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Opening	remarks	for	event	“Nudging	for	good:	Behavioural	Science	for	
policy	decisions	in	Cyprus”	–	Nicosia,	March	19,	2018	

Sofronis	Clerides	

I	would	like	to	thank	the	LSE	Alumni	for	asking	me	to	coordinate	this	event.		

So‐called	behavioral	economics	is	getting	a	lot	of	attention	these	days.	I	say	
“so‐called”	because	economics	is	and	has	always	been	about	behavior,	and	
it’s	 a	 bit	 funny	 to	 attach	 the	 adjective	 “behavioral”	 to	 just	 one	 branch	 of	
economics.	Nevertheless	the	term	has	stuck	and	behavioral	economics	has	
come	to	refer	to	behavior	that	departs	from	the	canonical	rational	optimizer,	
the	homo	economicus.		

The	debate	about	human	rationality	is	not	new.	It	dates	back	to	the	ancient	
Greek	philosophers.	It	re‐appeared	during	the	Enlightenment,	when	Reason	
was	 celebrated	 as	 the	 antidote	 to	blind	 faith	 as	 the	 foundational	 building	
block	of	a	modern	society.		

In	 economics,	 rationality	 is	 basically	 synonymous	 with	 methodological	
individualism	 and	 optimization.	 In	 other	 words,	 any	 explanation	 of	
economic	 phenomena	 must	 start	 with	 the	 actions	 of	 the	 individual.	
Individuals	have	specific	objectives	that	they	wish	to	maximize.	They	gather	
and	process	all	available	information	and	choose	their	actions	optimally	to	
maximize	their	objective	function.		

(Economists	claim	to	be	agnostic	about	what	the	objectives	are,	but	in	reality	
we	 tend	 to	 put	most	 of	 the	 emphasis	 on	 consumption	 and	material	well‐
being,	partly	because	these	things	are	relatively	easy	to	measure.)	

Do	economists	really	think	that	people	do	all	these	calculations	and	process	
all	this	information?	Of	course	not.	The	Swedish	Academy	certainly	does	not	
think	so.	It	has	awarded	several	Nobel	prizes	to	people	who	have	questioned	
the	 rational	 paradigm.	Most	 of	 you	probably	 know	 that	 last	 year’s	 award	
went	 to	 Richard	 Thaler	 “for	 his	 contributions	 to	 behavioural	 economics”.	
Before	 that	 the	 2002	 Nobel	 Prize	 (half	 of	 it)	 was	 awarded	 to	 Daniel	
Kahneman	for	work	he	had	done	with	Amos	Tversky	(both	psychologists)	
“for	having	 integrated	 insights	 from	psychological	research	 into	economic	
science,	especially	concerning	human	judgment	and	decision‐making	under	
uncertainty”.	And	even	before	that,	Herbert	Simon	won	the	Nobel	Prize	in	
1978	for	work	he	did	in	the	1940s	and	1950s	on	bounded	rationality.	
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Several	other	Nobel	Prize	winners	could	be	said	to	be	at	least	sympathetic	to	
the	behavioral	camp.	The	list	could	include	Maurice	Allais,	who	won	in	1988	
and	 is	 famous	 for	 the	 Allais	 paradox	 regarding	 decision	 making	 under	
uncertainty,	 George	 Akerlof	 and	 Joseph	 Stiglitz	 (2001),	 Thomas	 Schelling	
(2005),	Robert	Shiller	(2013),	and	Angus	Deaton	(2015).	Angus	Deaton,	who	
by	the	way	has	an	even	greater	honor	than	the	Nobel	–	an	honorary	PhD	from	
the	University	of	Cyprus	–	has	just	published	a	paper	where	he	documents	
that	 people	 are	 consistently	 over‐optimistic	 about	 where	 their	 expected	
financial	situation	in	five	years.	Akerlof	&	Shiller	published	a	book	a	couple	
of	 years	 ago	 with	 the	 title	 Phishing	 for	 Phools:	 The	 Economics	 of	
Manipulation	and	Deception,	where	they	claim	that	markets	are	not	only	a	
mechanism	that	delivers	amazing	things	with	incredible	efficiency,	but	also	
have	a	dark	side,	because	they	allow	unscrupulous	people	to	take	advantage	
of	other	people’s	weaknesses,	selling	them	junk	food,	addictive	substances,	
and	cheap	loans.	

	

So	 if	 all	 these	brilliant	 economists	question	 the	 rational	 choice	paradigm,	
why	does	it	still	survive?		

I	think	there	are	two	reasons.		

One	is	data.	The	observations	of	Herb	Simon	and	Maurice	Allais	were	treated	
as	 curiosities.	 They	 were	 relatively	 easy	 to	 dismiss	 as	 aberrations	 or	
exceptions	 to	 the	 general	 rule.	 Over	 time,	 a	 lot	 more	 evidence	 was	
accumulated	showing	that	departures	from	the	rational	model	are	not	only	
frequent,	 they	are	also	 systematic.	Most	of	 these	data	were	experimental,	
however,	and	as	such	their	impact	was	limited.	Defenders	of	the	status	quo	
could	 always	 claim	 that	 experiments	 were	 one	 thing	 but	 “real	 life”	 was	
another.	The	profession	largely	ignored	them.	

Things	 have	 changed	 significantly	 in	 the	 last	 10‐15	 years	 because	 of	
availability	 of	 real	 data.	 There	 is	 now	 access	 to	 a	 lot	 of	 highly	 detailed	
information	on	individual	actions.	I	have	two	examples	that	I	can	talk	about	
in	some	length	if	I	have	time	later.	To	give	a	quick	summary,	there	are	now	
many	studies	that	find	that	people	make	frequent	and	systematic	mistakes	
in	 important	decisions	such	as	how	much	 to	save,	what	health	 insurance	
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plan	to	purchase,	how	to	allocate	their	investment	portfolio.	The	availability	
of	highly	detailed	data	has	given	a	big	push	to	behavioral	economics.		

But	do	not	declare	the	rational	choice	model	dead	just	yet.	The	second	reason	
why	 the	 rational	 paradigm	 persists	 is	 that	 there	 is	 no	 clear	 alternative.	
Thomas	 Kuhn’s	 theory	 of	 scientific	 revolutions	 states	 that	 an	 existing	
paradigm	can	only	be	pushed	aside	if	there	is	an	alternative	paradigm	ready	
to	 replace	 it.	 If	 people	 do	 not	 make	 choices	 in	 an	 effort	 to	 optimize	
something,	how	do	they	make	choices?	How	can	we	predict	their	behavior?	
Behavioral	economics	has	punctured	holes	in	the	existing	paradigm	of	the	
rational	 choice	model,	 but	 still	 has	 not	 produced	 a	 unified	 framework	 to	
replace	it.	The	main	idea	is	that	for	most	decisions	people	use	heuristics,	or	
rules	of	thumb.	But	we	need	a	lot	of	rules	of	thumb	in	order	to	fully	describe	
behavior.	We	probably	 still	 have	 a	ways	 to	 go	before	we	have	 a	 credible,	
functional	alternative	to	the	rational	model.		

Nonetheless,	the	behavioral	camp	has	made	many	strides.	I	think	it	is	one	of	
the	 most	 exciting	 areas	 of	 economic	 research	 today.	 Much	 of	 own	 my	
research	now	falls	under	that	category.	A	group	of	my	younger	colleagues	at	
the	Economics	Department	of	the	University	of	Cyprus	works	on	behavioral	
issues	 and	 runs	 LexEcon,	 a	 computer	 lab	 for	 conducting	 experiments	 on	
economic	 behavior.	We	 are	 also	 now	working	with	 our	 colleagues	 in	 the	
Psychology	 Department	 on	 a	 new	 Masters	 program	 in	 Behavioral	
Economics.	We	are	very	excited	about	this	prospect.		

	


