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Abstract
The paper provides a critical appraisal of the normative program of behavioral economics known
as ‘new paternalism’. First, it explores the theoretical foundations of behavioral economics, describes
major behavioral anomalies associated with bounded rationality of economic agents and discusses its
normative principles and political implications. It then discusses the main empirical and conceptual
drawbacks of new paternalism and provides arguments for the alternative non-welfarist normative tradition based on the idea of freedom.
1RQSUR¿WSDUWQHUVKLS³9RSURV\(NRQRPLNL´+RVWLQJE\(OVHYLHU%9$OOULJKWVUHVHUYHG
-(/FODVVL¿FDWLRQ$'''
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I am a family.
Like a spectrum, seven egos live within me,
unbearable, like seven beasts.
And the bluest blows a shepherd’s pipe!
And in the springtime,
I dream that I am the eighth!
$QGUHL9R]QHVHQVN\³$QWLZRUOGVDQG7KH¿IWKDFH´

1. Introduction
The emergence of a new research program called ‘behavioral economics’ is one of the
PRVWVLJQL¿FDQWHYHQWVLQWKHHYROXWLRQRIPRGHUQHFRQRPLFWKHRU\LQUHFHQWSDVWGHFDGHV
7KH SURJUDP DVVHUWHG LWVHOI LQ WKH V DV DQ LQGHSHQGHQW VXEGLVFLSOLQH ERUQ RQ WKH
crossroads of economics and psychology. From the very beginning, behavioral economics
has challenged the standard (neoclassical) economic theory. From a methodological point
of view, its main distinctive feature is the wide application of experimental methods (preGRPLQDQWO\LQODERUDWRU\VHWWLQJVDQGWRDPXFKOHVVHUGHJUHHLQWKH¿HOG )URPWKHSRLQW
ً 7KHXSGDWHG(QJOLVKYHUVLRQRIWKHDUWLFOHSXEOLVKHGLQ5XVVLDQLQVoprosy Ekonomiki1RSS
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of view of positive analysis, its most important message is the rejection of the commonly
accepted model of rational choice that has traditionally provided the behavioral foundation
for the greater part of contemporary economic theory. Numerous experiments performed
by behavioral economists have demonstrated that real human behavior shares little with
QHRFODVVLFDO WKHRU\¶V PDLQ SURWDJRQLVW WKH K\SHUUDWLRQDO +RPR RHFRQRPLFXV ZKR SRVsesses a well-ordered set of preferences, perfect information and unlimited computational
capacities. In the vast variety of situations, the behavior of real economic agents turns out
to be boundedly rational in the best-case scenarios and clearly irrational in the worst-case
scenarios.
The ideas and approaches offered by behavioral economics relatively quickly got academic
recognition, penetrating the mainstream economic theory and leading to a radical transformation in many of its research domains. Today, an overwhelming majority of economists
accept these ideas and approaches at least on the general conceptual level, if not in their
actual research practices. The obvious success of behavioral economics is easily evidenced
E\DSDUWLDOOLVWRI¿HOGVLWKDVH[SDQGHGLQWRFRQVXPHUFKRLFHWKHRU\¿QDQFHWKHRU\ODZ
and economics, macroeconomics, development economics, game theory, and many others.
Behavioral economists went beyond positive analysis and soon proceeded to develop
normative recommendations for the government (and other major players, such as corporations or political parties). The normative program built upon the ideas of behavioral
economics has been dubbed the ‘new’ paternalism. It considerably expanded the boundaries
RI MXVWL¿DEOH VWDWH LQWHUYHQWLRQ LQ WKH HFRQRP\ DQG LQGLYLGXDO OLYHV FRPSDUHG ZLWK ZKDW
traditional neoclassical economics was willing to accept. In a popular form, this program
was presented in the best seller by Richard Thaler and Cass Sunstein, Nudge: Improving
Decisions about Health, Wealth, and Happiness 7KDOHUDQG6XQVWHLQ 7KHNH\FRQFHSW
of the book, with the term itself (nudge) appearing in its title, was almost immediately taken
up by economists, lawyers and psychologists, and has since been used to denominate both
behavioral economics itself and the normative approach to governmental regulation derived
from it. The idea of this manifesto directed at the public is quite simple: ‘We [the ‘new’
SDWHUQDOLVWV@NQRZKRZWRPDNH\RXUOLIHKDSSLHU¶ /HRQDUG 
The ideas of behavioral economics proved to be extremely attractive for politicians in
many countries across various parts of the ideological spectrum. Barack Obama used them
extensively in his election campaigns and has often referred to them during his presidency.
Time PDJD]LQH FDOOHG WKH JURXS RI KLV PRVW WUXVWHG DGYLVRUV DµEHKDYLRUDO GUHDP WHDP¶
aiming to transform the country with the help of implications drawn from behavioral research
*UXQZDOG 7KHSULPHPLQLVWHURIWKH8QLWHG.LQJGRP'DYLG&DPHURQKDVDOVREHHQ
TXLWHLQWHUHVWHGLQWKHLGHDVRIWKHQHZEHKDYLRUDOVFLHQFH+HVHWXSWKH%HKDYLRUDO,QVLJKWV
Team, a special unit to develop behavioral policies, and invited Richard Thaler, the guru of
behavioral economics, as an informal advisor (Wintour, 2010). In Cameron’s opinion, the
EHKDYLRUDOQXGJHSROLF\LVDSHUIHFWPHFKDQLVPµWRSHUVXDGHFLWL]HQVWRFKRRVHZKDWLVEHVW
for themselves and society’ (Basham, 2010).
The purpose of our analysis is to provide a critical evaluation of the normative attitude of
EHKDYLRUDOHFRQRPLFVLWVSRVLWLYHUHVHDUFKSURJUDPLVRQO\GLVFXVVHGWRWKHH[WHQWQHFHVVDU\
to understand the details of the ‘nudge’ policy. In our opinion, the gradual transformation of
a ‘welfare state’ into a ‘paternalistic state’ is one of the vital but poorly comprehended trends
in the evolution of the modern government regulation system. This new trend, stemming
from the ideas of behavioral economics, deserves closer attention.
2. General characteristics
Behavioral economics, which emerged from a symbiosis of economics and psychology,
may be considered another example of a powerful methodological trend in the cross-disciplinary social studies known as ‘economic imperialism.’ That phrase implies invasion of the
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PHWKRGVDQGFRQFHSWVRIHFRQRPLFVFLHQFHLQWRDGMDFHQWVRFLDOGLVFLSOLQHV7KLVµFRORQL]Dtion’ has already swept through (with mixed results) political theory, sociology, history, law,
anthropology, criminology, theology and demography. The word imperialism, used metaphorically, points directly to the inequality of parties engaging in a relationship. The advoFDWHVRIµHFRQRPLFLPSHULDOLVP¶ *%HFNHU-+LUVKOHLIHU(/D]HDUDQGRWKHUV DGPLWWKDW
other social disciplines do have valuable observations, concepts and analytical tools at their
disposal, but claim that only economic science is able to provide a general conceptual framework for understanding various social phenomena.
+RZHYHUEHKDYLRUDOHFRQRPLFVLQYROYHVDGLIIHUHQWW\SHRILQWHUGLVFLSOLQDU\FROODERUDWLRQSV\FKRORJ\DFWVDVWKHµPRWKHUFRXQWU\¶ZKHUHDVHFRQRPLFWKHRU\LVWKHWHUULWRU\EHLQJ
µFRORQL]HG¶ *ODHVHU 0RUHVSHFL¿FDOO\HFRQRPLFSKHQRPHQDDUHDQDO\]HGZLWKWKH
help of concepts and methods developed in psychology. Such an inversion is quite unusual
IRUPRGHUQHFRQRPLFVZLWKLWVµLPSHULDO¶DPELWLRQV$V$$OFKLDQRQFHLQVLJKWIXOO\VWDWHG
µLWLVQRWHFRQRPLFVFLHQFHWKDWLVLPSHULDOLVWLFLWLVWKHPRGHORIKXPDQEHKDYLRUXQGHUO\LQJ LW¶ TXRWH IURP 5DGQLW]N\ DQG %HUQKROW]   +RZHYHU WR GHPRQVWUDWH WKH HPSLULcal inconsistency of this model is precisely the grand purpose of behavioral economists!
Naturally, in this case, interdisciplinary synthesis can no longer be based on the assumptions
on human behavior provided by conventional (neoclassical) economic theory.
$QRWKHUGLI¿FXOW\DULVHVKHUH7KHLQWHUGLVFLSOLQDU\VLWXDWLRQVSUHYDOHQWLQPRGHUQHFRQRPLFVDQGLQPRGHUQSV\FKRORJ\GLIIHUUDGLFDOO\$VLQJOHSDUDGLJPKDVSUHGRPLQDWHGLQ
economics for a long time, that is, one theoretical approach (neoclassical) has been the mainstream. By contrast, psychology has multiple paradigms without any one school prevailing as
the mainstream. The multitude of competing research programs naturally leads to a question:
which one has been the main supplier of the methods and concepts ‘imported’ by behavioral
economics?
The presence of the word ‘behavioral’ seemingly points to ‘classical’ behaviorism, a leadLQJVFKRRORIWKFHQWXU\SV\FKRORJ\WKDWLVDVVRFLDWHGZLWKWKHQDPHRI-:DWVRQ+RZHYHU
DFORVHU H[DPLQDWLRQ SURYHV VXFK DUHIHUHQFH WR EH LQFRUUHFW $QJQHU DQG /RHZHQVWHLQ
 %HKDYLRULVPDVVXPHVWKDWRQO\REVHUYHGREMHFWLYHO\PHDVXUDEOHEHKDYLRUFDQVHUYH
as the subject matter for psychology. Behaviorists consider it unacceptable for true science
to refer to any psychic phenomena (notions, wishes, intentions or plans) that are not actually
observed. Behavioral economics’ methodology is directly the opposite. Its main objective is
to study the effect of various mental — and, therefore, not actually observable — inner states
H[SHULHQFHGE\LQGLYLGXDOVDVSDUWRIWKHLUGHFLVLRQPDNLQJ7KLVSRLQWVWRLWVFORVHDI¿QLW\
with cognitive psychology, developed in direct opposition to ‘classical’ behaviorism. This is
why many view the adjective ‘behavioral’ as a misnomer and argue instead that ‘cognitive
HFRQRPLFV¶ZRXOGKDYHEHHQDPXFKFORVHU¿W /DPEHUW3 
It is important to distinguish behavioral economics from another research program associated with experimental economics $OWKRXJK WKH GLIIHUHQFH EHWZHHQ WKHP LV QRW IXOO\
clear (depending on the nature of the issue in question, one and the same author may act
DOWHUQDWLYHO\DVDEHKDYLRUDORUDQH[SHULPHQWDOHFRQRPLVW LWQRQHWKHOHVVH[LVWVDWOHDVW
EHKDYLRUDOWKHRULVWVWKHPVHOYHVLQVLVWRQLWVH[LVWHQFH 7YHUVN\DQG.DKQHPDQ 7KHVH
approaches undoubtedly have a great deal in common. Both address decision-making processes, both use experimental methods, and both place the most value on laboratory research
UHVXOWV+RZHYHUZKHUHDVEHKDYLRUDOHFRQRPLFVLVIRFXVHGRQLQGLYLGXDOEHKDYLRUH[SHULmental economics is more concerned with the results of interpersonal interaction. The former
is more interested in the cognitive and behavioral constraints on rationality as such, whereas
the latter strives to understand how it is possible to overcome these limitations by drawing on various institutional mechanisms (different sets of ‘rules of the game’). The tension
EHWZHHQ WKHVH GLVFLSOLQHV UHVXOWHG LQ WKH 1REHO 3UL]H EHLQJ DZDUGHG WR SURPLQHQW ¿JXUHV
LQERWKEHKDYLRUDODQGH[SHULPHQWDOHFRQRPLFVLQ²SV\FKRORJLVW'.DKQHPDQDQG
HFRQRPLVW96PLWK
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The predecessor to the ‘new’ behavioral economics is the ‘old’ behavioral economics of
WKHVDQGVDVVRFLDWHGZLWKLGHDVRI+6LPRQDQG-.DWRQD 6HQW3 
Simon coined the term ‘bounded rationality’, which denotes the entire spectrum of constraints on human knowledge and computational capabilities that prevent people in the real
ZRUOG IURP EHKDYLQJ DV SUHGLFWHG E\ QHRFODVVLFDO WKHRU\ 6LPRQ   .DWRQD DSSHDUV
WRKDYHEHHQWKH¿UVWZKRVWDUWHGWRXVHWKHWHUPµEHKDYLRUDOHFRQRPLFV¶ .DWRQD 
Nevertheless, although the ideas of the ‘old’ behavioral economics raised quite a stir (not
WRPHQWLRQHDUQLQJ6LPRQWKH1REHO3UL]HLQ(FRQRPLFVLQ WKH\ZHUHDOPRVWIXOO\
neglected by the overwhelming majority of economists and failed to create any type of a new,
VSHFL¿FVXEGLVFLSOLQH0RUHVXUSULVLQJO\LQVSLWHRIWKHREYLRXVSDUDOOHOVWKHLGHDVRIWKH
µROG¶EHKDYLRUDOHFRQRPLFVKDYHQRWKDGDQ\VLJQL¿FDQWLQÀXHQFHRQWKHµQHZ¶EHKDYLRUDO
HFRQRPLFV $QJQHUDQG/RHZHQVWHLQ $SDUWIURPWKHWHUPLQRORJLFDOVLPLODULW\µQHZ¶
and ‘old’ behavioral economic theories are hardly related.
The behavioral turn in economic theory is considered to have been triggered by two
SDSHUVSXEOLVKHGE\'.DKQHPDQDQG$7YHUVN\ .DKQHPDQDQG7YHUVN\ 
7KHSDSHUVFULWLFL]HGWKHµRUWKRGR[¶H[SHFWHGXWLOLW\WKHRU\RIIHULQJDQDOWHUQDWLYHFRQFHSW
for decision making under uncertainty that was called ‘prospect theory’. Of equal importance
in promoting behavioral ideas was the work of economist Richard Thaler that appeared at the
same time and provided a great deal of empirical evidence on the ‘suboptimality’ of decisions
made by economic agents, such as underestimating opportunity costs, the inability to abstract
IURPVXQNFRVWVDQGLQVXI¿FLHQWVHOIFRQWURO 7KDOHU 
Thaler, like Kahneman and Tversky, considered his main goal the development of an
empirically adequate theory of choice that would be able to describe actually observed decisionmaking processes. Inspired by their lead, hundreds of economists and psychologists joined
the exciting process of ‘deconstructing’ the ‘standard’ rational choice model by discovering
PRUH DQG PRUH KROHV LQ LW 5HQRZQHG VFKRODUV VXFK DV *$NHUORI '$ULHO\ & &DPHUHU
*/RHZHQVWHLQ'/DLEVRQ72¶'RQRKXH05DELQ.6XQVWHLQ$6KOHLIHUDQGRWKHUVDUH
among champions of behavioral economics. The impact of behavioral economics on the entire
spectrum of economic research proved to be so profound and multifaceted that some commentators consider it a true revolution in modern economic thought (Costa-Font, 2011).
3. What is wrong with the conventional model of rational choice?
The standard approach accepted in economic theory presupposes perfect rationality of
HFRQRPLF DJHQWV (FRQRPLVWV PHDQ VHYHUDO WKLQJV ZKHQ UHIHUULQJ WR µSHUIHFW UDWLRQDOLW\¶
&DPHUHU HW DO  3±  )LUVW LQGLYLGXDOV KDYH ZHOORUGHUHG SUHIHUHQFHV
(objectives) and aim at fully satisfying them when making decisions. Second, they do not
PDNHPLVWDNHV DWOHDVWV\VWHPDWLFDOO\ ZKHQFDOFXODWLQJWKHEHQH¿WVDQGFRVWVDVVRFLDWHG
with multiple choices. Third, in uncertain situations, they can make probabilistic estimates of
potential outcomes using all available information and revise those estimates as soon as new
GDWDDUULYHV2EYLRXVO\WKH¿UVWSRLQWLVWKHPRVWLPSRUWDQW
The concept of rationality, as understood by modern economic theory, is purely formal.
It says nothing about the ‘rightness’ of the goals pursued by individuals. In this formal
sense,rationality is a synonym for a consistency of preferences that are manifested in the
DFWXDOFKRLFHVPDGHE\DQLQGLYLGXDO$FFRUGLQJWR$UURZµWKHPDMRUPHDQLQJRIUDWLRQDOLW\
LVDFRQGLWLRQRIFRQVLVWHQF\DPRQJFKRLFHVPDGHIURPGLIIHUHQWVHWVRIDOWHUQDWLYHV¶ $UURZ
3[LLL &RQVHTXHQWO\WKHUHVWULFWLRQVLPSRVHGE\HFRQRPLFWKHRU\WRFRQVLGHUDSHUVRQ¶VEHKDYLRUµUDWLRQDO¶DUHPLQLPDOWKHXQGHUO\LQJSUHIHUHQFHVPD\EHRIDQ\W\SHH[FHSW
WKDWWKH\PD\QRWEHPXWXDOO\H[FOXVLYH2QO\WKLVDSSURDFKPDNHVFRQVLVWHQWO\PD[LPL]ing behavior possible. Given a certain order of preferences and a certain set of constraints
(physical, institutional, informational), individuals choose the best options of those available
to them.
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)URPWKHYLHZSRLQWRIREVHUYHGEHKDYLRU¿UVWWKLVLPSOLHVWKDWLQLGHQWLFDOVLWXDWLRQV
rational individuals will make identical choices (choose the same options). Second, whatever
choice they make, they will have no reasons to regret them or take them back (Saint-Paul, 2011).
Of course, this does not mean that they will behave similarly in any circumstances every
time. In choosing between an apple and an orange, a rational agent may choose the apple
WRGD\ DQG WKH RUDQJH WRPRUURZ +RZHYHU LI DVNHG ZKHWKHU VKH UHJUHWWHG KHU FKRLFH \HVWHUGD\VKHZRXOGGHQ\WKLV0RUHRYHUWKHDSSOHVKHWRRN\HVWHUGD\PD\KDYHEHHQZRUP\
DQGVKHZRXOGKDYHFKRVHQWKHRUDQJHKDGVKHNQRZQWKDW+RZHYHULIZHSXWKHUEDFNLQ
yesterday and provided the same limited information that was available to her then, we would
observe her choose the apple.
The analysis of the formal requirements to be met by choices (and, correspondingly, the
underlying preferences) to guarantee their consistency is the subject of a vast number of
VWXGLHV VHH7YHUVN\DQG.DKQHPDQ 7KHOLVWVRIWKHVHUHTXLUHPHQWV D[LRPVRIUDWLRQDOFKRLFH YDU\IRUGLIIHUHQWDXWKRUVZLWKWZRDSSHDULQJDVWKHPRVWVLJQL¿FDQWLQWHUPVRI
behavioral psychology: transitivity and context-independence (a slightly different term is
‘independence of irrelevant alternatives’).
The condition of transitivity assumes that if A is preferred over B, and B is preferred
over C, then A is preferred over C. Therefore, rational agents can make choices when
SUHVHQWHGQRW RQO\ ZLWK LVRODWHG SDLUV RI DOWHUQDWLYHV EXW DOVR ZLWK PXOWLSOH RSWLRQV $Q
agent with non-transitive preferences is not capable of this: if she prefers apples to oranges,
RUDQJHVWREDQDQDVDQGEDQDQDVWRDSSOHVVKHZLOO¿QGKLPVHOIFRQIXVHGLIRIIHUHGDOOWKUHH
at once.)
7KHRWKHUFRQGLWLRQ²FRQWH[WLQGHSHQGHQFH²PDQLIHVWVLQPDQ\VSHFL¿FZD\V,QSDUticular, it assumes that a choice between two options is independent from the order in which
they are offered. It also assumes that adding a new option to the existing two should not
LQÀXHQFHWKHFKRLFHXQOHVVWKHWKLUGRSWLRQLVSUHIHUDEOHWRWKHSUHYLRXVWZR*HQHUDOO\XQGHU
conditions of context-independence, decisions made by individuals when offered different
descriptions of the same problem will remain the same, i.e., the results of their choices do not
depend on the form of presentation.
From a more general, philosophical point of view, the premise of rational behavior is
equivalent to an assumption that each economic agent has a single self. Homo oeconomicus,
as imagined by neoclassical theory, cannot suffer from split personality. Otherwise, there
would be no consistency or order in her preferences. In other words, she has only one utility
function (a single set of preferences), just as each person has a single nose or a single stomach
(Saint-Paul, 2011. P. 20).
7KHQHRFODVVLFDOWKHRU\¿QGVERWKQRUPDWLYHDQGDQDO\WLFDOVLJQL¿FDQFHLQWKHUDWLRQDOLW\
principle and uses it to evaluate alternative states of the world in terms of better or worse, and
for describing and explaining observed economic phenomena. This principle is the starting
point for traditional welfare economics, the normative approach of which was called ‘welIDULVW¶ 6XJGHQ 7KLVDSSURDFKLQWHUSUHWVSUHIHUHQFHVDVGDWDZKHUHDVWKHH[WHQWRI
their satisfaction serves as a normative standard in terms of which any individual’s welfare
is evaluated. In turn, the welfare of a society is understood as an aggregate of the welfare of
individuals who make up the society.
It is occasionally asserted as self-evident that individuals know their own interests better
than others do (be it other individuals or the state). Reference is also made to the ‘consumer
VRYHUHLJQW\¶SULQFLSOHLQRWKHUZRUGVWKHµFRQVXPHULVDOZD\VULJKW¶$PRUHFRQFHSWXDOO\
VRSKLVWLFDWHGDUJXPHQWLVRIIHUHGE\WKHWKHRU\RIUHYHDOHGSUHIHUHQFHVWKHYHU\DFWRIDQ
LQGLYLGXDOFKRRVLQJDJLYHQRSWLRQZKHQVRPHRWKHUVDUHDYDLODEOH SK\VLFDOO\¿QDQFLDOO\RU
informationally)means that it is best for her and is most fully compatible with her preferences
because otherwise, her observed choice would have been different.
In behavioral economics, all of the components of the standard rational choice model
(normative and positive) came under frontal assault. First, empirical research showed that, in
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real life, ‘[d]eviations of actual behavior from the normative model [of rational choice] are
too widespread to be ignored, too systematic to be dismissed as random error, and too fundamental to be accommodated by relaxing the normative system’ (Tversky and Kahneman,
3 
6HFRQGWKHQXPHURXVEHKDYLRUDOµLUUDWLRQDOLWLHV¶WKDWKDYHEHHQLGHQWL¿HGXQGHUPLQHWKH
philosophical foundation of the conventional approach, namely the belief that an individual
possesses a single decision making center. In cannot be denied that many of the observed
anomalies result from the co-existence of several incompatible sets of preferences in an
individual’s psyche. In fact, there are multiple selves, each of which, when given the right
of decision making, makes decisions based on her own limited interests without considering
WKRVHRIWKHRWKHUV$OWKRXJKHDFKRIWKHVHLQFDUQDWLRQVFDQDFWDVDUDWLRQDOXWLOLW\PD[LPL]HUWKHRYHUODSRIWKHLUGHFLVLRQVZLOOLQHYLWDEO\UHVXOWLQLUUDWLRQDOEHKDYLRU
Third, the normative prescriptions of the welfarist approach are being undermined. The
evidence gathered by behavioral economists demonstrates in many cases that people have
a poor understanding of their own true interests and often act contrary to them. If consumers
are capable of acting to their own detriment, the question of why and on what grounds should
their ‘sovereignty’ be respected arises. Problems occur also with the principle of revealed
preferences. In this situation, one cannot be certain that the options actually chosen by individuals would always be the best for them out of all of those available and, consequently, that
they should have the last say concerning what is good or bad for them. This is why irrational
preferences cannot be accepted as a normative standard for evaluating welfare, whether of an
individual or of society as a whole.
4. Catalogue of irrationalities
The most general empirical implication of behavioral economic analysis is that people
often understand and interpret situations they face in a manner different from that prescribed
E\WKHUDWLRQDOFKRLFHPRGHO7KHLUGHFLVLRQPDNLQJPD\EHLQÀXHQFHGE\LQIRUPDWLRQKDYLQJQRDFWXDOYDOXHWKH\VXIIHUIURPH[FHVVLYHVHOIFRQ¿GHQFHWKH\DUHVORZLQH[HFXWLQJ
WKHLUGHFLVLRQVWKH\DFWPHFKDQLFDOO\WKH\PDNHPLVWDNHVLQDVVHVVLQJWKHSUREDELOLW\RI
IXWXUH HYHQWV DQG WKH\ DFW RQ LPSXOVH LQÀXHQFHG E\ TXLFNO\ FKDQJLQJ HPRWLRQDO VWDWHV
Because of the multitude and variety of cognitive and behavioral errors described in behavioral literature, upon reading it, ‘[t]he casual reader might have the impression that the rational
homo economicus has died a sad death and the economics profession has moved on to recogQL]HWKHWUXHLUUDWLRQDOLW\RIKXPDQNLQG¶ /HYLQH3 
It is very important (and behaviorists insist on this) that behavioral errors by individuals
EHSUHGLFWDEOH $ULHO\ ,QVRPHFLUFXPVWDQFHVHYHQFRPSHWHQWDQGVXFFHVVIXOLQGLYL
duals act irrationally, damaging their own long-term interests. Changing the smallest detail in
DVLWXDWLRQPD\EHVXI¿FLHQWWRDOWHUDSHUVRQ¶VEHKDYLRUFRPSOHWHO\)URPDQDQDO\WLFDOSRLQW
RIYLHZPRVWEHKDYLRUDODQRPDOLHVFDQEHLQWHUSUHWHGLQWHUPVRIPXOWLSOHVHOYHVHDFKKDVLWV
own scale of preferences, which renders the empirical behavior of an individual inconsistent.
The variety of deviations from the conventional rational choice model can be divided into
WZRODUJHJURXSVFRJQLWLYHHUURUVDQGGHIHFWVRIWKHZLOO+RZHYHUPDQ\RIWKHPFDQEH
FRQVLGHUHGPDQLIHVWDWLRQVRIERWKLQWHOOHFWXDOOLPLWDWLRQVDQGLQVXI¿FLHQWVHOIFRQWURO7KH
QXPEHURIFRJQLWLYHDQGEHKDYLRUDOHUURUVLGHQWL¿HGDQGGHVFULEHGE\EHKDYLRUDOHFRQRPLVWV
LVODUJHDQGFRQVWDQWO\JURZLQJ$FFRUGLQJWRRQHRIWKH IDUIURPFRPSOHWH OLVWVWKHQXPEHULVDSSURDFKLQJ 5L]]RDQG:KLWPDQ3 2XUDQDO\VLVLVOLPLWHGWRDVPDOO
sample of the most important ones.
+\SHUEROLFGLVFRXQWLQJ7KHWUDGLWLRQDOHFRQRPLFDQDO\VLVRILQWHUWHPSRUDOFKRLFHEXLOGV
XSRQWKHIDFWWKDWLQGLYLGXDOVSUHIHUSUHVHQWJRRGVWRIXWXUHRQHVDQGDUHZLOOLQJWRVDFUL¿FH
a larger amount of the latter to gain a smaller amount of the former. The proportions of this
‘exchange’ are determined by the subjective parameters of time preference, which may vary
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greatly between individuals. Some may be very patient (low discount rate), whereas others
may be very impatient (high discount rate).
+RZHYHU DSHUVRQ¶V GLVFRXQW UDWH PXVW UHPDLQ XQFKDQJHG IRU ORQJWHUP GHFLVLRQV WR
be rational. In other words, the proportion of ‘exchange’ between any two periods must be
GH¿QHGRQO\E\WKHGLVWDQFHEHWZHHQWKHPDQGPXVWEHLQGHSHQGHQWRIWKHGLVWDQFHEHWZHHQ
WKHPDQGWKHSUHVHQWPRPHQW,QWKLVFDVHIRUDQLQGLYLGXDOKDYLQJDGLVFRXQWIDFWRURI
JDLQHGLQWZR\HDUV¶WLPHZLOOEHHTXLYDOHQWWRJDLQHGLQD\HDUMXVWDVJDLQHG
LQD\HDUZLOOEHHTXLYDOHQWWRJDLQHGQRZ6XFKDGLVFRXQWLQJDOJRULWKPLVFDOOHGH[SRnential becauseas the time distance from the present moment increases, the decrease in the
value of future goods follows an exponential curve.
+RZHYHUEHKDYLRULVWVKDYHIRXQGWKDWLQUHDOOLIHPDQ\ PD\EHHYHQPRVW SHRSOHDFWDV
inconsistent ‘discounters,’ leaning toward hyperbolic, rather than exponential, discounting
/DLEVRQ 7KHGLVFRXQWUDWHVSHRSOHXVHDUHQRWVWDWLFEXWUDWKHULQFUHDVHDVWKHFRPpared periods come closer to the present moment. Thus, an individual may value $100 gained
LQWZR\HDUVWREHHTXLYDOHQWWRJDLQHGLQD\HDUDQGDWWKHVDPHWLPHYDOXHJDLQHG
LQD\HDUWREHHTXLYDOHQWWRRQO\JDLQHGULJKWQRZ,QWKH¿UVWFDVHWKHGLVFRXQWIDFWRU
LVLQWKHVHFRQGLWLV
'HFLVLRQVPDGHXVLQJK\SHUEROLFGLVFRXQWLQJDUHWLPHLQFRQVLVWHQW)RUH[DPSOHDWt0,
DQLQGLYLGXDOZLWKWKHWLPHSUHIHUHQFHVGHVFULEHGDERYHZRXOGEHZLOOLQJWRVDYHDWt1
by depositing it with a bank at an interest rate that effectively yields $100 at t2 because this
GHFLVLRQZRXOGEHDWWUDFWLYHJLYHQKLVGLVFRXQWIDFWRURI+RZHYHUZKHQt1 arrives, he
ZLOODEDQGRQ KLVRULJLQDOGHFLVLRQDQGVSHQGWKHLQVWHDGRIVDYLQJLWEHFDXVHGHSRVLWing the money with a bank at the same interest rate would no longer be attractive for him at
DGLVFRXQWIDFWRURI$VDUHVXOWGXHWRK\SHUEROLFGLVFRXQWLQJDQLQGLYLGXDOPD\EHFRPH
WRUQEHWZHHQRSSRVLWHGHFLVLRQVXQDEOHWRFKRRVHEHWZHHQWKHP+HPD\SODQWRVWDUWVDYLQJ
for retirement or take up a strict diet next year, but will abandon these ideas when the next
year arrives.
%HKDYLRUDOHFRQRPLVWVFRQVLGHUWKLVEHKDYLRUREYLRXVO\LUUDWLRQDO0RVWRIWHQLWLVFDXVHG
E\LQVXI¿FLHQWVHOIFRQWURODQGUHÀHFWVVRPHLQGLYLGXDOV¶LQDELOLW\WRUHVLVWWHPSWDWLRQVLQWKH
SUHVHQWPRPHQW([FHVVLYHLPSDWLHQFH KLJKVKRUWWHUPGLVFRXQWUDWH ZLOOPRWLYDWHWKHPWR
PDNHGHFLVLRQVZLWKLPPHGLDWHEHQH¿WVDQGGHOD\HGFRVWV+\SHUEROLFGLVFRXQWLQJPD\EH
the reason for phenomena such as addictive behavior (for example, to drugs or food), regular
SRVWSRQHPHQWRILPSRUWDQWGHFLVLRQVEXLOGLQJSRUWIROLRVFRQWDLQLQJLQFRPSDWLEOH¿QDQFLDO
instruments (e.g., using high-interest credit cards while at the same time buying low-interest
securities), excessive borrowing, or low saving rates.
+\SHUEROLFGLVFRXQWLQJPD\EHFRQVLGHUHGHYLGHQFHRIFRQÀLFWEHWZHHQWKHWZRVHOYHV
each with its own special utility function: one impatient and only concerned with the present,
WKHRWKHUSUXGHQWDQGIXWXUHRULHQWHG7KHFRQÀLFWOHDGVWRLQFRQVLVWHQWEHKDYLRUZKHQWKH
right of decision-making is granted to the impatient self, it cancels prior decisions by the
prudent self.
‘Cold’ and ‘hot’ psychological states. The current emotional state of an individual may
KDYHDGHFLVLYHLQÀXHQFHRQKHUFKRLFHV,QELRORJLFDOO\µKRW¶VWDWHV HJDQJHUIHDUDGPLration, and excitement), individuals are inclined to make spontaneous decisions, whereas
in ‘cold’ states (e.g., calm, composure, and rational thought), decisions are well-measured
&DPHUHUHWDO ,QRWKHUZRUGVLQDµKRW¶VWDWHSHRSOHPD\UHDFWVXERSWLPDOO\RYHUHVWLPDWLQJ VKRUWWHUP EHQH¿WV DQG XQGHUHVWLPDWLQJ WKH FRUUHVSRQGLQJ ORQJWHUP FRVWV RI
DJLYHQGHFLVLRQ7KH\PD\EHFRPHPDUULHGLQD¿WRISDVVLRQRUFRPPLWVXLFLGHLQDSURIRXQGGHSUHVVLRQ$IWHULQKDOLQJWKHDURPDRIOHDWKHUXSKROVWHU\LQDQH[SHQVLYHFDUDSHUVRQ
may be unable to resist the temptation to buy it.
+HUHDJDLQZHIDFHWKHFRQÀLFWEHWZHHQWKHWZRVHOYHVµKRW¶DQGµFROG¶ZLWKGLIIHUHQW
preference scales. It is obviously dangerous to trust the ‘hot’ self in making vital decisions
that the ‘cold’ self may later bitterly regret.
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(UURUVRIRSWLPLVPDQGSHVVLPLVP7KHHUURURIRSWLPLVPPDNHVLQGLYLGXDOVRYHUO\VHOI
FRQ¿GHQWLQGHFLVLRQPDNLQJ,WLVDQXQGHUHVWLPDWLRQRIWKHSUREDELOLW\RIXQGHVLUDEOHHYHQWV
FDSDEOHRILQÀLFWLQJVHULRXVLIQRWLUUHSDUDEOHGDPDJH 7KXVGULYHUVJHQHUDOO\XQGHUHVWLmate their own chances of having a car accident). This error results in excessive risk-taking
HJLQYHVWLQJLQKLJKULVN¿QDQFLDODVVHWV $QRSSRVLWHW\SHRIHUURUDOVRRFFXUVPDNLQJ
SHRSOHORVHVHOIFRQ¿GHQFHDQGH[DJJHUDWHWKHSUREDELOLW\RIXQGHVLUDEOHHYHQWV7KLVOHDGV
to unreasonably strong risk aversion.
$YDLODELOLW\ ELDV 7KLV ELDV LV HVVHQWLDOO\ WKH WHQGHQF\ WR RYHUHVWLPDWH SUREDELOLWLHV RI
particular events when an individual directly participates in them or witnesses those events.
Thus, having been robbed in a certain part of a city, one tends to consider that neighborhood
dangerous although it may not be any more dangerous than other areas in terms of crime
VWDWLVWLFV$YDLODELOLW\ELDVFDQPDNHLQGLYLGXDOVDEDQGRQHYHQSURMHFWVZLWKYHU\PRGHUDWH
and reasonable risk levels, thereby damaging their own welfare. (In this sense, their actions
are the opposite of those resulting from the error of optimism.)
&RQWH[W'HSHQGHQFH &RQWH[WGHSHQGHQFH FDQ WDNH WZR EDVLF IRUPV )LUVW WKHUH LV WKH
HIIHFWRIIUDPLQJPDNLQJDQLQGLYLGXDOFKRLFHGHSHQGHQWRQLQVLJQL¿FDQWDVSHFWVRIWKHVLWXDtion in which it is made. In this case, we are addressing a direct violation of the ‘independence
of irrelevant alternatives’ principle (see above). These cases are situations in which the outcome of a decision is determined by the formal characteristics of its frame, rather than by its
contents. For example, people tend to choose A if options are ordered A–B and B if the order is
B–A $WH[WERRNH[DPSOHIURPPHGLFDOSUDFWLFHLVZKHQWROGWKDWWKHVXUYLYDOUDWHRIDJLYHQ
FRXUVHRIWUHDWPHQWLVPRVWLQGLYLGXDOVDJUHHWRXQGHUJRLW&RQYHUVHO\ZKHQWROGWKDW
WKHJLYHQWUHDWPHQWKDVDIDWDOLW\UDWHPRVWWHQGWRUHIXVHLW
Second, there is an assessment of available alternatives based on comparisons with
a certain reference level. The reference standard for comparison may be determined either
by the individual’s past experience or by the context of decision-making. Thus, an individual
may evaluate her welfare based on both absolute and relative income. That is, the higher
the income of her reference group, the lower the perceived value of her own income, and
vice versa.
The status quo bias is another important case of this sort of dependence, using the current
VWDWHRIDIIDLUVDVWKHVWDUWLQJSRLQW7KLVELDVKDVEHHQH[WHQVLYHO\DQDO\]HG,WLVPDQLIHVWHG
LQDQLQGLYLGXDO¶VWHQGHQF\WRDYRLGDQ\WKLQJQHZDOWKRXJKLWSURPLVHVFRQVLGHUDEOHEHQH¿WV
or low costs to abandon the old. One possible reason is the inclination to feel deeper regret
DERXWDFWLRQVUDWKHUWKDQDERXWLQDFWLRQ$QRWKHUUHDVRQLVWKHWHQGHQF\WRSURFUDVWLQDWHLH
WRV\VWHPDWLFDOO\SRVWSRQHPDNLQJLPSRUWDQWGHFLVLRQV$WKLUGUHDVRQLVORVVDYHUVLRQLQWKH
face of equal gains and losses, i.e., the propensity to assign relatively higher negative value to
the latter than positive value to the former. Loss aversion occurs when people evaluate gains
DQGORVVHVLQFRPSDULVRQZLWKWKHVWDWXVTXRHJWKHLUFXUUHQWLQFRPH$QLQGLYLGXDOZKRVH
LQFRPHKDVULVHQIURPWRPD\IHHOPXFKKDSSLHUWKDQRQHZKRVHLQFRPHKDV
fallen from $20,000 to $10,000.
This phenomenon is associated with the famous endowment effect, i.e., a sharp increase
LQWKHYDOXHRIDQLWHPULJKWDIWHULWVDFTXLVLWLRQ$IDLUDPRXQWRIH[SHULPHQWDOGDWDGHPRQstrates that the perceived value of an item for people is much higher when they possess it than
when they do not. The sum of money they ask in exchange for giving away an item (when
they possess it) tends to far exceed the purchase price they are willing to pay (when they do
QRWSRVVHVVLW  .QHWVFK 
The most widely discussed practical example of status quo bias is associated with the
choice of the so-called ‘default rules.’ It is a choice between alternative contract options, one
of which is proposed to an agent ‘by default.’ The agent, however, may refuse it and choose
DQRWKHU 6XQVWHLQ DQG7KDOHU E 7R LOOXVWUDWH WKLV ZH FDQ UHIHU WR WKH FDVHV LQYROYLQJWKHPRVWFRPPRQW\SHRIUHWLUHPHQWSODQLQWKH86WKH N SODQ QDPHGDIWHUWKH
DVVRFLDWHGDUWLFOHLQWKH86,QWHUQDO5HYHQXH&RGH 

5.DSHOLXVKQLNRY5XVVLDQ-RXUQDORI(FRQRPLFV  í



86WD[ODZVDOORZHPSOR\HHVWRGHSRVLWSDUWRIWKHLUVDODU\WRWKHLUSHUVRQDOUHWLUHPHQW
savings accounts prior to withholding tax, according to retirement plans established by
WKHLUHPSOR\HUV(PSOR\HHVFDQVLJQXSIRUD N SODQLQDQXPEHURIGLIIHUHQWZD\V
Some companies enlist their employees by default, reserving the latter’s right to withdraw.
Others do the opposite. They do not enlist their employees by default, although the latter
DUHIUHHWRVLJQXSDWDQ\WLPH,QWKH¿UVWFDVHGHGXFWLRQVLPPHGLDWHO\EHJLQWREHPDGH
from an employee’s salary to her retirement account, and she must submit a special application if she wants to stop it. In the second case, deductions from the employee’s salary
to her retirement account will not commence until she submits a written request. From
WKHVWDQGSRLQWRIWKHVWDQGDUGUDWLRQDOFKRLFHPRGHOWKHDERYHSURFHGXUHVDUHLGHQWLFDO
hence, the proportion of participating and non-participating employees should be roughly
WKHVDPHLQERWKFDVHV+RZHYHULQUHDOLW\WKLVLVQRWWKHFDVH$VWXG\RIGDWDIURPWKUHH
ODUJH86FRPSDQLHVKDVVKRZQWKDWDIWHUVZLWFKLQJWRGHIDXOWHQOLVWLQJWKHSRUWLRQRI
HPSOR\HHVHQUROOHGLQWKH N SODQKDGJURZQIURP±WR±LQKDOID\HDU
(Choi et al., 2002).
Context-dependence may be considered the most obvious violation of the rationality principle and the most salient example of preferences endogeneity. It points to an actual lack of
preferences rather than their inconsistency. Sunstein and Thaler noted that when decisions are
context-dependent, the very term ‘preference’ loses most of its meaning. In this type of situation, preferences are shaped at the very moment of choice, rather than preceding it. ‘If the
DUUDQJHPHQWRIDOWHUQDWLYHVKDVDVLJQL¿FDQWHIIHFWRQWKHVHOHFWLRQVFXVWRPHUVPDNHWKHQ
WKHLUWUXHµSUHIHUHQFHV¶GRQRWIRUPDOO\H[LVW¶ 6XQVWHLQDQG7KDOHUE3 
(YHQ WKLV VKRUW DQG LQFRPSOHWH RYHUYLHZ LV VXI¿FLHQW WR GHPRQVWUDWH KRZ KHDY\ DQG
varying losses caused by behavioral errors may be for the entire society, and for an individual.
‘When consumers make errors, it is as if they are imposing externalities on themselves
EHFDXVHWKHGHFLVLRQVWKH\PDNHGRQRWDFFXUDWHO\UHÀHFWWKHEHQH¿WVWKH\GHULYH¶ &DPHUHU
HWDO3 
The question of whether the state is capable of eliminating the ensuing welfare losses
DULVHV %HKDYLRULVWV DQVZHU WKLV LQ WKH DI¿UPDWLYH RIIHULQJ DZLGH UDQJH RI JRYHUQPHQW
interventions that can help people act more rationally, based on their own ‘true’ interests.
Behaviorists themselves take up the role of social therapists, prescribing an appropriate
FRXUVHRIWUHDWPHQWIRUWKHVRFLHW\ /RHZHQVWHLQDQG+DLVOH\ 
5. Under the banner of paternalism
%HKDYLRUDOHFRQRPLVWVFKDUDFWHUL]HWKHJHQHUDOQRUPDWLYHVWDQGDUGXQGHUO\LQJWKHLUSROLWical recommendations as ‘paternalistic.’ In social philosophy, it is understood as any form
of the third-party interference in a person’s life against her will (e.g., by the state, family, or
FKXUFK EHFDXVHVXFKLQWHUIHUHQFHZRXOGLPSURYHKHUZHOIDUHDQGRUZRXOGQRWOHWKHUKDUP
herself 1. In other words, paternalism involves acts of coercion (restricting freedom of choice)
DLPHGDWLPSURYLQJWKHZHOIDUHRIWDUJHWHGLQGLYLGXDOV$QLQGLYLGXDOLVDVVXPHGLQFDSDEOH
RILGHQWLI\LQJKHURZQWUXHLQWHUHVWVZKHUHDVVRPHRQHZKRNQRZVEHWWHUFDQDQGPXVWGH¿QH
these interests for her.
$OWKRXJKSDWHUQDOLVPFDQEHSUDFWLFHGERWKE\WKHVWDWHDQGSULYDWHHQWLWLHVµLQPRGHUQ
usage, the term usually refers to those laws and public policies which restrict the freedom
RISHRSOHVRWKDWWKHLULQWHUHVWVPD\EHEHWWHUVHUYHG¶ :HDOHFLWHGLQ.OHLQ
3± $FODVVLFH[DPSOHRISDWHUQDOLVWLFUHODWLRQVKLSVLVWKHSDUHQWFKLOGUHODWLRQVKLS
with the former restricting the behavior of the latter in the latter’s best interests with all types
of taboos and prescriptions (e.g., do your homework, come home before dark, do not open
the door to strangers). In the case of state paternalism, the state performs the function of the
1

KWWSSODWRVWDQIRUGHGXDUFKLYHVVXPHQWULHVSDWHUQDOLVP
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µIDWKHU¶DQGLWVµIDWKHUO\FDUH¶LVSHUIRUPHGRQLQGLYLGXDODGXOWVDOWKRXJKWKH\DUHUHFRJQL]HG
DVFDSDEOHDQGUHVSRQVLEOHFLWL]HQVE\WKHODZ
Paternalism may take on ‘harder’ and ‘softer’ forms, depending on how deeply it interIHUHVZLWKLQGLYLGXDOGHFLVLRQV+DUGSDWHUQDOLVPLQYROYHVKHDY\UHVWULFWLRQRIFKRLFHRSSRUtunities, whereas the restrictions imposed by a soft paternalism are barely noticeable.
(FRQRPLFWKHRU\KDVXVXDOO\RSSRVHGSDWHUQDOLVWLFSROLF\ZKLFKOLPLWVLQGLYLGXDOIUHHdom of choice. This consistently anti-paternalistic attitude is quite understandable and can
be easily explained. Indeed, if ‘the consumer is always right’ (always rational), then there is
simply no room left for any improvement in her welfare through intervention into her decision making. In this case, any government interference can only cause damage by replacing
consumers’ optimal decisions by different, suboptimal ones.
Consequently, traditional welfare economics allows restrictions on an individual’s freedom of choice subject only to the condition that the restrictions are aimed at improving the
welfare of other individuals. This implies two theoretical arguments in favor of government
LQWHUYHQWLRQLHUHIHUHQFHWRµPDUNHWIDLOXUHV¶DQGUHGLVWULEXWLYHFRQVLGHUDWLRQV$QXQUHJXODWHGPDUNHWHLWKHUGRHVQRWIXQFWLRQVXI¿FLHQWO\HI¿FLHQWO\ LHGRHVQRWHQVXUHHI¿FLHQW
resource allocation) or creates an income distribution structure inconsistent with the views
RIHTXDOLW\SUHYDOHQWLQDJLYHQVRFLHW\*RYHUQPHQWLQWHUYHQWLRQLVRQO\MXVWL¿DEOHLQVXFK
FDVHV'LUHFWLQWHUYHQWLRQLQWRDQLQGLYLGXDO¶VGHFLVLRQVLVGHHPHGXQDFFHSWDEOHEHFDXVHLW
lacks any theoretical basis whatsoever.
Traditional regulatory means (e.g., taxes, subsidies and transfers) may change the budget
constraints for consumers, but no encroachment upon their ‘sovereignty’ occurs. Consumers
VWLOOKDYHWKH¿QDOVD\WKH\DUHJLYHQQRSUHVFULSWLRQVDQGPD\GHFLGHIRUWKHPVHOYHVKRZWR
react to such changes made by the state. In this sense, the traditional anti-paternalistic attitude
of economic theory effectively limits potential state expansion.
+RZHYHULIWKHLGHDVRIEHKDYLRUDOHFRQRPLFVDUHFRUUHFWDQGHFRQRPLFDJHQWVSRVVHVV
only bounded rationality, then the situation changes drastically. The usual list of ‘market
failures’ is supplemented with a new, ‘behavioral’ one. Consequently, the taboo on paternalistic intervention prescribed by traditional economic theory is no longer in effect, and the
VWDWHJDLQVDFFHVVWRDPXFKEURDGHU¿HOGRIDFWLYLWLHV%HFDXVHSHRSOHDUHQRWLQVXUHGDJDLQVW
systematic errors, a caring government can (and must!) extend a helping hand to steer their
behavior along a rational course using any means available.
8QGRXEWHGO\ WKH µQHZ¶ SDWHUQDOLVP EDVHG RQ WKH LGHDV RI EHKDYLRUDO HFRQRPLFV GLIfers greatly from the old paternalism in its normative standard and recommended types of
state intervention. The ‘old’ paternalism was most often tinged with a distinctive religious or
moralistic hue. It ignored the preferences and interests of the ‘subjects,’ literally replacing
them with those of the ‘caregiver.’ It was assumed, explicitly or not, that a paternalistic state
knows better than individuals themselves do what their true welfare is.
The ‘new’ paternalism takes an entirely different stance. The subjective preferences of
individuals serve as the normative standard. The ‘new’ paternalism, unlike the ‘old,’ is aimed
at helping people achieve what they want. In other words, it tries to help them increase
their level of subjective welfare, something they cannot do themselves due to cognitive or
behavioral limitations.
$QRWKHU GLIIHUHQFH RI HTXDO LPSRUWDQFH LV WKDW ZKHUHDV WKH µROG¶ SDWHUQDOLVP WULHG WR
improve the welfare of individuals by taking away their freedom of choice, the ‘new’ paternalism claims that government regulation can improve on the individual welfare without
RU QHDUO\ ZLWKRXW  UHVWULFWLQJ WKHLU SHUVRQDO DXWRQRP\ 0LWFKHOO  3  7KHUH
are differing, although very similar versions of this idea: the ‘asymmetrical paternalism’ of
&DPHUHUHWDOWKHµVRIWSDWHUQDOLVP¶RI/RHZHQVWHLQDQG+DLVOH\DQGWKHµOLEHUWDULDQSDWHUnalism’ of Sunstein and Thaler.
$V\PPHWULFSDWHUQDOLVPLVUHDOL]HGWKURXJKJRYHUQPHQWLQWHUYHQWLRQVWKDWFUHDWHµODUJH
EHQH¿WVIRUWKHSHRSOHZKRDUHERXQGHGO\UDWLRQDO«ZKLOHLPSRVLQJOLWWOHRUQRKDUPRQWKRVH
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ZKRDUHIXOO\UDWLRQDO¶ &DPHUHUHWDO3 7KHSURFODLPHGJRDORIVRIWSDWHUQDOLVPLVµWRHQKDQFHGHFLVLRQPDNLQJZLWKRXWUHVWULFWLQJLW¶ /RHZHQVWHLQDQG+DLVOH\
3  µ/LEHUWDULDQ SDWHUQDOLVP¶ VWULYHV WR PD[LPDOO\ SUHVHUYH WKH IUHHGRP RI FKRLFH ZKLOH
pursuing a paternalistic policy (hence the term ‘libertarian’). The state should only structure
WKH¿HOGRIFKRLFHOHDYLQJ¿QDOGHFLVLRQVWRLQGLYLGXDOV 6XQVWHLQDQG7KDOHUD 
,QVSLWHRIWKHVHVWLSXODWLRQVµQHZ¶SDWHUQDOLVWV¿UPO\GHQ\WKHWUDGLWLRQDODQWLSDWHUnalistic attitude of economic theory. Sunstein and Thaler are the most uncompromising.
They believe the ‘dogmatic paternalism’ of standard economic theory to be founded on
one false assumption and two misconceptions. The false assumption is formulated as
IROORZVµ>$@OPRVWDOOSHRSOHDOPRVWDOORIWKHWLPHPDNHFKRLFHVWKDWDUHLQWKHLUEHVW
interest or at the very least are better, by their own lights, than the choices that would be
PDGHE\WKLUGSDUWLHV¶ 6XQVWHLQDQG7KDOHUE3 7KHDVVXPSWLRQLVLQYDOLG
from an empirical standpoint and has been disproved by multiple studies performed by
behavioral economics (see above). The two misconceptions are that, on the one hand,
‘there are viable alternatives to paternalism’ and, on the other hand, ‘paternalism always
LQYROYHV FRHUFLRQ¶ 6XQVWHLQ DQG 7KDOHU E 3±  6XQVWHLQ DQG 7KDOHU
believe both to be erroneous.
They base their counter-arguments on a case that became a textbook example of ‘new’
paternalism. It opens their book, Nudge 7KDOHUDQG6XQVWHLQ 7KHH[DPSOHDGGUHVVHV
DGLOHPPD IDFLQJ WKH GLUHFWRU RI DFDIHWHULD RZQHG E\ D¿UP +HU FXVWRPHUV PRYH DORQJ
the counter, choosing which of the various dishes they prefer. The director noticed that the
dishes that were placed earlier in line were in greater demand than were the others (the framing effect). She also knows about medical studies proving that people can improve their
welfare by eating fewer cakes and more fruit. Therefore, how should she place the dishes?
6XQVWHLQ DQG7KDOHU LGHQWLI\ IRXU RSWLRQV SODFH WKH GLVKHV UDQGRPO\ SODFH WKH KHDOWKLHVW
LQ WKH GLUHFWRU¶V RSLQLRQ  DW WKH EHJLQQLQJ RI WKH OLQH SODFH WKRVH WKDW ZRXOG PDNH WKH
FXVWRPHUVDVREHVHDVSRVVLEOHDWWKHIURQWRUSODFH¿UVWWKRVHWKDWLQKHURSLQLRQZRXOGEHVW
¿WWKHLUSUHIHUHQFHV+RZHYHUWKHODVWRSWLRQLVRQO\SRVVLEOHLIWKHYLVLWRUVKDYHH[RJHQRXV
preferences independent from the context (i.e., the order of the dishes). If they have no such
SUHIHUHQFHV SHRSOHFKRRVHFDNHVLIWKRVHDUHSODFHG¿UVWWKHVDPHZLWKIUXLW WKLVQRQSDWHUnalistic option falls out and the director must choose between the remaining ‘paternalistic’
RSWLRQV$VWKHFKRLFHRIVRPHIUDPH RUGHURIGLVKHV LVLQHYLWDEOHWKHJXLGLQJHIIHFWRIWKH
director’s decisions on the visitors’ choice is also inescapable. Therefore, she could not avoid
nudging even if she wanted to. Thus, if you must nudge visitors by selecting this or that order
of dishes as the default, at least it should be the healthiest option.
This leads to the conclusion that there is no real alternative to paternalism. ‘The central
point, ’Sunstein and Thaler say, ‘is that effects on individual choices are often unavoidable. Of course, it is usually good not to block choices, and we do not mean to defend nonlibertarian paternalism here. But in an important respect, the anti-paternalistic position is
incoherent simply because there is no way to avoid effects on behavior and choices. The task
for the committed libertarian is not to avoid such effects but to preserve freedom of choice’
6XQVWHLQDQG7KDOHUE3 
Sunstein and Thaler also consider the misconception that paternalism always involves
FRHUFLRQWREHHUURQHRXV%\SXWWLQJ¿UVWIUXLWDQGWKHQFDNHVRQWKHFRXQWHUWKHGLUHFWRU
QXGJHVYLVLWRUVWRFKRRVHGLVKHVWKDWDUHPRVWLQOLQHZLWKWKHLULQWHUHVWV9LVLWRUVKRZHYHU
remain free to choose cakes if they want to. In other words, although paternalistic intervention nudges (with the help of the framing effect) boundedly rational individuals in the direcWLRQFKRVHQE\WKHGLUHFWRULWZLOOQHYHULQÀXHQFHWKHEHKDYLRURIIXOO\UDWLRQDOLQGLYLGXDOV
who will choose dishes of their liking regardless of the order they appear (that is, framing).
Thus, libertarian paternalism fully respects the preferences of rational consumers. On the
other hand, because irrational consumers lack any structured preferences, there is nothing
to respect. Thus, the nudge policy manages to combine paternalism and libertarianism,
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incompatible as these may seem. These arguments lead Sunstein and Thaler to the conclusion
that a transition is needed from the old, dogmatic and anti-paternalist attitude that economic
theory has traditionally followed to a new, anti-dogmatic and paternalist one (Sunstein and
7KDOHUE3± 
1HYHUWKHOHVVWKHVHJHQHUDOGHFODUDWLRQVDUHQRWVXI¿FLHQWIRUWKHSUDFWLFDOLPSOHPHQWDWLRQ
of ‘new’ paternalist ideas. First, it is necessary to determine which preferences of the multiple
VHOYHVVKRXOGEHFRQVLGHUHGUHÀHFWLQJWKHµWUXH¶SUHIHUHQFHVRIDQLQGLYLGXDO:KRVHDFWVRI
choice should be taken as the starting point and whose should be discarded? ‘New’ paterQDOLVWVWU\WRVROYHWKLVSUREOHPE\XVLQJWKHFULWHULRQRIµLQIRUPHGGHVLUH¶ 6XJGHQ
3 7KLVFULWHULRQLPSOLHVWKDWLQGLYLGXDOVDFWDJDLQVWWKHLURZQLQWHUHVWVZKHQPDNLQJ
decisions ‘that they would change if they had complete information, unlimited cognitive
DELOLWLHVDQGQRODFNRIVHOIFRQWURO¶ 6XQVWHLQDQG7KDOHUE3 7KHSUHIHUHQFHV
of selves whose decisions are the closest to the ideal of full rationality should be taken for
granted. The preferences of selves whose decisions deviate from the ideal should be corrected by the state’s paternalistic interventions.
This point of view implies that individuals do possess a set of well-structured ‘true’ preferences that, however, are manifested in a distorted form in observed acts of choice due to
YDULRXVFRJQLWLYHDQGEHKDYLRUDOELDVHV7KXVWKHWDVNLVWRUHFRQVWUXFWWKHPVRPHKRZ$V
follows from the above quote by Sunstein and Thaler, the ‘new’ paternalists suggest solving
it in a thought experiment, i.e., imagining what a given individual would choose if he were
fully rational. The preferences thus reconstructed are considered the ‘true’ ones and become
the normative standard for evaluating any forms of state intervention aimed at improving the
welfare of individuals or that of society as a whole.
$VDUHVXOWWKHSRVLWLRQRIEHKDYLRUDOHFRQRPLVWVEHFRPHVDPELYDOHQWZLWKUHVSHFWWRWKH
VWDQGDUGUDWLRQDOFKRLFHPRGHOWKH\GHFLVLYHO\UHMHFWLWDVDGHVFULSWLYHWKHRU\EXWSUHVHUYH
LWDQGVWURQJO\LQVLVWRQLWVXQFRQGLWLRQDOVLJQL¿FDQFHDVDQRUPDWLYHLGHDO7KXVWKHVWDWH
becomes a tool they intend to use to push the empirically observed behavior of boundedly
rational individuals closer to the theoretical ideal of full rationality, i.e., convert them from
boundedly to unboundedly rational. In this sense, behavioral economists do not abandon
WKHVWDQGDUGPRGHORIUDWLRQDOLW\UDWKHUWKH\FDOOIRUSUDFWLFDOO\LPSOHPHQWLQJLWDVIXOO\DV
possible. ‘The irony is that behavioral economics, having attacked Homo oeconomicus as an
empirically false description of human choice, now proposes, in the name of paternalism,
to enshrine the very same fellow as the image of what people should want to be. Or, more
SUHFLVHO\ZKDWSDWHUQDOLVWVZDQWSHRSOHWREH¶ /HRQDUG3 
6. Forms of behavioral policies
7KH QRUPDWLYH DFWLYLW\ JHQHUDWHG E\ EHKDYLRUDO HFRQRPLFV LV H[FHSWLRQDO$Q HVWLPDWH
VKRZVWKDWLQRQO\¿YH\HDUV IURPWR $PHULFDQODZMRXUQDOVDORQHSXEOLVKHG
approximately 1,000 articles with proposals inspired by behaviorist ideas (Wright and
Ginsburg, 2012).
The set of policies supported and approved of by the ‘new’ paternalists is a mixture of
legislative and administrative restrictions, taxes, information disclosure schemes, and other
means of convincing and manipulating the ‘choice architecture’ (a term coined by Sunstein
and Thaler to denote alternative ways to describe one and the same choice situation). This
involves not only the new, original recommendations but also a multitude of traditional means
of state regulation that have been used before, but either without any theoretical support or
by using the standard arguments drawn from traditional welfare economics (redistribution
considerations or references to ‘market failures’).
Behaviorists tend to consider any form of government regulation desirable and admissible
LIWKH\HIIHFWLYHO\HOLPLQDWHFRJQLWLYHDQGEHKDYLRUDOHUURUV 5L]]RDQG:KLWPDQ 1RW
DOOIRUPVDUHHTXDOVRPHDUHSUHIHUUHGWRRWKHUV VHHDERYH 
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:H ZLOO ¿UVW H[DPLQH WKH VWURQJHVW IRUP RI LQWHUYHQWLRQ LH GLUHFW SURKLELWLRQV WKDW
limit the possibilities of individual choice. These prohibitions, in the opinion of the ‘new’
paternalists, can and should be imposed when consumer irrationality is too high to be corrected using softer means (e.g., disclosure requirements or ‘choice architecture’ manipulaWLRQ 'LUHFWUHVWULFWLRQVDUHFRQVLGHUHGDFFHSWDEOHLQDOOFDVHVDVVRFLDWHGZLWKKLJKULVN)RU
example, adherents of behavioral economics support proposals to ban smoking in public
places, protect the mandatory government retirement insurance system, prohibit drug use,
and so on.
‘Sin taxes’, such as high excise taxes on alcoholic beverages, tobacco, and gambling, also
HQMR\VXSSRUWIURPEHKDYLRUDOHFRQRPLVWV0DQ\DGGDQRWKHULWHPWRWKHOLVWMXQNIRRGVXFK
as fatty products and carbonated drinks. By increasing the direct costs of temptations, sin
taxes may help to reduce the negative effects from defects of will and hyperbolic discounting,
nudging boundedly rational individuals toward more reasonable behavior.
$UDWKHUVLPSOHPHWKRGUHFRPPHQGHGIRUFRUUHFWLQJPLVWDNHVPDGHE\SHRSOHLQµKRW¶
states of mind is to establish so-called ‘cool-off’ periods in the law. These periods can be
DGGHGEHIRUHDQGDIWHUPDNLQJLPSRUWDQWGHFLVLRQV &DPHUHUHWDO 
0DULWDOODZSURYLGHVDQH[DPSOHRIVHWWLQJVXFKDSHULRGH[DQWH,WXVXDOO\UHTXLUHVWKDW
WKH RI¿FLDO UHJLVWUDWLRQ RI DPDUULDJH EH SHUIRUPHG XSRQ H[SLU\ RI DFHUWDLQ SHULRG UDWKHU
WKDQ LPPHGLDWHO\ DIWHU WKH DSSOLFDWLRQ LV ¿OHG7KLV SHULRG LV JUDQWHG WR SUHYHQW DQ\ SRVsible effects from a ‘hot’ state of mind on such an important decision as creating a family.
([DPSOHV RI H[SRVW FRRORII SHULRGV FDQ EH IRXQG LQ FRQVXPHU ULJKWV OHJLVODWLRQ :KHQ
purchasing certain items (as a rule, expensive ones), such laws entitle consumers to return the
item within a certain period with full reimbursement. Cool-off periods are also needed when
making charitable donations (the donor may demand her money back within a certain time),
for door-to-door trade, and so on.
$QRWKHUWRRODFWLYHO\VXSSRUWHGE\WKHµQHZ¶SDWHUQDOLVWVLVPDQGDWRU\LQIRUPDWLRQGLVFORsures when making any major transaction involving a lease, mortgage, loans, and high-risk
goods and services. Thus, they argue that sellers of harmful products (e.g., cigarettes), apart
IURPJHQHUDOKD]DUGZDUQLQJVPXVWSURYLGHGHWDLOHGLQIRUPDWLRQFRQFHUQLQJWKHUHVSHFWLYH
ULVNV HJZLWKH[SODQDWLRQVRUVWDWLVWLFV 7R¿JKWWKHLUUDWLRQDOSDVVLRQIRUORWWHULHVEHKDYLR
rists suggest printing detailed calculations of actual winning chances on lottery tickets.
+RZHYHUSURYLGLQJDEVWUDFWLQIRUPDWLRQRQSRWHQWLDOULVNVWRERXQGHGO\UDWLRQDOLQGLYL
duals (e.g., those prone to the error of optimism) may not yield desired results. In such cases,
µQHZ¶SDWHUQDOLVWVVXJJHVWWDUJHWLQJWKHVXEFRQVFLRXVUDWKHUWKDQWKHFRQVFLRXV7R¿JKWWKH
error of optimism, another error can be used that is based upon availability bias. For example,
WKLVFDQEHGRQHE\SULQWLQJZRUULVRPHSKUDVHVRQKD]DUGRXVSURGXFWV VXFKDVµ6PRNLQJ
kills’) and, if that does not help, by adding deterring stories and pictures. If this does not
work either, some behaviorists believe consumers can even be told false deterring information. These risk narratives are purported to facilitate decision making under high risk for
boundedly rational individuals.
$GKHUHQWVRIEHKDYLRUDOHFRQRPLFVPRVWVWURQJO\UHFRPPHQGWKHSROLF\RIPDQGDWRU\
disclosure for consumer credit (Wright and Ginsburg, 2012). They do so because behavioral
HUURUVDUHTXLWHFRPPRQLQ¿QDQFHDQGWKHFRVWVDUHYHU\KLJK8QGHUGLUHFWSUHVVXUHIURP
WKHEHKDYLRULVWVWKHGHVLJQRIPDQ\ORDQSURGXFWVZDVFKDQJHGLQWKH86DQGWKH&RQVXPHU
)LQDQFLDO 3URWHFWLRQ %XUHDX ZDV HVWDEOLVKHG LQ WKH H[HFXWLYH EUDQFK 'LVFORVXUH UHTXLUHments are only the beginning of behaviorist recommendations. They also demand that manGDWRU\VWDQGDUGL]HGSURGXFWVEHXVHGDVGHIDXOWRSWLRQVLQORDQDJUHHPHQWV,QWKHLURSLQLRQ
before imposing complicated, ‘fancy’ loan options with numerous additional clauses on conVXPHUVEDQNVPXVW¿UVWRIIHUWKHVLPSOHVWPRVWEDVLFRSWLRQV$QRWKHUDFWLYHO\GLVFXVVHG
proposal addresses separating the saving and transactional functions of credit cards. Cards
should be ‘split’ in two, so that one is used only to credit funds, and the other to pay for goods
and services. Some behaviorists have voiced the highly radical idea of a full legislative ban
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on credit cards altogether because boundedly rational individuals cannot use such a sophistiFDWHG¿QDQFLDOLQVWUXPHQWZLWKRXWKDUPLQJWKHPVHOYHV :ULJKWDQG*LQVEXUJ 
+RZHYHUWKHIDYRULWHEHKDYLRULVWLGHDRIFRXUVHLVPDQLSXODWLQJWKHµFKRLFHDUFKLWHFWXUH¶
or, in other words, the soft nudge policy. It is a new innovative contribution from behavioral
economics to the practice of state regulation.
We have seen with the retirement plan examples that boundedly rational individuals may
make completely opposite decisions depending on which of the available options are offered
to them as the default. This is only one case out of many similar ones. Thus, in New Jersey
and Pennsylvania, consumers were allowed to choose between partial and full coverage when
signing auto insurance contracts. Car owners were offered partial coverage as the default
RSWLRQLQWKHIRUPHUVWDWHDQGIXOOFRYHUDJHLQWKHODWWHU$VDUHVXOWRIRZQHUVFKRVHIXOO
FRYHUDJHLQ1HZ-HUVH\ZKHUHDVGLGVRLQ3HQQV\OYDQLD &DPHUHUHWDO3 
0RVW(XURSHDQFRXQWULHVHPSOR\DV\VWHPWKDWDVVXPHVE\GHIDXOWWKDWHYHU\SHUVRQDJUHHV
to donate his organs after death. If a person objects, he must make it known (a mark is placed
RQWKHGULYHU¶VOLFHQVH 7KH86XVHGWKHRSSRVLWHDSSURDFKZKLFKDVVXPHVE\GHIDXOWWKDW
a person does not agree to donate his organs to others. If a person chooses otherwise, he must
PDNHLWNQRZQ DVSHFLDOPDUNLVSODFHGRQKLVGULYHU¶VOLFHQVH 7KXVRYHURIWKHSRSXODWLRQDUHSRWHQWLDOGRQRUVLQ(XURSHZKHUHDVWKHUHVSHFWLYHVKDUHLQWKH86LVXQGHU
6XQVWHLQDQG7KDOHUE3 
When choosing whether to participate in a retirement savings plan, new paternalists
insist that automatic enlisting should be the default option offered to employees because it
would help rule out errors associated with the lack of willpower or hyperbolic discounting,
IRUH[DPSOH$VLPLODUDSSURDFKVKRXOGEHXVHGLQWKHLURSLQLRQZKHQFKRRVLQJEHWZHHQ
HPSOR\PHQWFRQWUDFWRSWLRQV 6XQVWHLQDQG7KDOHUE HJEHWZHHQFRQWUDFWVDOORZLQJ
WKHGLVPLVVDORIHPSOR\HHVDWZLOORURQO\VXEMHFWWRREMHFWLYHVWULFWO\GH¿QHGUXOHVEDVHGRQ
DOLPLWHGVHWRIUHDVRQV GLVPLVVDODWFDXVH ([SHULHQFHVKRZVWKDWZKHQWKHGHIDXOWRSWLRQ
LVWKHGLVPLVVDODWZLOOPRVWHPSOR\HHVDJUHHWRLW+RZHYHUZKHQRIIHUHGWKHRSWLRQIRU
GLVPLVVDODWFDXVHPRVWHPSOR\HHVVHOHFWWKLVRSWLRQ$FFRUGLQJWRWKHEHKDYLRUDODSSURDFK
to increase employee welfare, the second, ‘friendlier’ approach should always be offered to
employees as the standard contract (default option)2.
+RZHYHUWKHQDWXUHRISDWHUQDOLVWLFUHFRPPHQGDWLRQVFRQFHUQLQJWKHFKRLFHRIGHIDXOW
options may differ considerably. In certain cases, advocates of ‘new’ paternalism only try to
FRQYLQFH¿UPVWRXVHWKHGHIDXOWRSWLRQVWKDWDUHPRVWLQOLQHZLWKµWUXH¶HPSOR\HHLQWHUHVWV
when choosing retirement savings plans. In others, they insist that the use of employerIULHQGO\RSWLRQVEH¿[HGLQWKHODZ,QVWLOORWKHUFDVHVWKH\JRHYHQIXUWKHUDQGFDOOIRU¿UPV
to be allowed to abandon friendly versions of employment contracts only in exchange for
KHIW\HPSOR\HHFRPSHQVDWLRQ 5L]]RDQG:KLWPDQ 
$W WKH VDPH WLPH EHKDYLRUDO HFRQRPLFV GH¿HV RU DW OHDVW TXHVWLRQV PDQ\ WUDGLWLRQDO
approaches to government policy, in particular, any schemes that involve regulating and
monitoring current economic behavior by using future rewards or penalties.
)RULQVWDQFHLQPDQ\FRXQWULHVXQHPSOR\PHQWLQVXUDQFHV\VWHPVGRQRWSURYLGHEHQH¿WV
to people who decide to leave a job on their own. Thus, they make employees consider the
IXWXUH QHJDWLYH HIIHFW ]HUR LQFRPH  WKH\ FUHDWH ZKHQ PDNLQJ FXUUHQW GHFLVLRQV WR TXLW
not to quit). Threatening a serious punishment tomorrow for irresponsible behavior today,
they encourage employees not to make decisions that generate negative externalities for
VRFLHW\ LQWKLVFDVHKLJKHUH[SHQVHVIRUXQHPSOR\PHQWEHQH¿WV 
+RZHYHUWKHVLWXDWLRQLVGLIIHUHQWLQWKHFDVHRIWKHPXOWLSOHVHOYHVLGHQWL¿HGE\EHKDYLRUDO
economic analysis. The decision to quit is made by one self, whereas the other is left without
2 $QRWKHULOOXVWUDWLRQRIWKHQXGJHSROLF\LVWKH UHMHFWHG SURSRVDORI1HZ<RUNPD\RU0%ORRPEHUJWREDQVDOHV
RIFDUERQDWHGGULQNVLQODUJHERWWOHVLQSXEOLFHQWHUWDLQPHQWDUHDV²FLQHPDVSDUNVDQGVRRQ$VDUHVXOWKHVDLG
the consumption of this unhealthy product would be reduced considerably (due to the framing effect).
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DQXQHPSOR\PHQWEHQH¿W,IWKH¿UVWVHOILVFRQFHUQHGRQO\ZLWKKHURZQZHOIDUHDQGLVLQGLIIHUHQWWRWKHZHOIDUHRIWKHRWKHUDQ\DWWHPSWVWRLQÀXHQFHKHUEHKDYLRUE\SXQLVKLQJWKH
RWKHUVHOIZLOOKDYHQRHIIHFW'HQ\LQJWKHEHQH¿WZLOORQO\DJJUDYDWHWKHRWKHUVHOI¶VVLWXDtion without changing anything about today’s behavior.
In other words, when addressing boundedly rational individuals, the state should rely not
only on incentive schemes associated with future rewards or penalties but also on preventive (including repressive) measures that punish current behavior (Saint-Paul, 2011). In this
VLWXDWLRQIXWXUHVHOYHV¿QGWKHPVHOYHVLQDZHDNHUSRVLWLRQWRQHJRWLDWHDQGVKRXOGQRWEH
left without government support. (In our case, persons quitting their jobs should be equally
HQWLWOHGWRWKHVDPHEHQH¿WVDVWKRVHZKRDUH¿UHGE\DQHPSOR\HU µ'LUHFWUHVWULFWLRQVRQ
FXUUHQW LUUDWLRQDO VHOYHVXQOLPLWHGVRFLDOVXSSRUWWRIXWXUH UDWLRQDO VHOYHV¶²WKLVLVKRZ
DJHQHUDOL]HGIRUPXODIRUWKHEHKDYLRUDODSSURDFKPLJKWDSSHDU
7. From a Welfare State to a Paternalistic State
$GKHUHQWVRIWKHµQHZ¶SDWHUQDOLVPVHHNWRDFFHQWXDWHLQHYHU\SRVVLEOHZD\LWVPRGHUDWLRQ,QWKHRSLQLRQRI&-ROOVDQG&6XQVWHLQLWLVVRPHZKHUHLQEHWZHHQDODLVVH]IDLUH
V\VWHPDQGWKHWUDGLWLRQDO µKDUG¶ SDWHUQDOLVP -ROOVDQG6XQVWHLQ &DPHUHUDQGKLV
co-authors describe their approach as ‘careful, cautious and disciplined’ (Camerer et al.,
  6XQVWHLQ DQG7KDOHU GH¿QH WKHLU LGHDV DV DµFRPSDUDWLYHO\ ZHDN DQG QRQLQWUXVLYH
W\SHRISDWHUQDOLVP¶ 6XQVWHLQ7KDOHU3 +RZHYHULVLWUHDOO\VR"
First, the scope of paternalistic recipes, as understood by the adherents of behavioral economics, appears to be extremely broad (potentially, unlimited). For example, according to
7KDOHUDQG6XQVWHLQµSHRSOHZLOOQHHGQXGJHVIRUGHFLVLRQVWKDWDUHGLI¿FXOWDQGUDUHIRU
ZKLFKWKH\GRQRWJHWSURPSWIHHGEDFNDQGZKHQWKH\KDYHWURXEOHWUDQVODWLQJDVSHFWVRI
DVLWXDWLRQLQWRWHUPVWKDWWKH\FDQHDVLO\XQGHUVWDQG¶ 7KDOHUDQG6XQVWHLQ3 ,Q
other words, they make the ‘nudge’ policy applicable to practically all possible deals, excluding regularly repeated transactions with ordinary goods and services.
6HFRQGWKLVSROLF\LVDGGUHVVHGWRWKHVRFLHW\DVDZKROHDQGQRWWRSDUWLFXODUVSHFL¿F
groups — because in certain situations, even functionally successful individuals can make
serious cognitive and behavioral errors.
Third, the range of tools and methods of state intervention, which adherents of the behavioral approach are ready to apply, also appears to be extremely wide. They do not limit themVHOYHV WR WKH WHFKQLTXHV RI WKH µVRIW¶ SDWHUQDOLVP WKH\ DGYRFDWH ZKHQ QHFHVVDU\ WKH\ DUH
also ready to resort to all of the time-tested methods and tools associated with old-fashioned
‘hard’ paternalism. Though other conditions being equal, the preferred methods are intervenWLRQVWKDWPLQLPDOO\DEULGJHLQGLYLGXDOIUHHGRPRIFKRLFHGLUHFWEDQVGLUHFWLYHRUGHUVDQG
high taxes are not rejected either. When ‘soft’ paternalism measures do not yield the desired
effect, the state may invoke ‘non-libertarian’ interventions that placed tight constraints on
individual freedom of choice. Figuratively speaking, when the ‘soft nudge’ policy fails, it
easily and smoothly turns into a policy of heavy ‘kicks and blows.’
Fourth, within the framework of the ‘new’ (and of the ‘old’) paternalism, relationships
between the state and society develop along the same lines as relationships between adults
DQGFKLOGUHQ$QGWKLVLVDVRXUFHRIWKUHDWIRUWKHJURZLQJLQIDQWLOL]DWLRQRIVRFLHW\+HUHLV
WKHYLFLRXVFLUFOHWKHPRUHLQIDQWLOHDVRFLHW\LVWKHPRUHLWPXVWEHSDWHUQDOL]HGE\WKHVWDWH
but the stronger this need, the less responsible and independent members of society become.
Fifth, the ‘new’ paternalism casts away normative restrictions on state activism that exists
within traditional welfare economics. Traditional welfare economics considers state interYHQWLRQ DV MXVWL¿DEOH RQO\ LI LQGLYLGXDO GHFLVLRQV DIIHFWHG VRPH WKLUG SDUW\ %\ FRQWUDVW
EHKDYLRUDO HFRQRPLFV MXVWL¿HV H[WHQVLYH JRYHUQPHQW LQWHUYHQWLRQV HYHQ ZKHQ DQ LQGLYL
dual’s decisions involve no one but himself (when there are no distribution or external effects
whatsoever). Consequently, the scope of government control is dramatically extended.
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Sixth, the very nature of state intervention changes. It goes beyond changing the external
environment, in which individuals make decisions (in sets of incentives, to which they are
VXSSRVHGWRUHVSRQG $SDWHUQDOLVWLFVWDWHUHDFKHVIXUWKHUDQGVWDUWVPDNLQJGHFLVLRQVIRUDQG
instead of individuals — either implicitly (by using various ‘nudges’) or explicitly (by using
direct bans and orders).
Seven, most interventions advocated by adherents of the ‘nudge’ policy manifest themselves not consciously but subconsciously. In some cases, people may not even suspect that
WKH\KDYHEHFRPHDQREMHFWRIPDQLSXODWLYHRUFRUUHFWLYHDFWLRQVRISROLWLFLDQV$VDFRQVHquence, such actions by the state spin out of the rational control of individuals.
Finally, in the long term, the ‘new’ paternalism may lead to the formation of a caste
society consisting of two different groups of individuals, rational and irrational, with different rights and different scopes of responsibility. It is evident that irrational individuals may
not be granted the same rights enjoyed by rational individuals and may not bear the same
responsibility for their actions.
$OORIWKHVHDUHIXQGDPHQWDOO\QHZFKDUDFWHULVWLFVWKDWDUHQRWW\SLFDORIWKHZHOONQRZQ
canonical model of a welfare state. From here, G. Saint-Paul makes quite a plausible conclusion
that we observe the process of the traditional ‘welfare state’ transforming into a ‘paternalistic
state.’ In his view, this new paternalistic model rests on four main pillars (Saint-Paul, 2011).
1. To solve their behavioral problems, people need third-party intervention. The best candidate to play this role is the state.
 ([SHUWV FDQ VWXG\ WKH HIIHFW WKDW FHUWDLQ FKRLFHV KDYH RQ UHDOOLIH ZHOIDUH DQG PDNH
decisions on behalf of individuals that are better than decisions that will be made by the individuals themselves.
 $Q\ LQFHQWLYH VFKHPHV WKDW PDNH SHRSOH UHVSRQVLEOH IRU WKH FRQVHTXHQFHV RI WKHLU
past actions are ineffective. These should be replaced with schemes that would immediately
reward or punish people for the future consequences of their current actions — consequences
WKDWWKH\WKHPVHOYHVFDQQRWUHDOL]HDQGFRQVLGHU
 ,QWHUPVRISROLWLFVKRZSHRSOHIHHODERXWWKHPVHOYHVLQVRFLHW\LVPRUHLPSRUWDQWWKDQ
what they want or do.
/HWXVDQDO\]HHDFKRIWKHVHSRLQWVLQPRUHGHWDLO
 +DYLQJWRDGGUHVVLQVXI¿FLHQWO\UDWLRQDOLQGLYLGXDOVDVWDWHFDQQRWOLPLWLWVHOIWRVHFXUing only their protection from others. It is also the state’s duty to protect them from themselves. Because individuals are not capable of taking care of their ‘true’ long-term interests,
there should be someone else to do that for them, and that role is best suited to the state. First,
ZKHQGHYHORSLQJDSDWHUQDOLVWLFSROLF\WKHVWDWHFDQXVHH[SHUWUHFRPPHQGDWLRQVVHFRQG
for the effective implementation of such a policy, the state has a perfect tool, i.e., the exclusive right of use of coercion. Therefore, the state can make the life of partially rational individuals better by forcing them (‘like it or not’) to become happier. Private agents and other
institutions lack such capabilities and, therefore, are not good candidates for this purpose.
2. To implement a paternalistic policy, the state needs exact and accurate information
about the psychological mechanisms governing human behavior. Such information can only
be obtained through extensive social and psychological studies. This attributes a critically
LPSRUWDQWUROHWRVFLHQWLVWVLQYROYHGLQVXFKVWXGLHV$FDGHPLFVFLHQFHLVEHJLQQLQJWRKDYH
the last word in determining political measures that should be taken by the state. Its assigned
task is to identify ‘true’ individual preferences and then recommend to the state the most
effective tools for satisfying them or, in other words, the most effective means of saving
SHRSOHIURPWKHLUFRJQLWLYHDQGEHKDYLRUDOHUURUV,QWKLVVHQVHWKHNH\¿JXUHLVQRORQJHU
an economist but a psychologist, and society can be compared to a large psychotherapeutic
clinic. From this point, it is not society but a narrow group of experts that is supposed to
determine what is good and what is bad. This sharply narrows the scope of potential applications for the general constitutional norms, as there are no guarantees that they will always
DQGLQHYHU\UHVSHFWDJUHHZLWKWKHFRQFOXVLRQVRIWKHQHZEHKDYLRUDOVFLHQFH$WWKHVDPH
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time, there is a risk that the results of social and psychological studies will be misused by
politicians and special interest groups.
 'LVSODFHPHQW RI H[ SRVW LQFHQWLYH VFKHPHV ZLWK H[ DQWH SUHYHQWLYH UHVWULFWLRQV KDV
far-reaching consequences for the functioning of the legal system, for criminal and civil law
in particular. In the context of multiple selves, it appears that one (irrational) individual commits a criminal act but another (rational) individual must pay for it. It is as logical as punishLQJDQLQQRFHQWSHUVRQIRUDFULPHWKDWKHKDVQRWKLQJWRGRZLWK0RUHRYHULQWKHFDVHRI
abandoning the single self-concept, the very idea of punishment largely becomes senseless.
By punishing a rational self, it is impossible to interdict an irrational self from committing
a crime, as the irrational self is driven by his short-term interests, with no consideration for
long-term negative consequences that may appear and that will not be faced by the current
self but rather by another, future self. To avoid such collisions, the emphasis in state policy
VKRXOGEHVKLIWHGIURPSXQLWLYHPHDVXUHVWRSUHYHQWLYHPHDVXUHVFXUUHQWVHOYHVVKRXOGEH
VXEMHFWWRFRQGLWLRQVXQGHUZKLFKWKH\ZLOOQRWEHDEOHWREHKDYHLUUDWLRQDOO\ VSHFL¿FDOO\WR
commit crimes).
7KHVLWXDWLRQZLWKFLYLOODZLVVLPLODU8QGHUWKHFRQGLWLRQRIPXOWLSOHVHOYHVWKHWHUPVRI
QHJRWLDWHGFRQWUDFWVFDQQRWEHFRQVLGHUHGPXWXDOO\EHQH¿FLDOE\GH¿QLWLRQ,WLVRQHVHOIWKDW
signs the contract, but another self that bears obligations under it. In such a situation, the state
LWVHOIVKRXOGGH¿QHWKHEDVLFFRQWUDFWWHUPVVRWKDWWKHFXUUHQWVHOYHVFDQGRQRKDUPWRWKH
future selves. In the long term, consolidation of a paternalistic state could lead to reformatting the entire legal foundation of modern societies.
 %HFDXVH FKRLFHV PDGH E\ SDUWLDOO\ UDWLRQDO LQGLYLGXDOV GR QRW UHÀHFW WKHLU µWUXH¶
preferences, they cannot serve as a normative benchmark for state policy. Such ‘true’ preIHUHQFHV FDQ EH UHÀHFWHG E\ WKH VRFLDO IHHOLQJ RI SHRSOH²WR ZKDW H[WHQW WKH\ DUH VDWLV¿HGRUGLVVDWLV¿HGZLWKOLIH$FFRUGLQJO\VWDWHSROLF\VKRXOGEHUHVSRQVLYHQRWVRPXFKWR
changes in the economic status of people or in their behavior as to changes in their subjective welfare.
Of course, the exact shape of the future model of a paternalistic state is not yet clear. It is
EHLQJIRUPHGJUDGXDOO\DWDJUDVVURRWVOHYHOWKURXJKWKHSURJUHVVLYHEXLOGXSRIORFDOL]HG
LQWHUYHQWLRQVZKLFKDUHIUHTXHQWO\QRWLQWHUFRQQHFWHGDQGVHHPLQVLJQL¿FDQWDW¿UVWVLJKW
$SDWHUQDOLVWLFVWDWHLQWULQVLFDOO\JURZVRXWRIDZHOIDUHVWDWHDQGUHWDLQVPDQ\RILWVFKDUDFWH
ristic features. In particular, its objectives are identical to those of a traditional welfare state
6DLQW3DXO   +RZHYHU VHHNLQJ WR DWWDLQ VXFK REMHFWLYHV LW VWDUWV XVLQJ PXFK PRUH
‘petty’ and intrusive forms of control and regulation.
Surely, it would be naive to believe that a paternalistic state emerges as a direct result of the
appearance of behavioral economics and the widespread acceptance of its ideas. It is rather
about two parallel processes — real and intellectual. Paternalistic patronage of the society is,
DSSDUHQWO\DµJHQHWLF¶SUHGLVSRVLWLRQIRUWKHLQVWLWXWLRQRIVWDWHDVVXFK+RZHYHULWZRXOG
be a mistake to underestimate the role of behavioral economics in this process. Behavioral
HFRQRPLFVUDWLRQDOL]HGPDQ\IRUPVRILQWHUYHQWLRQZKLFKZHUHVSRQWDQHRXVO\XVHGE\WKH
state, by substantiating them with a theoretical foundation and thus making them intellectuDOO\ UHVSHFWDEOH$W WKH VDPH WLPH LW VXJJHVWHG DJUHDW PDQ\ QHZ PRUHUH¿QHG WRROV IRU
paternalist policy. It was due to behavioral economics that, as Saint-Paul stated, the last bastion of rationalism in social disciplines fell, such bastion being represented until recently by
economic science (Saint-Paul, 2011). In all of these respects, behavioral economics undoubtedly contributed to the gradual shift toward a paternalistic bias in the activities of modern
governments.
8. Critical appraisal
Behavioral economics is a complex and heterogeneous phenomenon, and its normative
SURJUDPFDQEHDQDO\]HGIURPPDQ\GLIIHUHQWDQJOHV:HZLOOIRFXVRQDQXPEHURILQWHU
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UHODWHGTXHVWLRQV+RZUHOLDEOHDUHHPSLULFDOGDWDXQGHUO\LQJLWVQRUPDWLYHFRQFOXVLRQV"7R
what extent are the key tenets feasible, and what obligations do they impose on the state?
+RZFRQYLQFLQJLVLWVWKHRUHWLFDOMXVWL¿FDWLRQ")LQDOO\DUHµQHZ¶SDWHUQDOLVPDQGWKHWUDGLtional ‘old-fashioned’ paternalism really divided by a tight conceptual boundary, as adherents
of the behavioral approach are prone to believe?
1. Though it is already quite mature, behavioral economics still appears to be just a roster
of separate empirically observed psychological phenomena. There have been no attempts to
join these under any particular synthetic concept. Behavioral economics suggests no ‘general
WKHRU\RIFRJQLWLYHHUURUV¶PRUHRYHULWVDGYRFDWHVGRQRWVHHPWRQHHGVXFKDWKHRU\ :ULJKW
DQG*LQVEXUJ $VDUXOHWKH\FRQWHQWWKHPVHOYHVZLWKVLPSOHGHVFULSWLRQVRIFHUWDLQ
UHSHDWLQJEHKDYLRUDOUHDFWLRQVZLWKRXWLQTXLULQJDERXWWKHLUSRVVLEOHFDXVHV *UQH<DQRII
2012). Consequently, the political program of ‘new’ paternalism also lacks any general conceptual foundation and reverts into many small and petty interventions ‘on the occasion,’
which are almost unrelated to each other.
 (TXDOO\WKHUHKDYHEHHQQRV\VWHPDWLFDWWHPSWVZLWKLQEHKDYLRUDOHFRQRPLFVWRDVVHVV
the frequency of various cognitive and behavioral errors. What is the quantitative ratio of
rational to irrational individuals? It is one thing if, say, a vast majority of the society is subMHFW WR K\SHUEROLF GLVFRXQWLQJ ,W LV DQRWKHU WKLQJ LI LW DSSOLHV WR DSLWLDEOH PLQRULW\ LW LV
yet another thing if we can talk about hyperbolic discounting only with respect to certain
VRFLDOJURXSV8VXDOO\EHKDYLRULVWVRQO\PDNHJHQHUDOVWDWHPHQWVDERXWDQH[WUHPHO\QRQ
XQLIRUPGLVWULEXWLRQRIEHKDYLRUDODQRPDOLHVZLWKLQDSRSXODWLRQ+RZHYHUWKLVVHOHFWLYLW\
has no effect on their normative recommendations, which are applicable by default to the
HQWLUHVRFLHW\ZLWKRXWH[FOXVLRQ7KLVDSSOLFDELOLW\LVMXVWL¿HGE\WKHLGHDVRIµDV\PPHWULF¶
or ‘libertarian’ paternalism. Since, as is asserted, the interventions resting on these ideas
impose almost no costs on rational individuals and preserve their freedom of choice, then
even if the state acts assuming (incorrectly) that all members of the society are irrational, it
will not cause any serious problems.
+RZHYHUHYHQDPLQRUVKLIWWRZDUGVPHDVXUHVXVHGZLWKWUDGLWLRQDO µKDUG¶ SDWHUQDOLVP
FDQLQYDOLGDWHWKHVHDUJXPHQWV$WWKLVSRLQWHPSLULFDOGDWDRQWKHGLVWULEXWLRQRIEHKDYLRUDO
errors among the population becomes critical. Without considering this distribution, a paternalist policy will most likely fail and is likely to worsen the welfare of the community.
 7KHQRUPDWLYHSURJUDPRIWKHVRFDOOHGµQHZ¶SDWHUQDOLVPLVEXLOWXSRQDVKDN\HPSLULFDOIRXQGDWLRQ7KHH[SHULPHQWDO¿QGLQJVLWDSSHDOVWRDUHIDUIURPFRQFOXVLYHHQRXJKWR
PDNH¿UPUHFRPPHQGDWLRQVIRUWKHVWDWH7KHPRVWVWULNLQJLOOXVWUDWLRQRIWKLVGLVFRQQHFWLV
SHUKDSVSURYLGHGE\WKHIDPRXVµHQGRZPHQWHIIHFW¶¿UVWUHFRUGHGE\7KDOHU 7KDOHU 
ZKLFK IRU PDQ\ \HDUV ZDV UHJDUGHG DV WKH PRVW UHOLDEOH DQG LPSRUWDQW HPSLULFDO ¿QGLQJ
among those ever made in behavioral economics.
Interest to this effect was fueled, largely, by the far-reaching practical conclusions that
follow from it. The fact is that the endowment effect is in direct contradiction to the predictions following from the Coase Theorem and can be regarded as its refutation. With this
particular effect, the assignment of property rights ceases to be a neutral factor and starts to
LQÀXHQFHWKHVWUXFWXUHRISURGXFWLRQDQGHI¿FLHQF\HYHQZKHUHWUDQVDFWLRQFRVWVDUH]HUR
Indeed, if the very fact of possessing a certain good automatically increases its value for
individuals, then property rights can remain forever with less effective owners and never
pass on to more effective ones. In such a situation, the issuing of the initial delineation of
property rights becomes crucial, and the legal system should be developed in consideration
of this factor.
 
$FFRUGLQJ WR VRPH HVWLPDWHV RXW RI DOO WKH DUWLFOHV SXEOLVKHG LQ $PHULFDQ ODZ MRXUQDOV RYHU WKH SDVW WZR
decades, more than one thousand referred to the endowment effect. Its discussion resulted in numerous proposals to
completely revise the existing norms in various legal domains, e.g., property, tort, contracts and intellectual property
(Wright and Ginsburg, 2012. P. 11).
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Laboratory experiments proving the existence of the endowment effect are usually conducted using certain cheap objects. For example, one group of subjects is given mugs, while
the other group gets chocolate bars, of an approximately equal value. The mug owners are
then offered to exchange their mugs for chocolate bars and, in parallel, chocolate bar ownHUVDUHRIIHUHGWRH[FKDQJHWKHLUFKRFRODWHEDUVIRUPXJV7KHYHU\¿UVWH[SHULPHQWEURXJKW
DERXWVXUSULVLQJUHVXOWVLQWKH¿UVWJURXSRIVXEMHFWVUHIXVHGWRSDUWZLWKWKHLUPXJV
DQGRIVXEMHFWVLQWKHVHFRQGJURXSUHIXVHGWRJLYHDZD\WKHLUFKRFRODWHEDUV .QHWVFK
 )URPWKLV¿QGLQJLWZDVFRQFOXGHGWKDWLQGLYLGXDOSUHIHUHQFHVGHSHQGXSRQWKHREMHFWV
WKH\KDSSHQWREHµHQGRZHGZLWK¶LQODERUDWRU\FRQGLWLRQVWKLVLVZK\LQWKH¿UVWFDVHPRVW
of the participants preferred to keep their mugs, whereas in the second the participants chose
to keep chocolate bars. The subjects from both groups refused to part with what they came
to own during the experiment. This actually implies that when selling an object (owned by
them),participants set a much higher price for it than when buying it (when it is not owned
by them).If agents had exogenous preferences that were independent of the context (in the
case in question, the initial ownership), these results would not be possible. The sale and the
purchase price would necessarily be identical.
:KDWLVWKHFDXVHRIVXFKDQH[FKDQJHDV\PPHWU\"$VWDQGDUGH[SODQDWLRQDWWULEXWHVLWWR
the endowment effect, which, in turn, arises from the fact that an individual is subject to loss
DYHUVLRQ$FFRUGLQJWRWKLVH[SODQDWLRQSHRSOHDVVHVVWKHLUORVVHVIURPSDUWLQJZLWKDQLWHP
DQGWKHEHQH¿WVIURPDFTXLULQJLWGLIIHUHQWO\7KHDVVXPHGORVVHVDOPRVWDOZD\VVHHPPRUH
VLJQL¿FDQWWRWKHPWKDQWKHDVVXPHGEHQH¿WV$VDUHVXOWZKHQVHOOLQJDQLWHPWKH\VHWWKH
price higher than what they would agree to as a purchaser.
+RZHYHU WKLV FRQYHQWLRQDO H[SODQDWLRQ ZDV FKDOOHQJHG LQ WKH VWXGLHV RI &K 3ORWW DQG
. =HLOHU 3ORWW DQG =HLOHU   7KH\ QRWHG WKDW WKH REMHFWV HQGRZHG GXULQJ WKH
H[SHULPHQW PD\ EH SHUFHLYHG E\ VXEMHFWV DV JLIWV IURP RUJDQL]HUV WKH YHU\ IDFW WKDW WKH
REMHFWZDVHQGRZHGE\WKHH[SHULPHQWRUJDQL]HUVPD\EHLQWHUSUHWHGE\VXEMHFWVDVDSURRI
RILWVKLJKHUTXDOLW\ZKHQVXEMHFWVZHUHRIIHUHGWRVHOOWKHREMHFW LQWKH¿UVWSDUWRIWKH
experiment), the endowed object was right before their eyes, whereas when they were offered
WR EX\ WKH REMHFW LQ WKH VHFRQG SDUW  LW ZDV QRW SUHVHQWHG WR WKHP GHFLVLRQV WR VHOOEX\
objects were made publicly, in the presence of other participants.
$IWHU 3ORWW DQG =HLOHU PRGL¿HG WKH SURFHGXUH WR WDNH WKHVH IDFWRUV LQWR DFFRXQW WKH
exchange asymmetry disappeared. The number of participants who preferred to keep mugs
LQWKH¿UVWSDUWRIH[SHULPHQW SUDFWLFDOO\HTXDOHGWKHQXPEHURISDUWLFLSDQWVZKRFKRVHWR
buy them in exchange for chocolate bars (in the second part of experiment). In other words,
upon a closer analysis, the endowment effect appears to be an artifact. It was vividly demonstrated that the cause of the exchange asymmetry from which it originates is not directly
related to ‘loss aversion,’ and that the exchange asymmetry implies no underlying behavioral
G\VIXQFWLRQVEXWUDWKHU¿WVLQWRWKHFRQYHQWLRQDOPRGHORIFKRLFHTXLWHZHOO
This case study of the best-known behavioral ‘anomaly’ illustrates a more general problem
concerning any potential manifestations of irrationality, their dependence upon the smallest
GHWDLOVRIKRZWKHH[SHULPHQWLVDUUDQJHG0RUHVSHFL¿FDOO\ZHFDQQHYHUNQRZIRUFHUWDLQ
ZKDWLVEHKLQGDVSHFL¿FDVVXPHGDQRPDO\DUHDOFRQWUDYHQWLRQRIWKHUDWLRQDOLW\SULQFLSOH
RU VRPH SHFXOLDULWLHV RI WKH ODERUDWRU\ SURFHGXUHV $TXHVWLRQ DULVHV DV WR ZKHWKHU VWDWH
policy be built upon observations that are so sensitive to even minor changes in the setup of
laboratory experiments.
 $GKHUHQWVRIWKHµQHZ¶SDWHUQDOLVPLPSOLFLWO\DVVXPHWKDWSROLWLFLDQVNQRZWKHµWUXH¶
SUHIHUHQFHVRILQGLYLGXDOVEHWWHUWKDQWKHLQGLYLGXDOVWKHPVHOYHV+RZHYHUWKHIDFWWKDWUHDO
people are not perfect and can make errors (even systematically) is not enough to conclude
WKDWSHRSOHQHHGRUGHVLUHWREHµSDWHUQDOL]HG¶E\WKHVWDWH7KHµQXGJH¶SROLF\VKRXOGEHDQDO\]HGLQDFRPSDUDWLYHLQVWLWXWLRQDOSHUVSHFWLYH
,QGLYLGXDOVFDQEHLPSHUIHFWXWLOLW\PD[LPL]HUVDQGDWWKHVDPHWLPHEHFDSDEOHRIUHDFKing higher levels of utility when making choices on their own, compared to when choices
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DUHPDGHIRUWKHPE\WKLUGSDUWLHV LQFOXGLQJWKHVWDWH 7KH\PD\QRWIXOO\UHDOL]HWKHLURZQ
preferences, but still they know more about them than anybody else, even the people closest
to them.
This suggestion is supported by the results of a study by J. Waldfogel (Waldfogel, 2005).
The study compares how individuals evaluate items that they ‘gifted’ to themselves during
the holidays and gifts that they received from relatives and friends. It appeared that on averDJHWKHYDOXHRIWKHLWHPVWKDWLQGLYLGXDOVERXJKWWKHPVHOYHVZDVDSSUR[LPDWHO\KLJKHU
than the value of gifted things, even though the gifts were made by the closest associates,
who should know well the preferences and wishes of the gift recipients.
$VLVWREHH[SHFWHGIULHQGVDQGUHODWLYHVVKRXOGNQRZPRUHDERXWDSHUVRQ¶VµWUXH¶LQWHUHVWVWKDQSXEOLFRI¿FLDOVRUSROLWLFLDQV6RLIHYHQµFORVH¶DVVRFLDWHVKDYHRQO\DURXJKLGHDRI
what individuals whom they know very well prefer, what can be expected from ‘far’ associates — for example, agents representing the state?
5. For a paternalistic policy to be successful, the state should possess gigantic amounts
RILQIRUPDWLRQ 5L]]RDQG:KLWPDQ ,QSDUWLFXODUWKHVWDWHVKRXOGNQRZWKHIROORZLQJ WKHµWUXH¶SUHIHUHQFHVRILQGLYLGXDOV DSRLQWWRZKLFKZHZLOOUHWXUQODWHU  ZKLFK
VSHFL¿FHUURUVDUHPDGHE\LQGLYLGXDOVDQGLQZKLFKVSHFL¿FVLWXDWLRQV ZKDWLVWKHFRVW
RIWKHVHHUURUV HJWKHH[WHQWRIWKHLUQHJDWLYHLPSDFWRQZHOIDUH  ZKHWKHULQGLYLGXDOV
take any steps themselves to prevent their errors and, if they do, to what extent such steps
DUHHIIHFWLYH KRZGLIIHUHQWHUURUVDUHLQWHUUHODWHG ZKDWLVWKHHIIHFWLYHQHVVRISRVVLEOH
corrective measures available to the paternalistic state?
It is clear that simply stating that people are subject to certain behavioral errors is not
enough. The state should know the exact situations in which such errors are made. Without
this knowledge, interventions by the state will appear to be either excessively extensive
(involving situations wherein individuals do not make errors) or too narrow (neglecting certain situations wherein individuals make errors). The state should also understand the consequences of various behavioral anomalies in terms of welfare, and its interventions should be
VL]HGDFFRUGLQJWRWKHVHYHULW\RIWKHSDUWLFXODUHUURU(UURUVOHDGLQJWRKXJHORVVHVLQZHOIDUH
would justify intervention, whereas errors leading to minor losses would not.
,QGLYLGXDOVGRQRWUHPDLQLQGLIIHUHQWWRWKHLUEHKDYLRUDOHUURUV4XLWHRIWHQWKH\UHDOL]H
them and make focused attempts to eliminate them (for example, people prone to obesity or
drunkenness can avoid places, situations and circumstances in which temptation may be too
VWURQJWKH\FDQWUDLQWKHLUZLOOSRZHUVHHNWKHVXSSRUWRISHRSOHDURXQGWKHPHWF ,IWKH
state neglects all of these factors, instead of enhancing welfare, its interventions could make
an outcome worse (for example, by strengthening external controls over human behavior,
correspondingly weakening incentives towards self-control).
'LIIHUHQWFRJQLWLYHDQGEHKDYLRUDOHUURUVPD\EHLQWHUFRQQHFWHGWKH\FDQHLWKHULQFUHDVH
RU QHXWUDOL]H HDFK RWKHU¶V HIIHFWV 8QGHU VXFK SRWHQWLDOO\ FRQWUDGLFWRU\ FRQGLWLRQV LW LV
H[WUHPHO\GLI¿FXOWWRGHWHUPLQHWKHRSWLPXPH[WHQWRILQWHUYHQWLRQ%HKDYLRUVWKDWVHHPWR
be optimal if only one particular anomaly is taken into account can turn out to be sub-optimal
if all errors are taken into account simultaneously. In the absence of detailed information
about how different biases are inter-connected, a paternalistic policy is likely to be counterproductive. For example, by correcting the optimism bias, the negative consequences related
to the pessimism bias will increase.
Finally, the state should be capable of accurately estimating the effectiveness of various corrective measures(e.g., it when will be enough to provide more complete information,
when it is more appropriate to manipulate frames, in what situations it is more effective to
use ‘sin taxes,’ and in what situations are direct bans indispensable?)
0HHWLQJWKHVHLQIRUPDWLRQDOUHTXLUHPHQWVLVDSUDFWLFDOO\LUUHVROYDEOHWDVN7KHYROXPH
RILQIRUPDWLRQQHHGHGE\DSDWHUQDOLVWLFVWDWHWRSXUVXHD¿QHWXQLQJSROLF\LVKDUGO\VPDOOHU
than the volume of information that was needed by a central planning system for its effective
functioning.
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 %HKDYLRUDOHFRQRPLFVFULWLFL]HVWKHQHRFODVVLFDOFRQFHSWRIDK\SHUUDWLRQDOLQGLYLGXDO
while, in fact, promoting the state as a hyper-rational agent at the same time. This oversight
is even more surprising as the multiple selves of an agent represented by the ‘state’ can be
UHIHUHQFHGQRW¿JXUDWLYHO\EXWTXLWHOLWHUDOO\
Behaviorist reasoning implies that participants in the political process (voters, parties,
H[SHUWVSROLWLFLDQVDQGSXEOLFRI¿FLDOV KDYHDQLQQDWHLPPXQLW\WRFRJQLWLYHDQGEHKDYLRUDO
errors. The reality is far from it. Governments are liable to errors as much as individuals.
7KH\KDYHVKRUWSODQQLQJKRUL]RQV7KH\DSSO\XOWUDKLJKGLVFRXQWUDWHVZKHQEHQH¿WVIURP
certain decisions can be obtained right away whereas the costs will be incurred in the distant
future. They easily give in to temptations promising short-term political dividends. They tend
WRPDNHSURPLVHVDQGWKHQEUHDNWKHPZKHQLWLVWLPHWRIXO¿OOZKDWKDVEHHQSURPLVHG7KH\
RIWHQPDNHGHFLVLRQVLQDµKRW¶SV\FKRORJLFDOFRQGLWLRQ$QGDVKLVWRULFDOH[SHULHQFHVKRZV
most real political leaders can hardly be regarded as an ideal of clear reasoning and emotional
EDODQFH *ODHVHU 
Furthermore, there is every reason to believe that, in politics, behavioral anomalies are
much more widely spread than in any other sphere. Compared to other spheres, in politics,
the incentives to correct errors and to control irrational impulses on the parts of the policy
makers are weaker as the consequences of the errors made by politicians affect them very
OLWWOHDQGSULPDULO\LQÀXHQFHWKHVRFLHW\DWODUJH *ODHVHU 
7KHUHLVDQRWKHUIDFWRUWRFRQVLGHUWKHSUHVVXUHVDSSOLHGE\VSHFLDOLQWHUHVWJURXSV$V
a consequence, in political markets, risks of the exploitation of behavioral errors (manipulation of errors in the interests of individual politicians or lobby groups) appears to be much
KLJKHUWKDQLQHFRQRPLFPDUNHWVFKDUDFWHUL]HGE\DWRXJKFRPSHWLWLYHGLVFLSOLQH
Finally, it is important that the errors of individuals and states have entirely different conVHTXHQFHVRQZHOIDUHµ+XPDQEHLQJVDVULJKWIXOO\QRWHGE\(*ODHVHUHUUEXWWKHZHOIDUH
losses created by private errors are surely second-order relative to the welfare losses created
by governments. Individuals may procrastinate and invest foolishly, but they do not volunWDULO\HQUROOLQFRQFHQWUDWLRQFDPSV¶ *ODHVHU3 
Seeking to restrict behavioral biases in private life, the behaviorist normative framework
GUDVWLFDOO\H[WHQGVSRVVLELOLWLHVIRUEHKDYLRUDOELDVHVLQSROLWLFV+HQFHLQPDQ\FDVHVLWPD\
happen that the ‘medicine’ appears to be much worse than the ‘disease.’
 $QRWKHUFULWLFDOO\LPSRUWDQWTXHVWLRQLVWRZKDWH[WHQWWKHUHVXOWVRIODERUDWRU\H[SHULPHQWVFDQEHWUDQVODWHGLQWRKXPDQEHKDYLRUµLQWKH¿HOG"¶,QWKHODERUDWRU\VXEMHFWVRIWHQ
¿QG WKHPVHOYHV LQ XQXVXDO FRQGLWLRQV PXVW IDFH SUREOHPV WKDW DUH QHZ WR WKHP DQG LQ
most cases, get merely a symbolic remuneration for participating in the experiment. In real
OLIHSHRSOHKDYHWKHDELOLW\WRJDLQH[SHULHQFHDQGWKHSUR¿WVDQGORVVHVWKDWUHZDUGWKHP
for rational decisions or punish them for irrational ones are incomparably larger. Thus, they
KDYHVWURQJLQFHQWLYHVWRVSHFLDOL]HDQGOHDUQWRDYRLGHUURUVLQFHQWLYHVWKDWDUHJHQHUDOO\QRW
found in laboratories.
Behaviorists tend to ignore the obvious fact that rational behavior is not an innate characteristic of man. It is gradually formed through the process of learning, and it is impossible to
acquire it by skipping a (short or long) period of erroneous (irrational) decisions, during
which experience is accumulated. People learn from errors and, in this context, rationality and behavioral biases are not necessarily mutually exclusive as is, in fact, suggested
E\ EHKDYLRUDO HFRQRPLFV$PRQJ RWKHU WKLQJV WKLV LPSOLHV WKDW LQ WKH DWWHPSW WR SURWHFW
individuals from demonstrating irrationality, a state’s paternalistic policy may hinder individuals from gaining experience (i.e., developing rational behavioral skills), rendering them
ultimately less rational.
The laboratory environment is institutionally sterile. It almost completely lacks the various
tools for preventing and correcting behavioral errors that are available to people in real life.
The behavior of a given person in institutionally poor and institutionally rich environments
FDQEHGUDPDWLFDOO\GLIIHUHQW6XJJHVWLRQVWKDWLQVWLWXWLRQV PDUNHWRQHVLQWKH¿UVWSODFH 
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make human behavior more rational than it is by itself are a long-standing topic of economic
WKHRU\ VWDUWLQJ ZLWK$GDP 6PLWK$Q HIIHFWLYH V\VWHP RI LQVWLWXWLRQV UDGLFDOO\ ORZHUV WKH
requirement for the rationality of economic agents and can make their behavior rational, even
ZKHQLWGHDOVZLWKDJHQWVVXIIHULQJVHULRXVFRJQLWLYHUHVWULFWLRQVDQGRUODFNLQJVHOIFRQWURO
7KHDYDLODEOHGDWDFRQ¿UPWKDWWKHDFFXPXODWLRQRIH[SHULHQFHXVHRIVWURQJHULQFHQWLYHV
access to various corrective mechanisms and exposure to the discipline of market competition reduces the frequency of behavioral errors quite sharply (see, for example: Levitt and
/LVW 
 $OORIWKHIRUHJRLQJGLVFXVVLRQVKDYHSURFHHGHGIURPWKHLPSOLFLWDVVXPSWLRQWKDWWKH
‘new’ paternalism offers a normative standard that allows for the consequences of certain
behavioral errors to be assessed, both in relation to an individual and to the whole society. Let
XVUHFDOOWKDWLWLVDERXWWKHSUHIHUHQFHVUHÀHFWLQJWKHµWUXH¶LQWHUHVWVRISHRSOH+RZHYHUZKHQ
dealing with this fundamentally important issue, the ‘new’ paternalism appears to be impotent.
On the one hand, it claims to seek to improve the life of people based on their own preferences and asserts that the state knows what these ‘true’ preferences are better than the
people themselves. On the other hand, it professes that individuals do not have any structuUHGSUHIHUHQFHVHYHQIRUPDOO\DVHYLGHQFHGE\WKHLQFRKHUHQFHRIWKHSHRSOHV¶FKRLFHV$V
a matter of fact, according to behavioral economics, any person simultaneously has several
mutually exclusive sets of preferences.
7KLVSRVHVWKHTXHVWLRQFDQDQ\RIWKHVHVHWVEHUHFRJQL]HGDVµWUXH¶ WKDWLVUHÀHFWLQJ
a person’s real interests) and, if yes, which one? Whether the behaviorist normative approach
makes any sense at all depends upon the answer to this question. Indeed, if people do not
have any ‘true’ preferences, then it becomes impossible to improve their lives according to
such non-existing preferences!
It is here that behavioral economics demonstrates its evident conceptual arbitrariness. It
offers no criteria for determining one set of preferences as ‘true’ and another as ‘false.’ If
a coherence of preferences is the only condition for ensuring behavioral rationality, it can
be achieved in many ways by picking certain consistent sub-sets out of all preferences and
SXWWLQJRIIDOORWKHUV:KLFKRIWKHHOHPHQWVRIWKLVWRWDOLW\VKRXOGWKHQEHVDFUL¿FHGDVQRW
UHÀHFWLQJDQLQGLYLGXDO¶VµWUXH¶LQWHUHVWV"
For example, in terms of hyperbolic discounting, coherence of preferences can be achieved
either by reducing the short-term preference time rate to a long-term rate level (which behaviorists advocate) or by increasing the long-term rate to the short-term rate level. In cases
ZKHUHDQLQGLYLGXDO¶VEHKDYLRULVVWURQJO\LQÀXHQFHGE\WKHHPRWLRQDOEDFNJURXQGFRKHUence can be achieved by blocking decisions made in a ‘hot’ psychological state (the point
insisted on by behaviorists) as well as decisions made in a ‘cold’ state. In the case of old-age
savings, such coherence can be achieved by introducing the ‘default’ option of automatically
including employees in retirement savings plans (as behaviorists demand) or not including
WKHP$Q\RIWKHVHZD\VWRKDUPRQL]HSUHIHUHQFHVLVDVJRRGDVWKHRWKHUV6RLQZKDWGLUHFWLRQ VKRXOG LQGLYLGXDOV EH µQXGJHG¶" ,Q WKH DEVHQFH RI FOHDUO\GH¿QHG FULWHULDZH FDQQRW
answer this question.
When behaviorists discern the true character of a person in his economical and not extraYDJDQWVHOILQKLVSDWLHQWDQGQRWLPSDWLHQWVHOILQKLVUHDVRQDEOHDQGQRWLPSXOVLYHVHOILQ
his ‘cold’ and not ‘hot’ self, etc., they do it in an arbitrary manner, proceeding solely from
WKHLURZQVXEMHFWLYHOLNHVDQGGLVOLNHV$VDUHVXOWWKHµQHZ¶SDWHUQDOLVPZKLFKSURPLVHG
WRUHVSHFWWKHSUHIHUHQFHVRILWVµSDWHUQDOL]HG¶LQGLYLGXDOVHPHUJHVLQWRWKHFODVVLFDOµROG
fashioned’ paternalism forcing its ‘patron’s’ attitudes and values on individuals.
 %\SURFODLPLQJWKHHQGRJHQHLW\RISUHIHUHQFHVDVDGHFLVLYHDUJXPHQWDJDLQVWWUDGLtional welfare economics, the behaviorist approach, in fact, shakes its normative foundation.
But, in this way, it destroys this foundation also for itself as the idea that individuals have
DFHUWDLQVXEVHWRIµWUXH¶SUHIHUHQFHVDSSHDUVWREHOHIWKDQJLQJLQWKHEUHH]H:KDWDUHWKH
possible ways of breaking this deadlock?
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It would seem that one of them is empirical. If it were possible to demonstrate that agents
with rational (coherent) preferences are much more successful and prosper more than agents
with irrational (incoherent) preferences, it could serve as a criterion for determining ‘true’
SUHIHUHQFHVE\FOHDULQJWKHPIURPYDULRXVEHKDYLRUDOHUURUV+RZHYHUEHKDYLRULVWVDUHQRW
willing to take this path. This reluctance may be related to the fact that there are practically
no data suggesting that individuals, whose behaviors are based on the canons of the rational choice model, are more successful than individuals with noticeable behavioral deviaWLRQV IURP VXFK FDQRQLFDO EHKDYLRUV µ1R VWXGLHV ZH DUH DZDUH RI REVHUYH$ %HUJ DQG
**LJHUHQ]HUVKRZWKDWWKRVHGHYLDWLQJIURPUDWLRQDOFKRLFHHDUQOHVVPRQH\OLYHVKRUWHU
OLYHVRUDUHOHVVKDSS\¶ %HUJDQG*LJHUHQ]HU3 
$GKHUHQWVRIEHKDYLRUDOHFRQRPLFVSUHIHUDK\SRWKHWLFDODSSURDFKWRWKHHPSLULFDORQH
The hypothetical approach involves reconstructing ‘true’ preferences with the help of an as-if
H[SHULPHQW$VZHKDYHDOUHDG\PHQWLRQHGLQUHIHUHQFHWR6XQVWHLQDQG7KDOHU VHHDERYH 
this approach suggests that replacing the factual preferences of individuals with the counterfactual preferences that would be demonstrated by individuals in ideal informational and
cognitive conditions. The essence of such a reconstruction is best explained in the words of
-+DUVDQ\Lµ$SHUVRQ¶VWUXHSUHIHUHQFHVDUHWKHSUHIHUHQFHVKHZRXOGKDYHLIKHKDGDOOWKH
relevant factual information, always reasoned with the greatest possible care, and were in
DVWDWHRIPLQGPRVWFRQGXFLYHWRUDWLRQDOFKRLFH¶ +DUVDQ\L3 
Then, ‘true’ preferences are preferences that would emerge in an individual’s choices if
the individual were an unboundedly rational being, i.e., had perfect information, unlimited
FRJQLWLYH FDSDELOLWLHV DQG DEVROXWH ZLOO SRZHU +RZHYHU WKLV LV DUDWKHU VWUDQJH VROXWLRQ
In fact, it suggests replacing ordinary people with some supernatural beings that cannot be
found in real life.
First, strictly speaking, it is outside human knowledge to know what preferences such
hyper-rational agents would have. One can only make more or less plausible speculations
DERXW LW *UQH<DQRII   6HFRQG LW LV QRW FOHDU ZK\ WKH SUHIHUHQFHV RI VXFK DJHQWV
should be completely coherent - as, just like ordinary people, they could be subject to statusTXRELDV 0F4XLOOLQDQG6XJGHQ 7KLUGWKHYHU\QRWLRQRIµFRPSOHWHLQIRUPDWLRQ¶
FDQQRW EH UHJDUGHG DV XQDPELJXRXVO\ GH¿QHG ,WV LQWHUSUHWDWLRQ GHSHQGV XSRQ WKH REMHFWLYHVVHWE\DQLQGLYLGXDOKLVFDSDELOLWLHVDQGRQWKHFRQWH[WLQZKLFKKHDFWV 0F4XLOOLQ
and Sugden, 2012). Fourth, endowing an individual with complete information, unlimited
cognitive capabilities and absolute will power would change his personality so much that he
would, in fact, be a totally different person. Can there be any respect for individual preferences in this case?
’New’ paternalism is based on an overly ambitious and clearly unrealistic view of human
QDWXUH QR DFWXDO SHUVRQ FDQ FRPSO\ ZLWK LW E\ GH¿QLWLRQ 7KLV FOHDUO\ VKRZV WKDW LQ LWV
normative constructions, behavioral economics applies to principles of human behavior that
are external to it, which runs contrary to its promise to judge welfare based exclusively on
a person’s own aims and aspirations: ‘the consequence of dividing the self has been to undermine the very idea of true preferences. If true preferences don’t exist, the libertarian paterQDOLVWFDQQRWKHOSSHRSOHJHWZKDWWKH\WUXO\ZDQW+HFDQRQO\PDNHOLNHDQROGIDVKLRQHG
SDWHUQDOLVWDQGJLYHSHRSOHZKDWWKH\VKRXOGZDQW¶ /HRQDUG3 
Because the notions of the hypothetical preferences of imaginary hyper-rational beings
SURSRVHGE\µQHZ¶SDWHUQDOLVPDGYRFDWHVDVDQRUPDWLYHLGHDOLQHYLWDEO\UHPDLQKD]\DQG
YDJXHWKHUHVXOWLQJYRLGLV¿OOHGZLWKTXLWHVSHFL¿FQRWLRQVKHOGE\YDULRXVJURXSVRIDJHQWV
These may be the preferences of incumbent politicians, or their expert consultants, the public
PDMRULW\HWF$FORVHUORRNDWZKLFKRIWKHDOWHUQDWLYHVHWVRISUHIHUHQFHVWKHµQHZ¶SDWHUQDOLVWV DJUHH WR EH µUDWLRQDO¶ FOHDUO\ UHYHDOV WKDW WKH\ DOZD\V UHÀHFW WKH YDOXHV RI WKH PLGGOH
class, i.e., the social stratum to which the experts themselves belong. They invariably prefer
economy over extravagance, caution over impulse, calculation over emotions, a healthy lifestyle over bad habits, patience over impatience, long-term planning over momentary plea-
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sures, and so on. It can be said that from a sociological point of view, ‘new’ paternalism is
QRQHRWKHUWKDQDQDWWHPSWWRGLFWDWHPLGGOHFODVVYDOXHVWRVRFLHW\$WWKLVSRLQWWKHGLIIHUHQFHVEHWZHHQWKHµQHZ¶DQGWKHWUDGLWLRQDOµROG¶SDWHUQDOLVPDUHSXUHO\QRPLQDO$WWKHHQG
of the day, both try to dictate alien behavioral norms to people against their will.
$VZHKDYHQRWHGWKHPDLQWDUJHWRIWKHEHKDYLRULVWDWWDFNLVWKHRUWKRGR[DSSURDFKRI
ZHOIDUHHFRQRPLFVZLWKLWVQRUPDWLYHVWDQGDUGRIVDWLVI\LQJLQGLYLGXDOSUHIHUHQFHV+RZHYHU
social philosophy and economic theory have an alternative normative tradition that has not
fallen under the above criticism.
This tradition does not trust ordinary people to make the best decisions all of the time. It
only argues that we do not know who could make better decisions than people themselves
DQGWKDWSROLWLFLDQVRI¿FLDOVDQGH[SHUWVDUHDOPRVWVXUHWRGRDZRUVHMRE,WGRHVQRWSRVtulate that people are infallible hyper-rational beings. On the contrary, they are viewed as
boundedly rational and boundedly ethical, shortsighted, weak-willed beings prone to temptaWLRQ$VIRUWKHµFRQVXPHUVRYHUHLJQW\¶SULQFLSOHLWLVGHIHQGHGQRWEHFDXVHµWKHFRQVXPHULV
always right,’ but because it holds freedom of choice itself as a high value. It puts a person’s
right to err among the essential human rights because it is a necessary condition for their
autonomy, and helps them to become more competent, responsible and independent (in other
words, more rational).
:HDUHVSHDNLQJDERXWWKHWUDGLWLRQURRWHGLQWKHWHDFKLQJVRI$GDP6PLWKDQGRWKHUSKLORVRSKHUVRIWKH6FRWWLVK(QOLJKWHQPHQWZKLFKFDQEHEURDGO\WHUPHGDVWKHWUDGLWLRQRIFODVVLFDOOLEHUDOLVP$FFRUGLQJWR)+D\HNWKLVWUDGLWLRQVHHVDKXPDQµQRWDVDKLJKO\UDWLRQDO
and intelligent but as a very irrational and fallible being, whose individual errors are corrected
RQO\LQWKHFRXUVHRIDVRFLDOSURFHVV¶ +D\HN3 ,WVRULJLQDWRUVQHYHUYLHZHGKXPDQ
EHKDYLRUDVRSWLPL]LQJµLQWKHLUYLHZPDQZDVE\QDWXUHOD]\DQGLQGROHQWLPSURYLGHQW
and wasteful, and ...it was only by the force of circumstances that he could be made to behave
HFRQRPLFDOO\RUFDUHIXOO\WRDGMXVWKLVPHDQVWRKLVHQGV¶ +D\HN3 
While behavioral economics derives paternalist conclusions from bounded rationality, the
Smithian tradition comes to a directly opposite, anti-paternalistic conclusion. It argues that in
contemporary, complex societies, the main cognitive load in coordinating economic activity
LVERUQHE\LQVWLWXWLRQVRIµH[WHQGHGRUGHU¶ WHUPFRLQHGE\+D\HN UDWKHUWKDQLQGLYLGXDO
PLQGV %RHWWNHDQG&DFHUHV :HFDQVD\WKDWWKHPDLQSXUSRVHRIWKHVHLQVWLWXWLRQVLV
to prevent and correct the errors made by boundedly rational individuals. If people were fully
rational beings and possessed unlimited cognitive powers, such institutions would become
UHGXQGDQW$GKHUHQWVRIWKHEHKDYLRUDODSSURDFKGRQRWUHDOL]HWKDWE\XVLQJSDWHUQDOµFDUH¶
WRUDWLRQDOL]HWKHEHKDYLRURILQGLYLGXDODJHQWVWKH\DUHKDPSHULQJWKHZRUNRIµLQVWLWXWLRQV
of ‘extended order’, complicating economic coordination and rendering the whole process
OHVVUDWLRQDO$VDUHVXOWWKHPHDVXUHVWKH\SURSRVHWRFXWWKHFRVWVRIEHKDYLRUDOHUURUVPD\
lead to cost increases, and society may begin shifting toward greater irrationality instead of
moving toward the higher rationality for which they are arguing.
9. Conclusion
%HKDYLRUDOHFRQRPLFVLVDQHZDGYDQFHG¿HOGRIVWXG\WKDWKDVJUHDWO\DOWHUHGPRGHUQ
HFRQRPLFWKHRU\$OWKRXJKWKHPDMRULW\RIIRUPDOPRGHOVXVHGE\HFRQRPLVWVDUHVWLOOEXLOW
RQWKHSHUIHFWUDWLRQDOLW\SULQFLSOHEHKDYLRUDOHFRQRPLFVKDVSUHVHQWHGVLJQL¿FDQWHPSLULFDO
evidence of how far real human behavior deviates from rational assumptions. It made a real
breakthrough in normative economic analysis, discarding its traditional anti-paternalistic
attitude.
+RZHYHUFRQWUDU\WR¿UVWLPSUHVVLRQWKHDWWLWXGHVRIEHKDYLRUDOHFRQRPLFVWRZDUGVWKH
conventional rational model of choice turn out to be far from straightforward. Behavioral
economics rejects it as a descriptive theory but indirectly retain it as a normative ideal, and
movements toward it are viewed as advancing the ultimate good. Instituting more detailed
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governmental ‘care’ for society is proclaimed to be the most effective means for achieving
this goal. From this point of view, the situation with the perfect rationality concept strongly
resembles situation with another basic idea of neoclassical economic theory — that of perfect
FRPSHWLWLRQ0RGHUQHFRQRPLVWVDUHDOVRLQFOLQHGWRUHMHFWWKHSHUIHFWFRPSHWLWLRQPRGHODV
an adequate description of economic reality, yet accept it as a normative standard, calling on
state interventions to be guided by it.
Past experience shows that each new type of ‘market failure’ discovered by economists
has been followed by an outbreak of state activity. Behavioral economics is not an exception.
,WKDVLGHQWL¿HGDQXPEHURIEHKDYLRUDOµPDUNHWIDLOXUHV¶SDYLQJWKHZD\IRUDZLGHUDQJH
of paternalistic interventions. Its adherents not only suggested a great number of ingenious
schemes not previously used in state regulation but also attached intellectual respect to many
traditional policies that had been used ad hoc, without a clear nod from economic theory.
7KLV WKHRUHWLFDO MXVWL¿FDWLRQ ZKLOH VDQFWLRQLQJ FHUWDLQ W\SHV RI VWDWH LQWHUYHQWLRQ DOVR
PDNHVLWPRUHGLVFLSOLQHGEHFDXVHRWKHUW\SHVRILQWHUYHQWLRQWRZKLFKVXFKMXVWL¿FDWLRQV
turn out to be inapplicable, are beginning to be considered unacceptable. This is how matters
previously stood with traditional welfare economics. Its theoretical arguments could be used
successfully to justify various redistribution programs, as well as different measures aimed
DWRYHUFRPLQJH[WHUQDOHIIHFWV$WWKHVDPHWLPHWKHVDPHDUJXPHQWVSURYLGHGJURXQGVIRU
normative prohibition of paternalistic interventions that directly interfered with individual
decision-making.
This did not prevent the state from resorting to various paternalistic ‘care’ measures not
VDQFWLRQHGE\HFRQRPLFWKHRU\+RZHYHUµQRQWKHRUHWLFDO¶IRUPVRIVWDWHLQWHUYHQWLRQKDYH
a different status (i.e., that of inevitable evil or manifestation of the state’s weakness) and
provide more limited growth potential. It is one thing to raise minimum wages under pressure from trade unions, and quite another to raise them in accordance with the theory of
PRQRSVRQ\WRLQFUHDVHHPSOR\PHQW,WLVRQHWKLQJWRKDYHLQÀDWHGDEXGJHWGH¿FLWGXULQJ
the pre-Keynesian era, but another to pursue the same policy based on Keynesian arguments
about the necessity of aggregate demand stimulation. For a long time, the lack of a necessary
theoretical sanction has been holding back the ‘inherent’ paternalistic ambitions of modern
JRYHUQPHQWVDQGSUHYHQWLQJWKHPIURPH[SDQGLQJWKHLULQÀXHQFH
The situation changed when behavioral economics provided such a sanction. It demonstrated that, in matters of their own welfare, people are quite rarely the best judges. This led
to the conclusion that a paternalistic state might considerably improve the quality of people’s
decision making. When the ‘inherent’ instincts of the state receive intellectual support from
the academic community, it is most often a prologue to increased government activity. This,
as far as one can judge, has happened with the ideas of behavioral economics and the normative program of ‘new’ paternalism built upon these ideas. In this context, some observers
identify a growing trend for the welfare state to transform into a paternalistic state with much
broader opportunities and authority to oversee the activities of individuals.
%HKDYLRUDOHFRQRPLFVKDVFULWLFL]HGWKHRUWKRGR[DSSURDFKRIZHOIDUHHFRQRPLFVGHPonstrating the instability of individual preferences and their dependence upon the decisionmaking context. Paradoxical as it may be, this type of criticism turned out to be detrimental
for its own political program. It is undermining the normative basis not only for the traditional
welfare approach but also for the ‘new’ paternalism, which is proving to be powerless in solving its most important question regarding ‘true’ individual preferences. In these conditions,
it would only be natural to turn to an alternative normative tradition in social philosophy and
economic theory, i.e., a ‘liberal’ one in the broadest sense, built upon the idea of freedom,
rather than the idea of welfare. It is of utmost importance that, unlike ‘new’ paternalism, in
WKLVDOWHUQDWLYHWUDGLWLRQDVVRFLDWHGZLWKWKHQDPHVRI+XPH6PLWK0LOO.QLJKW+D\HN
and Coase, the bounded rationality of an individual is not seen as an argument for expanding but rather for limiting state intervention in the economy and, more broadly, in people’s
private life.
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