turn impact the actual 
choice. 

Prospect Theory could represent the transition from the traditional ap-
proach of neoclassical economics, based on perfect rationality, to Behav-
ioral economics that takes cognitive constraints into account. 

In 2002, Jones and Shleifer again addressed the topic of information 
asymmetry in financial markets, focusing on the transparency and effi-
ciency of financial costs and the presence of financial costs that are not 
easily recognized or understood by investors. These costs can result from 
non-transparent complexities and structures, generating uncertainty that 
can affect investors’ decisions. Transparency is essential to instill confi-
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dence among investors. When costs are clear and accessible, investors 
feel more confident in their decisions, promoting a more stable market 
environment. 

Information asymmetry indicates a situation in which one of the par-
ties involved in an exchange has more information than the other. In the 
financial context, this can occur when investors do not have a clear and 
complete understanding of the costs associated with financial instru-
ments. 

The article suggests that a lack of transparency on financial costs can 
lead to market inefficiencies. Investors may not be able to correctly as-
sess the real return on investment when costs are obscured, leading to bi-
ased decisions. 

Behavioral economics deals with how psychological factors influence 
economic decisions. In this context, the lack of transparency in financial 
costs can, therefore, be analyzed through different Behavioral lenses, 
such as: 

– Heuristics and Biases: Investors may be subject to heuristics and 
cognitive biases, which may distort their assessment of costs. For ex-
ample, they may underestimate hidden costs or fail to notice certain ex-
penses. 

– Framing: The presentation of costs can influence investors’ deci-
sions. If costs are presented unclearly or misleadingly, investors may 
make decisions based on framing information rather than on actual data. 

– Overconfidence: investors may be overconfident in their own ability 
to evaluate investments. Lack of transparency can fuel this overconfi-
dence, leading to uninformed decisions. 

In conclusion, the lack of transparency in financial costs, analysed 
through the prism of Behavioral Economics, underlines how psychologi-
cal factors can contribute to market inefficiencies and influence investors’ 
decisions. Promoting transparency therefore becomes a key element in 
mitigating the negative effects of such irrational Behavior. Transparency 
is presented as a key element in instilling trust among investors. When 
costs are clear and accessible, investors feel more confident in their deci-
sions. Transparency not only benefits investors, but also helps foster a 
more stable market environment. This statement suggests that clarity and 
understandability of costs can reduce market volatility and improve mar-
ket efficiency. This concept is supported by the financial literature, which 
recognizes transparency as a critical factor for market stability. 
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1.2. Behavioral Economics: Realities and Implications 

Thaler (2015), inspired by the observations of Kahneman and 
Tversky, contributed to the widespread use of nudging in the public and 
private sectors. Nudging represents a form of light intervention, which 
aims to influence people’s Behavior without prohibiting or coercing. Tha-
ler points out that while traditional policies assume of perfect rationality 
and self-control, nudging accepts the reality of irrational Behavior and 
proposes to work with it rather than against it. 

The author introduces the concept of ‘free man’ (libertarian paternal-
ism), suggesting that people should be free to make the choices they pre-
fer, but that it is possible to guide their Behavior in the desired direction 
through small nudges (nudges). The idea is to maintain individual free-
dom of choice while providing guidance that improves well-being. 

Thaler and Sunstein (2008) outline three fundamental characteristics 
of nudging: 

– Individuals can always choose to ignore the nudge. 
– Nudges should not limit the options of choice. 
– Nudges should be designed to improve people’s well-being. 

The aim of nudging is, therefore, to improve people’s decision-
making process, helping them to make choices that are more in line with 
their goals and well-being. This approach is based on the realisation that 
people do not always act rationally and that small nudges can help them 
overcome their Behavioral weaknesses. 

Thaler and Sunstein (2008) also present the concept of ‘choice archi-
tecture’; this concept refers to the way in which options are presented or 
structured to influence decisions. The design of options can have a signif-
icant impact on people’s choices and nudging exploits this knowledge to 
improve the quality of decisions. 

The nudging approach has been successfully applied in various areas, 
including public health, personal finance, and environmental sustainabil-
ity. For example, Thaler and Sunstein (2008) cite an example of nudging 
in retirement planning, where employees are automatically enrolled in a 
pension plan but have the freedom to opt out if they wish. This approach 
has led to a significant increase in participation in pension plans, improv-
ing the overall financial well-being of employees. 

Nudging has become a key tool for public and private decision-makers 
seeking to improve people’s Behavior without resorting to drastic 
measures or restrictions on choices.  
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This idea has, in fact, been implemented in public policies and organi-
sations to improve people’s decisions, showing how the design of choices 
can influence Behavior without restricting individual freedom. 

Thaler discusses several cognitive biases, including the ‘sunk cost fal-
lacy’, which represents the tendency of people to persist in a Behavior or 
course of action just because they have already invested resources in it, 
even if it is logically no longer convenient. 

Indeed, cognitive bias analysis helps to understand how people’s deci-
sions can be influenced by distorted perceptions of reality. 

Thaler sees Behavioral economics as a bridge between economics 
and psychology, integrating psychological principles into economic 
models.  

This interdisciplinary approach recognises that psychological and so-
cial factors influence economic choices and that a more comprehensive 
analysis requires collaboration between disciplines. 

Thaler discusses irrational Behavior in financial markets, opposing the 
market efficiency hypothesis. 

This challenges the idea that market prices always reflect accurate in-
formation and suggests that investors may be irrational in a systematic 
way. 

Even prior to Thaler’s (2015) study, irrational Behavior in financial 
markets has been the subject of extensive studies questioning the market 
efficiency hypothesis. 

Already Mandelbrot (1963) contributes to the debate by showing that 
changes in share prices do not follow a normal distribution, challenging 
the market efficiency hypothesis. 

Subsequently, Shleifer, A. (1986) introduced the concept of ‘noise’ 
in financial markets, pointing out how irrelevant information or valua-
tion errors can contribute to irrational Behavior and market inefficien-
cies. In a later article, Shleifer and Vishny (1997) highlighted how the 
constraints and costs associated with arbitrage can contribute to the per-
sistence of market inefficiencies, emphasising the presence of irrational 
Behavior. 

Shiller, winner of the Nobel Prize in Economics, has also played a key 
role in the field of Behavioral finance. In his 1995 work, Shiller examines 
how irrational Behavior can influence financial markets, offering a criti-
cal perspective on the market efficiency hypothesis. 

In 2013, Hargreaves, in a contribution of his own, highlights the fun-
damental shift in economic epistemology since the late 1970s from gen-
eralised characterisations of human Behavior to experimentally verifiable 
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empirical statements (Hargreaves Heap, 2013), recalling the debate on the 
realism of economic hypotheses and emphasising Friedman’s role in pre-
senting an ‘as if’ theorisation in a Millian tradition. He argues that, de-
spite challenges and tensions with the dominant rational model, Behav-
ioral economics has managed to find a relevant space in the economic 
discipline, suggesting that implications centered on individual autonomy 
could be a significant contribution.  

The article addresses the complexity of human preferences and how 
people make decisions, providing a critical perspective on the dominant 
model of rational choice and highlighting the key role of Kahneman and 
Tversky in providing systematic experimental evidence that challenges 
the normative ideal of expected utility theory. The article raises a critical 
issue regarding the application of Behavioral insights to the exploration 
of social phenomena, such as the Behavior of markets. The use of ‘as if’ 
models of rational choice is criticised for limiting the impact of Behav-
ioral approaches in the interpretation of broader social phenomena. 

Indeed, Behavioral insights suggest that public policy should be less 
concerned with forms of preference satisfaction and more with individual 
autonomy.  

Camerer et al. and other authors (Camerer et al., 2003; Loewenstein et 
al., 2007), in a public policy design context, proposing the application of 
asymmetrical paternalism, advance an innovative perspective on Behav-
ioral economics-based regulation. The study emphasises how the under-
standing of human fallibility, highlighted by Behavioral economics, 
should influence the design of public policies to make them more effec-
tive. Camerer, for instance, referring to the heuristics and cognitive biases 
identified by Behavioral economics as key elements in understanding 
human decision-making, focuses on how this, in light of the aforemen-
tioned asymmetry, can inform the design of public policies; or, as already 
analysed, Kahneman and Tversky’s prospect theory introduced concepts 
such as the evaluation of losses and gains in an asymmetrical manner, 
challenging the rationality assumption and showing how people can devi-
ate from traditional predictive models. 

Hargreaves (2013) proposes a critical perspective towards the Behav-
ioral approach, in particular ‘nudging,’ emphasising the importance of an 
alternative focus on individual autonomy and raises a critical question re-
garding the application of Behavioral insights to the explication of social 
phenomena, such as the Behavior of markets.  

However, in emphasising their contribution to the explication of social 
phenomena, such as the Behavior of markets, he points out that the use of 
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‘as if’ models of rational choice may limit the impact of such Behavioral 
approaches in the explication of social phenomena. 

The author argues that people do not always have well-defined prefer-
ences, but to act they cling to ‘reasons’ that make their actions under-
standable and predictable, even if not in a sense of rational choice or 
maximisation of subjective utility and suggests that more attention should 
be given to conditions that promote individual autonomy.  

This perspective challenges the assumption of stable and well-defined 
preferences by pointing out how these Behavioral approaches may seem 
at odds with traditional economic theory and the dominant model of ra-
tional choice or subjective expected utility. It also highlights how the 
most significant influence is in the prescriptive advice generated by eco-
nomics, particularly in welfare economics, provoking a lively debate on 
what a Behavioral normative economy should look like. 

This contrast emphasises the importance of considering more realistic 
Behavioral models and the need to integrate a more accurate understand-
ing of human Behavior into economic models This proposal reflects a 
concern for the role of individual freedom in decision-making, emphasis-
ing that individuals should be guided towards better choices without 
compromising their freedom.  

In 2016, in a further contribution (Hargreaves Heap, 2016), he empha-
sises the role of Thaler and philanthropic foundations in the consolidation 
of Behavioral economics in the mainstream. At the same time, he ex-
presses a criticism of the narrative that places Thaler in too central a role, 
suggesting that some key elements and context within the discipline have 
been overlooked (Hargreaves Heap, 2013). The author distinguishes be-
tween the importance of the substance of Behavioral economics, high-
lighting the evidence on Behavior, and the role of methodology, with the 
use of experiments contributing to its acceptance in the mainstream. The 
persistence of the use of rational choice hypotheses is emphasised, not as 
an exact explanation, but as generating useful insights into markets, high-
lighting the tension between Behavioral economics and ‘as if’ explana-
tion (Hargreaves Heap, 2013). 

Behavioral Economics thus offers a realistic approach to human deci-
sion-making, enriching understanding in the human decision-making con-
text and suggesting future directions for research. 
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1.3. From Behavioral Economics to Nudging 

Behavioral Economics, as a field of study, has developed to examine 
how people make economic decisions in the real world, considering cog-
nitive limitations and emotions. In contrast to the traditional approach of 
neoclassical economics, which assumes completeness of information and 
perfect rationality, Behavioral economics is based on the understanding 
that people can be limited in their decision-making processes by factors 
such as lack of information, emotions, and cognitive biases. 

Behavioral economics has been influenced by the findings of cogni-
tive psychology and has tried to integrate the results of such research into 
economic models.  

The move from Behavioral economics to nudging represents a further 
development that puts the principles of Behavioral economics into prac-
tice. Nudging is an approach that builds on the results of Behavioral eco-
nomics to design lightweight interventions that influence people’s Behav-
ior. Whereas Behavioral economics focuses on understanding the factors 
that influence decisions, nudging aims to use this understanding to im-
prove decision-making. 

The term ‘nudging’ was coined by Thaler and Sunstein in their book 
‘Nudge: Improving Decisions About Health, Wealth, and Happiness’ 
(2008). Nudging is based on the concept of ‘free man’ or ‘libertarian pa-
ternalism’, which suggests that people should be free to make the choices 
they prefer, but that it is possible to guide their Behavior in the desired 
direction through small nudges. The aim is to maintain individual free-
dom of choice while providing guidance that improves well-being. Nudg-
es can take various forms, such as changes in choice architecture, incen-
tives, and option design. The key idea is that small changes in the deci-
sion environment can have a significant impact on people’s Behavior 
without limiting their options.  

According to Thaler and Sunstein, a nudge is “any aspect of choice 
architecture that predictably alters people’s Behavior without prohibiting 
any options or significantly altering their economic incentives”.  

Nudging has been successfully applied in several areas, from public 
health to personal finance. For example, a common nudge is the pre-
selected option in enrolment forms for programs or services. When an op-
tion is pre-selected, people are more likely to keep it rather than change 
it, taking advantage of the tendency to retain default options. 
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1.3.1. Fundamental Principles of Nudging and Practical Appli-
cation 

The introduction of nudging represents a step forward in the practical 
application of Behavioral economics principles. While Behavioral eco-
nomics provides a theoretical understanding of the factors that influence 
decisions, nudging brings this understanding into the real world, offering 
a way to actively improve decision-making through light, well-designed 
interventions. 

The effective implementation of Nudging is based on key principles. 
The study by John et al. (2011) provides a detailed outline of guiding 
principles for the design and implementation of nudging strategies. These 
principles include consideration of ethics, transparency, and adaptability 
to the specific context. 

Specific successful examples include the use of visual alerts to pro-
mote healthy choices in the workplace (Chandon & Wansink, 2002) and 
the application of contextual reminders to improve productivity in corpo-
rate environments (Milkman et al., 2011). These examples demonstrate 
how Nudging can be successfully applied in different contexts. The aim 
of this section is to provide an in-depth analysis of the basic principles of 
Nudging, based on key scientific contributions. The exploration of case 
studies and practical applications can highlight the potential of Nudging 
in shaping Behavior without resorting to coercive measures, underlining 
its relevance in business decision-making. 

Behavioral economics has, therefore, radically transformed the land-
scape of understanding human economic decision-making, highlighting 
the limitations of the traditional rational model (Kahneman & Tversky, 
1974) and, by moving away from the traditional rational model towards a 
more realistic view of human Behavior, consequently, outlining new per-
spectives in understanding economic decisions. Precisely with a view to 
new perspectives, Thaler and Sunstein (2008), in the background context 
that is Behavioral economics, with the theory of nudges, make a key con-
tribution by demonstrating how small changes in the choice architecture 
can have significant impacts on people’s individual decisions in a pre-
dictable manner, without prohibiting options or significantly changing 
preferences. Indeed, nudges theory, an innovative response to the find-
ings of Behavioral economics, represents a significant advance in the at-
tempt to guide people’s decisions without compromising individual free-
dom, Thaler and Sunstein (2008) define nudges to shape people’s deci-
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sions without imposing significant constraints on their options. This per-
spective adopts the concept of ‘benevolent freedom of choice’, seeking to 
guide people towards better decisions without forcing them. By introduc-
ing the concept of ‘libertarian paternalism’, the authors emphasise the 
importance of guiding people towards better choices without forcing 
them, respecting individual freedom. The nudges, with a well-articulated 
analysis, rely on key principles such as ‘default’, suggesting that the de-
fault choice should be geared to benefit the majority, exploiting the hu-
man tendency to maintain the status quo (Thaler & Sunstein, 2008). 
‘Warned choices’ provide clear and understandable information to posi-
tively influence decisions, while ‘incentive’ uses rewards or sanctions to 
promote desired Behavior. Nudges have found significant applications in 
public policy and the private sector, e.g., increasing membership rates in 
retirement programs (Thaler & Benartzi, 2004) and exploring the applica-
tion of Behavioral economics to increase savings among employees. By 
applying ‘theory’ in retirement savings, an attempt is made to understand 
and improve the financial decisions of individuals. The proposed ap-
proach is ‘future planning’, which allows employees to voluntarily agree 
today to increase their savings rates in the future, e.g., in conjunction with 
salary increases and without reducing their current salary. The objective, 
based on evidence of how people often delay saving decisions, thus miss-
ing out on opportunities for financial growth, is to overcome Behavioral 
barriers to saving and develop a plan that encourages employees to save 
more over time, adapting to the human tendency to procrastinate financial 
decisions. 

However, ethical questions arise on the fine line between assistance in 
choice and manipulation. Transparency and the possibility of abuse by 
authorities are open topics of discussion. The transition from cognitive 
bias to nudges represents a pragmatic perspective in dealing with the 
findings of Behavioral economics. 

The analysis of the criticism of the nudge’s theory, including the accu-
sation of paternalism and interference with individual freedom, is com-
prehensive and reflects a considered approach. It is essential to further 
explore the ethical and practical challenges, carefully balancing the inten-
tion to improve decision-making with respect for individual freedom 
(Thaler & Sunstein, 2008). The call to further explore ethical and practi-
cal challenges emphasises the need for a careful balance between the in-
tention to improve decisions and respect for individual freedom. 

From the study by Hansen and Jespersen (2013), the importance of 
preserving individual freedom of choice and autonomy emerges as a piv-



12 NUDGE THEORY AND DECISION MAKING 

otal principle. By defining responsible nudges as distinct from manipula-
tive practices, the authors offer a critical analysis of the responsible use of 
nudges in public policy. The article recognises that although nudging has 
the potential to produce benefits, it is crucial to balance these benefits 
with attention to ethical and social risks. A possible criticism could be the 
subjectivity in the definition of ‘manipulation’ and the challenge in ap-
plying this concept consistently.  

Oliver’s (2013) essay explores the application of behavioral econom-
ics in the design of public sector policies considering context-specific and 
Behavioral influences. Oliver proposes the term ‘budging’ to reflect a 
broader approach that goes beyond the concept of nudging and incorpo-
rates a more comprehensive understanding of human Behavior. He argues 
that the concept of budging reflects a more holistic approach to policy de-
sign, incorporating the complexity of human Behavior. Unfortunately, the 
lack of specific empirical evidence and case studies could be a shortcom-
ing and emerge as a critical element to the author’s arguments. 

Thaler (2015), following the evolution of behavioral economics as a 
discipline from initial scepticism to its growing acceptance in the main-
stream, explores the limitations of the traditional rational model, high-
lighting irrational Behaviors that challenge classical economic expecta-
tions. The research shares successful cases where insights from behavior-
al economics have been used to improve decisions in real-world settings, 
such as in pensions and healthcare. 

In 2016, Sunstein, in his book ‘The Ethics of Influence’ (Sunstein, 
2016), brings together topics he addresses in other works and places 
‘nudges’ in the context of Public Choice concerns to answer some com-
mon objections. In this publication, Sunstein’s ideas and important con-
cepts of Public Choice are differentiated from concepts such as Buchan-
an’s ‘status quo’ and the role of experts in confronting Hayek’s 
knowledge problem. The author discusses the ethics of ‘nudging’, a key 
concept inspired by choice architecture, and examines the importance of 
choice architecture in shaping people’s Behavior, highlighting how the 
way in which options are presented influences decisions.  

Sunstein challenges the idea that nudges are tantamount to propagan-
da, emphasising that non-intervention creates an unwarranted bias that 
requires further ethical evaluation, and argues that they act by providing 
information, reducing decision-making costs, and structuring the context 
of choice to achieve desirable outcomes. He emphasises that the decision 
between maintaining the ‘status quo’ or adopting an alternative is not 
predetermined by nature but is influenced by ethical underpinnings. He 
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questions the value of autonomy, reducing the weight given to individual 
choice when it contradicts the choice architect’s decision, arguing that 
although autonomy is inherently good, the choice that undermines well-
being is less desirable. 

The study (Sunstein, 2016) offers an in-depth analysis of the ethical 
implications of ‘nudges’ by exploring the delicate balance between ethi-
cal influence and the ethics of individual freedom in the era of Behavioral 
science and the use of Behavioral science in public policy, proposing eth-
ical guidelines for such use and emphasising the need for transparency, 
accountability, and respect for individual freedom. and Behavioral sci-
ence in policy. 

He introduces the theory of ‘behavioral market failures’, resulting 
from individual irrationalities, and develops the four core values of wel-
fare, autonomy, dignity, and self-governance. The author, known for de-
veloping the concept of ‘liberal paternalism’, a concept based on the idea 
of guiding people towards better choices without restricting their free-
dom, addresses the ethical dilemma between respect for individual free-
dom and the need to guide people towards better decisions, arguing that 
paternalism can be compatible with freedom. 

Sunstein defends paternalism as an ethical justification through aggre-
gate cost-benefit analysis. His challenge to John Stuart Mill’s ideas on 
paternalistic coercion emphasises the correction of Behavioral bias. 

Although it raises important issues, it is subject to discussion and fur-
ther analysis, especially considering political developments since its pub-
lication. 

Halpern’s study (Halpern et al., 2018), although with the limited em-
pirical evidence presented, fits into the broader context of the literature 
on the practical application of Behavioral (nudging) concepts in organisa-
tions. Aiming to examine the practical implementation of nudging initia-
tives in multiple sectors, the research provides a practical analysis of Be-
havioral science-based (nudging) initiatives. The paper explores specific 
strategies that can be effective in applying nudging concepts, taking into 
consideration complex business and decision-making contexts. The au-
thor highlights the crucial role of stakeholder engagement in the imple-
mentation of nudging initiatives and, in conjunction, the importance of 
understanding the specific context in which Behavioral initiatives are im-
plemented, emphasising that there is no single solution. Furthermore, the 
need to adapt nudging strategies to the specific needs and dynamics of the 
context emerges as a crucial point. 
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1.4. Choice Architecture, Incentive and Option Design 

Nudge Theory, coined by Thaler and Sunstein (2008), represents an 
innovative approach to influencing Behavior Choice architecture refers to 
the way in which options are presented or structured to influence people’s 
decisions. The design of the decision-making environment can have a 
significant impact on Behavior, as people are susceptible to the details of 
how options are presented. Some key principles of choice architecture in-
clude: 

ؘ– Default Option: The pre-selected choice that appears when an indi-
vidual does nothing. The default option can have a significant impact on 
people’s decisions, as many tend to stay with the default option rather 
than make an active change. Nudgesses often exploit this tendency by 
setting a beneficial option as the default. 

– Organisation of Options: The arrangement and organisation of op-
tions can influence decisions. For example, highlighting an option or pre-
senting options in a specific order may lead to a higher probability that it 
will be chosen. 

– Simplification of Options: Too much complexity can make decision-
making difficult. Simplifying options, for example, by limiting the num-
ber of choices or providing clear information, can facilitate decision-
making. 

– Clear Presentation of Information: The clarity and accessibility of 
information is crucial. Presenting information in a transparent and easily 
understandable manner can positively influence perceptions and choices. 

Thaler and Sunstein (2008) argue that the presentation of options can 
significantly shape people’s Behavior. For example, in the corporate con-
text, prominently positioning healthy options can incentivise consumers 
to make choices that are more beneficial to their health. This principle is 
anchored in the perspective that small nudges, or ‘nudges’, in the deci-
sion-making environment can have major impacts.  

Johnson’s ‘Beyond nudges: Tools of a choice architecture’ (Johnson 
et al., 2012) explores the tools available to ‘choice architects’, those who 
present decision options to people. The authors divide these tools into 
two categories: those used to structure the decision task and those used to 
describe decision options. 

Tools for structuring the decision-making task address the idea of 
what to present to decision-makers, while tools for describing options ad-
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dress the idea of how to present them. The article discusses implementa-
tion challenges in the use of these tools, including individual differentials 
and errors in evaluating decision outcomes. Some applications are also 
presented that illustrate the positive effect that choice architecture can 
have on real-world decisions. 

The authors point out that the presentation of a choice influences what 
the decision-maker will choose and emphasise the significant influence of 
‘choice architects’ in determining decision-making Behavior.  

Tools for structuring the decision-making task include reducing the 
number of alternatives, the use of decision-support technologies and 
tools, decision inertia using predefined settings, myopic procrastination, 
limited time windows and segmentation of the decision-making process. 
Option description tools include naïve allocation, attribute overload con-
trol, translation, and rescaling of non-linear attributes. 

1.4.1. Strategies of Choice Architecture 

Choice architecture strategies may vary depending on the objectives. 
A company might adopt an attractive visual presentation for options, use 
persuasive signposting or labelling, or focus on simplifying complex 
choices (Thaler & Sunstein, 2008). The goal is to create an environment 
that encourages desired Behavior without constraining individual choices. 

Several empirical studies have confirmed the effectiveness of choice 
architecture. Studies by Thaler and Sunstein (2008) themselves, together 
with Milkman et al. (2011), illustrated how small changes in the presenta-
tion of options can positively influence Behavior, for example, by pro-
moting healthier choices in the workplace. 

Despite the benefits, it is crucial to consider the ethical implications of 
the choice architecture. The design of options raises questions about indi-
vidual autonomy and possible manipulation of decisions. Therefore, an 
ethical approach requires transparency and respect for individual free-
doms (Sunstein, 2016). 

Choice architecture seeks to use these principles to guide people’s Be-
havior in the desired direction without restricting their freedom of choice. 
A practical example of choice architecture is the setting of the organ do-
nation option as the default on driver’s license forms. In many jurisdic-
tions, the donation option is pre-selected, and those who do not wish to 
donate organs must take an active action to change the choice. This ap-
proach has significantly increased the number of organ donations. 
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In conclusion, choice architecture is a key element of Nudge Theory 
that can shape individual Behavior. The continuous development of ethi-
cal and conscious strategies is essential to maximise the benefits of this 
approach without compromising individual autonomy.  

1.4.2. Incentives 

Incentives are another key element in the application of nudging. In-
centives can take various forms, including rewards, discounts, recogni-
tion, or other benefits that motivate desired Behavior and can positively 
influence individual Behavior. Thaler and Sunstein (2008) point out that 
small incentives can lead to significant changes in decisions and actions, 
without resorting to coercive measures. 

Some important principles related to incentivisation include: 

– Rewards and Sanctions: Rewards can increase the likelihood that a 
Behavior will be repeated, while sanctions can discourage it. The design 
of incentives must consider how people respond to rewards and sanctions. 

– Sensitivity to Context: The effectiveness of incentives may de-
pend on context and situation. This means that it is important to adapt 
incentives to the specific situation in which one is trying to influence 
Behavior. 

– Timing: The temporality of incentives is crucial. Immediate incen-
tives can be more effective than those delayed in time, as people tend to 
give more weight to immediate rewards. 

Perception of Fairness: The perception of fairness in the allocation of 
incentives is important. If people perceive fair treatment, they are more 
likely to respond positively to incentives. 

Gneezy et al. (2011) conducted studies showing that even small incen-
tives can have large impacts on decisions, pushing people towards desired 
Behavior. Incentives can be used in various contexts, from improving 
business productivity to promoting healthy consumer choices. 

Incentive strategies can take different forms, from financial incentives 
to non-monetary rewards. The design of incentives must consider the 
psychological characteristics of individuals and adapt to the specific con-
text (Thaler & Sunstein, 2008). Customising incentives can increase their 
effectiveness in driving desired Behavior. 

Studies by Gneezy et al. (2011) have shown how incentives can influ-
ence individual preferences, demonstrating the relevance of considering 
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reward-related Behavior patterns. In corporate contexts, the implementa-
tion of incentive programs has been shown to improve employee motiva-
tion and performance. 

Sunstein (2016) emphasises the importance of addressing ethical is-
sues related to the use of stimulation. The manipulation of stimuli raises 
concerns about individual autonomy and the possibility of unethically di-
recting choices. Furthermore, it is important to consider limitations such 
as the duration of the effects of incentives and the possibility of adapta-
tion over time. In conclusion, incentive emerges as a fundamental pillar 
in Nudge Theory. Its potential in shaping Behavior opens new perspec-
tives for the ethical and effective application of this theory. For the fu-
ture, further research can explore new incentive strategies and evaluate 
the long-term impacts of such approaches. 

1.4.3. Designing of Options 

Option design is a central element in Nudge Theory (Thaler & Sun-
stein, 2008), an innovative approach that aims to influence people’s Be-
havior without resorting to coercion. This treatise examines the concept 
of option design in detail within the context of Nudging, analysing its 
components, application strategies and practical implications. 

Option design refers to the arrangement and structuring of available 
alternatives to influence individual decisions. Thaler and Sunstein (2008) 
point out that the presentation of options plays a crucial role in shaping 
people’s choices, without substantially altering freedom of choice. 

Choice architecture, related to option design, emphasises the im-
portance of presenting alternatives in a way that favors desired outcomes 
(Thaler & Sunstein, 2008). For example, placing healthy options promi-
nently on a menu may encourage healthier food choices. 

The design of options must consider individual diversity. Thaler and 
Sunstein (2008) state that customising options, adapting them to the pref-
erences and characteristics of individuals, can increase the effectiveness 
of nudging. This implies a flexible and context-oriented approach. 

In the corporate context, option design can be used to influence con-
sumer decisions. For example, Thaler and Benartzi (2004) argue that the 
presentation of predefined savings options can increase participation in 
retirement programs. 

Studies conducted by Chandon and Wansink (2002) in the field of 
marketing examined how product layout influences consumer choice. 
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Empirical research has shown that the careful design of options can sig-
nificantly affect purchasing Behavior. 

Iyengar and Kamenica (2010) raise ethical questions about option lim-
itation. Option design, if not carefully balanced, could be perceived as 
manipulative. Moreover, its effectiveness may vary in different situations 
and contexts (Iyengar & Kamenica, 2010). In conclusion, option design 
emerges as a powerful lever in Nudge Theory. Its application requires a 
thorough understanding of decision-making dynamics and individual 
preferences.  

Research by Milkman et al. (2011) highlighted the success of nudge 
interventions in promoting healthy Behavior in the workplace. Chandon 
and Wansink (2002) examined the application of nudges in pricing strat-
egies, demonstrating how small changes can influence consumer choice. 

As Sunstein (2016) points out, it is important to consider the ethical 
issues involved in the use of Nudging. The manipulation of choices raises 
concerns about individual autonomy, requiring careful consideration in 
the application of these techniques. Furthermore, there are limitations re-
lated to the effectiveness of Nudging in different situations, as highlight-
ed by Iyengar and Kamenica (2010). 

In conclusion, Nudge Theory offers an innovative approach to influ-
ence Behavior without resorting to coercive measures. However, it is cru-
cial to balance effectiveness with ethical considerations and to recognise 
the limitations of this theory. For the future, further research should ex-
plore new application contexts and refine Nudging strategies to maximise 
its effectiveness. 
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