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People respond to incentives

COMMAND-AND-CONTROL

REGULATIONS, STANDARDS

PUT A PRICE ON POLLUTION
SUBSIDIZE “GREEN” PURCHASES

BEHAVIORAL ECONOMICS
“NUDGE”

“three-in-one”
Carpooling law

”Hoy No Circula” 
(No Driving Day)



Human beings in behavioral economics

“By exploring the consequences of limited rationality, 
social preferences, and lack of self-control, [Thaler] has 
shown how these human traits systematically affect 
individual decisions as well as market outcomes.” 
(Royal Swedish Academy wrote in awarding Thaler the 
prize.)

Human beings in traditional economics



Imperfect optimization 
• Limited attention :  most salient elements of the 

environment have dominant influence of the 
decision. 

• Limited computational ability : too many choice 
options, mental accounting (is the tendency of 
humans to create mental labels for money, based 
on its origin)

• biased reasoning è rule of thumb (heuristics), 
overconfidence etc.

Bounded self-control :
a gap between intention 

and action 

Non-standard preference
• Reference-dependent preferences
• Loss –aversion 
• Having interest in the outcomes of 

other people (Alturism, fairness, social 
norms) 

ProcrastinationProjection bias



“If you want people to do something, 
make it easy.”

Richard H. Thaler

Prize in Economic Sciences, 2017





NUDGE

“The important thing about nudges? They're 
not mandates. Nudges don't attempt to 
make it impossible to do the wrong thing, 
but rather they make it easier to do the 
right thing.”

How a particular choice is presented – the 
‘choice architecture’ – can have a significant 
effect on the choice made. 
For example, where a good is placed on a shelf 
can affect the likelihood that it will be chosen.



Make it easy 



The default choice is often what people stick 
with. This is due to something called 
the status quo bias

Default effect



Default effect



Default effect

Green electricity default

“When Swiss energy companies made green 
electricity the default choice, huge numbers of 
consumers were happy to stick with it – even 
though it cost them more.”



”No Plastic Bag”

Toiletries

Default effect



Framing effect

• The framing effect is a cognitive bias where people decide on options 
based on whether the options are presented with positive or negative 
connotations

survival frame : 90% of patients are still alive
mortality frame :10% of patients are dead

You are currently losing $20 per month by 
using inefficient light bulb.  VS  You could 
save $20 per month by changing light bulb.



Salience



Tax Salience

• posting tax-inclusive price tags
reduces demand by 8 percent.

• increases in taxes included in
posted prices reduce alcohol
consumption more than increases in
taxes applied at the register.

• Having electricity bills paid by
automatically debiting from a
bank account decreases the
salience of these charges, and is
shown to have a positive effect on
peoples demand for electricity

people are more likely to change their behaviour in 
response to highly visible and highly salient taxes. 

• Income tax withholding and
auto-filling tax returns reducing
the salience of the income tax
and increasing the effectiveness
of the income tax system.

Gallagher and Mudhlegger
(2008) : Sales tax waivers are
associated a seven-fold greater
increase in hybrid sales than
income tax credits



• energy is invisible it is difficult 
to tell when you are using a lot 
of energy and why. 

• energy company in Southern 
California gave people a ball 
called the Ambient Orb that 
glowed red when homeowners 
were using a lot of energy, and 
green when they were using 
very little. 

• Within a few weeks, users had 
reduced their peak energy 
consumption by 40 percent. 

Salience



SOCIAL NORMS

Social comparison has the ability to influence behavior 







Nudging to Reduce Food Waste
Examples:

In a randomized control trial, Shearer et al. (2017) found that 
placing a sticker on general waste bins reminding people to recycle 
their food waste (“No food waste please. Remember to use your food 
recycling caddy”) increased the amount of recycled food waste by 
20%.

Kallbekken and Salen (2013) reducing plate size 
and providing social cues– reduce the amount of 
food waste in hotel restaurants by around 20%. 

https://www.frontiersin.org/articles/10.3389/fpsyg.2020.589674/full


Tree ordination : The Thai way of 
protecting the forest
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