BEHAVIORAL ECONOMICS IN ACTION

Applying Behavioral Economics to
Government Agencies & Public Policy
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What Is Behavioral Economics?
Behavioral economics is an interdisciplinary science blending psychology, economics,
finance, and sociology to understand human behavior and decision-making. Behavioral
economics recognizes that constraints in time and mental resources prevent us from
optimally evaluating every decision. To deal with our limitations we rely on “mental”
shortcuts or heuristics in our decision-making processes. These shortcuts act as interpretive
mechanisms used for decisiveness in the face of uncertainty, but they can lead to predictably
irrational behavior.
Government agencies enact laws and regulations that are focused on the betterment of
society. They often rely on restrictions, incentives, or public information campaigns in order
to change citizen behaviour. While well intentioned, these traditional approaches can
backfire. For example, regulations that
mandate financial advisors disclose
conflicts of interest have led to
counterintuitive results1 . Disclosures
can increase pressures on advisees to
comply with the advice provided and in
some cases increase greater perceptions
of trust rather than the vigilant
evaluation of biased advice. Similarly,
tax incentives to increase retirement
savings rates have had limited impact.
Researchers studying the impact of these
tax schemes in the UK and US have
concluded that such policies are an
expensive way of encouraging new
savings2
Government agencies must therefore use
other techniques to engage their citizens to action. BEworks understands how to develop
behavioral nudges and helps government agencies apply them to solve their policy
challenges. Behavioral economics provides powerful insights into human motivation and
behavior. As its experiments move from academic laboratories to the real world, the lessons
from the field are being applied to improve people’s lives.

1 Loewenstein, G., Cain, D. M., & Sah, S. (2011). The limits of transparency: Pitfalls and potential of disclosing

conflicts of interest. The American Economic Review, 101(3), 423-428.
2 Attanasio, O. P., Banks, J., & Wakefield, M. (2004). Effectiveness of tax incentives to boost (retirement) saving:
theoretical motivation and empirical evidence.
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Governments applying a BE Lens to Public Policy
A number of federal and provincial government agencies and regulatory bodies around the
world recognize the benefits of behavioral economics, and are applying these insights to
change the way they formulate policies. The charge has been led by several public sector
entities: the UK’s Behavioral Insights Team (founded in 2010) and Financial Conduct
Authority (adopted BE in 2013); the Australian Productivity Commission and Department of
Finance and Deregulation (2010 and 2012, respectively); and in the US, the White House
Social and Behavioral Sciences Team (established in 2014).
More recently, the application of BE has moved into the mainstream with the World Bank’s
creation of the Global Insights Initiative in 2015, the European Commission’s development of
a behavioral framework in 2015, and the rolling out of behaviorally-driven, evidence-based
approaches in numerous governments (e.g., Canada, Singapore, the Netherlands, France,
Denmark). In fact, a report released by the UK’s Economic and Social Research Council
indicates that no less than 136 countries are using the behavioral sciences in some aspect of
public policy, and that 51 have centrally directed policy initiatives based in the behavioral
sciences3.

Why BE is Well Suited for Public Policy
As expressed in an Executive Order issued by President Obama in 2015, behavioral
economics enables policymakers to influence behavior by accounting for the psychological
and environmental factors that affect human decision-making. Far from the predictions of
rational choice theory, we let our biases, emotions, habits, and environment influence the
decisions we make. Translated into the policy realm, this means people don’t always respond
to traditional interventions such as incentives or educational campaigns at the rate that
would be predicted by traditional economic models.
Behavioral scientists understand the biases and heuristics people use to make decisions and
use these insights to design interventions that nudge specific behaviors more effectively. For
instance, organ donations4 and retirement savings rates5 have increased significantly as a
result of defaults that leverage our tendency to favor the path of least resistance when making
a decision. Similarly, health food labels that simplify complex caloric information are being
designed and tested to help people quickly and effectively select healthy food products more
effectively than standard calorie count labels6.
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Whitehead, M., Jones, R., Howell, R., Lilley, R., & Pykett, J. (2014). Assessing the Global Impact of Behavioural
Sciences on Public Policy. Published by the Economic and Social Research Council.
4
Johnson, E. J., & Goldstein, D. G. (2004). Defaults and donation decisions. Transplantation, 78(12), 1713-1716.
5
Beshears, J., Choi, J. J., Laibson, D., & Madrian, B. C. (2009). The importance of default options for retirement
saving outcomes: Evidence from the United States. In Social security policy in a changing environment (pp. 167-195).
University of Chicago Press.
6
Sonnenberg, L., Gelsomin, E., Levy, D. E., Riis, J., Barraclough, S., & Thorndike, A. N. (2013). A traffic light food
labeling intervention increases consumer awareness of health and healthy choices at the point-ofpurchase. Preventive medicine, 57(4), 253-257.
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In addition to challenging the inaccurate assumptions derived from rational economic theory
and offering key insights to policy makers, behavioral economics equips policy makers with a
scientific “test and learn” approach to prioritizing ideas and managing risk. Science takes the
guesswork out of whether a proposed intervention warrants being scaled up and rolled out, it
identifies and mitigates potential behavioral barriers en route to desired behaviors, and, if
incorporated upstream during the policy design phase, provides vital end-to-end guidance to
policy makers.

BE Mitigates Risk and Challenges Assumptions
Behavioral economics provides crucial insight into the likely outcomes of policy interventions
and programming, and therefore is a key risk management tool. There are numerous
examples in the policy realm of projects and initiatives that could have benefited from the
application of behavioral economics, and the suite of scientific tools that behavioral scientists
have at hand.
One such instance takes us to New York City, where in 2008, a policy was introduced making it necessary for restaurants to post caloric information alongside the items on their
menus. It was assumed by policymakers that providing citizens with caloric information
would help them to make more informed and healthy choices, though policymakers'
assumptions were not tested prior to policy implementation. Policymakers were so convinced
that more information would be better for citizens, that a year later they augmented the
policy by introducing an additional requirement - that restaurants post daily recommended
calories directly on their menus. Again, the behavioral outcomes of this policy were not
assessed before it was rolled out.
Later research by a team of psychologists revealed that, counter to policymakers'
assumptions, posting caloric information had no direct impact on food purchases, and if
anything, that it appeared to promote a slight increase in caloric intake7. This finding shows
that policymakers' intuitions, while well intentioned, were misguided, and calls into question
the wisdom of designing and implementing policies in the absence of scientific vetting.
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Downs, J. S., Wisdom, J., Wansink, B., & Loewenstein, G. (2013). Supplementing menu labeling with calorie
recommendations to test for facilitation effects. American Journal of Public Health, 103(9), 1604-1609.
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How BEworks Can Help You
BEworks has worked directly with government agencies on policy implementation and policy
design projects. For example, we have increased tax repayment and reduce energy
consumption by deploying low-cost interventions that are more effective than traditional
incentive-disincentive paradigms. We have also provided expert consultation to
governmental and regulatory agencies to support the development of in-house behavioral
science “test and learn” resources and infrastructure. From policy development to the
deployment of programming and policy initiatives , BEworks can help you better understand
human decision-making to improve behavior and in turn, improve lives.

Below are just some of the policy areas we can help you with:

The Science of…
Education
Environment
Government Administration
Employment
Transportation
Regulation & Compliance
Health & Safety
Tax Collections
Pension & Benefits Enrollment
Charitable Giving
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About BEworks
Founded in 2010, BEworks is the world’s first global managementconsulting firm that specializes in applying behavioral economics to
real-world challenges. Using a tried-and-tested methodology
grounded in empirical testing, BEworks offers Fortune 500
businesses and public sector organizations a suite of services to drive
evidence-based strategy and innovation. BEwork’s mission is to help
business leaders apply scientific thinking to their marketing and
operational challenges.
Dan Ariely co-founded BEworks, with one of the top marketing
scholars Nina Mazar, business/technology innovation experts Doug
Steiner and Louis Ng, and the firms’ CEO Kelly Peters, who is a
unique hybrid of both behavioral and business expertise. The team
combines leading academics from the fields of cognitive and social
psychology, neuroscience, and marketing with consulting experts.
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Contact us to find out how we helped increase tax repayment
and reduce energy consumption, and how we can apply
behavioral insights to solve your policy challenges.
Government@BEworks.com
linkedin.com/company/BEworks

317 Adelaide Street West
Suite 400
Toronto, Ontario
M5V 1P9

416-920-1921
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twitter.com/BEworksInc
facebook.com/BEworks

