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Abstract

In Behavioral Economics, the notion of perfect rationality is replaced by a more nuanced
understanding that recognizes the limits of human decision-making, such as bounded rationality,
willpower, self-interest, and attention. Instead of expecting individuals to always act in perfectly rational
ways, models in Behavioral Economics are judged by the accuracy of their predictions rather than the
realism of their assumptions. This perspective aligns well with the Quantification of Quality Data (Q.E.)
method, which also prioritizes the accuracy and integrity of the model's outcomes over the simplicity of
its assumptions. The Q.E. method begins with a solid theoretical framework, where a hypothesis is
carefully crafted to define the scope and objectives of the analysis. This initial step is crucial because it
sets the foundation for the mathematical determination that follows, ensuring that the analysis is rooted in
a clear theoretical context rather than being driven solely by empirical data. By generating values for
independent variables within a defined range through randomization, the Q.E. method allows for a
comprehensive exploration of how these variables influence the model. This process typically involves
the use of multiple mathematical equations to fully capture the complex behavior of the model. A key
feature of the Q.E. method is its feedback loop, which plays a critical role in maintaining consistency
between the mathematical model and the underlying theoretical principles. Through iterative hypothesis
testing, model adjustment, and continuous feedback, the Q.E. method ensures that the mathematical
model not only aligns with the theory but also accurately reflects the behavioral nuances that are central
to Behavioral Economics. This rigorous approach allows for the refinement of the initial hypothesis and
the confirmation of the model’s predictive accuracy, ensuring that the quantification of quality data is
both theoretically sound and empirically valid. In this way, the Q.E. method supports the development of
Behavioral Economic models that are robust, reliable, and reflective of real-world decision-making
processes.

Keywords: Behavioral Economics; Perfect Rationality; Bounded Rationality; Willpower; Self-Interest;
Attention; Predictive Accuracy; Assumptions; Quantification of Quality Data; Q.E. Method
Introduction

Behavioral economics is built on models that acknowledge and incorporate imperfections in

human decision-making, particularly concerning rationality, willpower, self-interest, and attention. This
field challenges the traditional economic assumption of perfect rationality, recognizing that human
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behavior often deviates from the idealized models due to cognitive and psychological limitations. By
relaxing the notion of perfect rationality, behavioral economics integrates insights from psychology and
other epistemic fields, enriching economic models with a more realistic understanding of human
behavior. One of the core principles of behavioral economics is its alignment with Milton Friedman's
critique that the validity of a theory should not be judged by the realism of its assumptions but by the
accuracy of its predictions. From this perspective, behavioral economics rejects the idea that assumptions
must perfectly mirror reality. Instead, it emphasizes the importance of conducting experiments to test and
refine theories. This experimental approach is not just a method but a fundamental aspect of behavioral
economics, allowing researchers to identify and analyze anomalies that cannot be explained by traditional
factors like risk aversion and transaction costs.

Experiments have proven to be invaluable tools in uncovering these anomalies, which are not
mere counterexamples but integral components of emerging theories. The goal of behavioral economics is
not only to highlight these deviations but also to integrate them into models that can accurately predict
real-world behavior, including naturally-occurring field data. By doing so, behavioral economics seeks to
expand the applicability of economic models beyond the traditional scope, ensuring that they reflect the
complexities of human behavior. Moreover, behavioral economics has found applications across various
subfields, a process known as franchising (Ashraf, Roy, Muhuri, & Lohani, 2020; Challoumis, 2019f;
Sajid, Afzal, & Qadir, 2016; Spolaor et al., 2020; Troussas, Krouska, & Sgouropoulou, 2020; Yen &
Langari, 1999). This expansion underscores the relevance of disciplines like neuroeconomics, which
examines neural activity to inform the microfoundations of economic behavior. Neuroeconomics has
become a critical subfield, offering valuable insights into the neural underpinnings of decision-making
and providing empirical evidence for the concept of consistent rational choice. By establishing an
empirical basis for constructs that are new to economics, neuroeconomics and other branches of
behavioral economics have significantly contributed to our understanding of rationality. In summary,
behavioral economics is not just an alternative to traditional economic models but a comprehensive
approach that integrates experimental methods, psychological insights, and neurobiological data (Abate,
Christidis, & Purwanto, 2020; Bernasconi & Espinosa-Cristia, 2020; Bhuiyan & Farazmand, 2020;
Blekesaune, 2007; Driver, 2017; Howlett, 2020; Khan & Liu, 2019; Le Bodo, Etilé¢, Gagnon, & De Wals,
2019; Levi, 2021; Naudé & Dimitri, 2020; Noland, 2020; Nowlin, Gupta, & Ripberger, 2020; Ruiz,
Jurado, Moral, Uclés, & Viruel, 2017; Rumayya, Rammohan, Purwono, & Harymawan, 2020; Siegmeier
et al., 2018; Tvaronaviciené, Tarkhanova, & Durglishvili, 2018; van den Bergh, 2022). It challenges the
conventional wisdom of economic theory by emphasizing the importance of real-world data and the
limitations of human cognition, ultimately leading to the development of more accurate and applicable
economic models (Ashraf et al., 2020; Jiang, Ding, Shi, & Li, 2020; Lule, Mikeka, Ngenzi, &
Mukanyiligira, 2020). The field continues to evolve, drawing from various disciplines to build a more
nuanced and empirically grounded understanding of human behavior in economic contexts.

Methodology

The methodology employed in this study is grounded in a robust theoretical framework that
combines the principles of Behavioral Economics with the Quantification of Quality Data (Q.E.) method.
This paper is theoretical and uses the empirical literature review of the Q.E. method. This approach is
designed to systematically explore and analyze the deviations from perfect rationality that characterize
human decision-making. The theoretical framework underlying this methodology is structured around
several key components: Behavioral Economics serves as the primary theoretical foundation for this
study. It challenges the traditional economic models that assume perfect rationality by incorporating
psychological insights into economic analysis. This approach acknowledges the limitations of human
decision-making, including bounded rationality, limited willpower, self-interest, and attention constraints.
By integrating these behavioral factors, the study aims to develop more accurate models that reflect real-
world behavior. The first step in the methodology involves the formulation of a hypothesis based on the
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theoretical insights from Behavioral Economics (Challoumis, Constantinos, 2015a, 2016, 2018l, 2018w,
2018j, 2018x, 2018n, 2018g, 2018i, 2018b, 2020, 2024f, 2024a, 2024b; Challoumis, 2017, 2018s,
2018ax, 2018k, 2018ae, 2018j, 2018t, 2018ak, 2018e, 2018am, 2018w, 20180, 2018aw, 2019a, 2021k,
2022a, 2023k, 2023ae, 2024bj, 2024u, 2024h, 2024ae, 2024p, 2018ag, 2024dp, 2024ab, 2024g, 2024v,
2024dl, 2024x, 2024i, 2024ak, 2024b, 2024aa, 2018ay, 2024a0, 2024cq, 2024ds, 2024at, 2024ct, 2024bg,
2024bw, 2024cz, 2024s, 2024dh, 2018as, 2024bm, 2024de, 2024bv, 2018at, 2018h, 2018ar, 2018x). This
hypothesis defines the scope and objectives of the analysis, providing a clear direction for subsequent data
collection and analysis. The hypothesis is not merely an assumption but a starting point for rigorous
testing and refinement, ensuring that the study remains grounded in a solid theoretical context. Following
the hypothesis formulation, the methodology emphasizes the importance of mathematical determination.
This step involves the development of mathematical models that are consistent with the theoretical
framework. Unlike traditional approaches that might rely on empirical data alone, this study begins with a
mathematical representation of the hypothesis. This representation is crucial for understanding the
relationships between variables and for guiding the subsequent experimental design (Challoumis, 2018ap,
2018aq, 2021i, 2021a, 2021e, 2022b, 2022¢, 2023x, 2023m, 20230, 2023b, 2023r, 2019e, 2023j, 2023aj,
2023ab, 2023a, 2023ac, 2023ak, 2023w, 2023c, 2023q, 2023f, 2019c, 2023ai, 2023aa, 2023u, 2023ah,
2024bi, 2024ce, 2024di, 2024dy, 2024cb, 2024ci, 2019i, 20241, 2024n, 2024au, 2024by, 2024dw,
2024dd, 2024cd, 2024ck, 2024bt, 2024aq, 2019b, 2024m, 2024cv, 2024c, 2024bu, 2024cg, 2024cx,
2024bx, 2024af, 2024cp, 2024ca, 2021j, 2021g, 2021c, 2021b; Challoumis, Eriotis, & Vasiliou, 2024b).
The Q.E. method plays a central role in the methodology by facilitating the exploration of independent
variables through randomization. In this step, values for the independent variables are generated within a
defined range, allowing for a comprehensive examination of how these variables influence the equation
under study. This process typically involves multiple mathematical equations to fully capture the complex
behavior of the model, enabling a deeper understanding of the interactions between different factors. A
critical aspect of the methodology is the incorporation of a feedback loop, which ensures consistency
between the mathematical models and the underlying theoretical principles. This iterative process
involves continuous hypothesis testing, model adjustment, and feedback, allowing for the refinement of
the initial hypothesis and the mathematical equations. The feedback loop is essential for aligning the
models with the theoretical framework and for confirming the validity of the results.

The methodology integrates experimental economics as a method for validating the models
developed through the Q.E. method. Experiments are designed to test the predictions of the models in
real-world scenarios, identifying any anomalies or deviations from expected behavior. These anomalies
are not dismissed as outliers but are instead analyzed as potential components of new or refined theories.
This approach allows the study to contribute to the ongoing development of Behavioral Economics by
incorporating empirical evidence into the theoretical framework. Finally, the methodology considers the
broader application of the findings across various subfields of economics. This process, known as
franchising, involves extending the insights gained from the study to other areas, such as neuroeconomics
and psychology. By doing so, the study not only tests the robustness of the models but also explores their
relevance and applicability in different contexts, thereby enhancing the overall contribution to economic
theory (Challoumis, 2018af, 2018u, 2020b, 2021h, 2021l, 2021d, 2021f, 2022d, 2022f, 20229, 2022c,
2023ad, 2018g, 2023ag, 2023ae, 2023e, 2023p, 2023af, 2023y, 2023s, 2023v, 2023d, 2023y, 2018ao0,
2023n, 2023h, 2023z, 2023t, 2023l, 2024cy, 2024j, 20240, 2024ar, 2024k, 2019f, 2024ax, 2024dx,
2024ah, 2024cr, 2024av, 2024bd, 2024dn, 2024bo, 2024cf, 2024ap, 2019g, 2024bk, 2024ba, 2024dr,
2024bz, 2024cl, 2024cn, 2024cc, 2024cs, 2024co, 2024aw, 2019d, 2024cj, 2024ch, 2020c, 2020a, 2020d,;
Challoumis, Eriotis, & Vasiliou, 2024a, 2024c; Challoumis & Savic, 2024). This methodology section
outlines a comprehensive theoretical framework that integrates Behavioral Economics with the
Quantification of Quality Data method. By systematically combining hypothesis formulation,
mathematical determination, randomization, feedback loops, experimental validation, and application
across subfields, this approach ensures that the study is both theoretically grounded and empirically
robust. The ultimate goal is to develop models that accurately reflect human behavior, contribute to the
refinement of economic theory, and offer practical insights for real-world applications.

Behavioral Economics Concepts and the Q.E. Method 168



International Journal of Multicultural and Multireligious Understanding (I/MMU) Vol. 11, No. 10, October 2024

The Methodology of Positive Economics

Friedman’s argument was that economics should have scientific standards like the case of
physics, concerning itself with “what is” and not with “what ought to be”. So, Milton Friedman he
suggested that the value of models and hypotheses, should also count with the same way as in the rest of
science. For the validity of a hypothesis, he provided that the only relevant test of the validity is the
comparison with experience (Aleksei Matveevic Rumiantsev, 1983; Boughton, 1994; Engels, 1844;
Gilpin & Gilpin, 2001; Harris, 2020; IMF, 1994, 2021; Keynes, 1936; Lenin, 1916; Marx, 1867; OECD,
2021; Papageorgiou, 2012; Richardson, 1964; Stiglitz, 2002; World Bank, 2003; World Bank Group,
2024b, 20243a). So, according to that the hypothesis is rejected if its predictions are contradicted, and it is
accepted if its predictions are not contradicted. Great confidence underlined if a theory survived through
many contradictions. Moreover, Friedman added that if several hypotheses make equally good predictions
then they will seek for simplicity and fruitfulness, to decide their choice. With the term of simplicity it is
determined that a theory is simpler the less knowledge needed to make a prediction and with the term of
fruitful it means that how much accurate is the prediction in a given field of variables then is wider the
field that the theory make predictions.

So, according to F-twist argument there are two criteria. The first one is relevant with the case
that theories should be judged by the accuracy of their predictions. The second criterion says that theories
should not be judged by the accuracy of their assumptions. The behavioral economics follows the first
criterion ad reject the second one. The reason that criterion 2 is rejected is because of the criterion 1,
which supports that replacing unrealistic assumptions with psychologically realistic then it is plausible to
lead to better predictions.

The concept of Friedman’s theorem that economics should use criteria from physics with the
thought that is very important what exists and not should be exist and this it is possible to the be
examined by the sensitivity of their assumption is there which binary field and multidimensional
processing could be introduced to connect law issues and behavioral economic attitudes to connect
different fields with a kind of a way that permits also an independent field that allows a different view of
these themes.

Psychology and Consumer Economics

Durable goods, such as automobiles, appliances, and electronics, exhibit consumption patterns
that are more volatile compared to nondurable goods. This volatility is partly because durable goods are
often considered big-ticket items, and their purchase decisions are more sensitive to economic conditions
and consumer sentiment. George Katova's observation highlights that changes in consumer purchases of
durable goods are not always proportional to fluctuations in income. The degree of consumer confidence
greatly affects purchasing decisions. When confidence is high, consumers are more likely to make
significant expenditures on durable goods. Conversely, during periods of uncertainty or economic
downturns, consumer confidence may wane, leading to reduced spending even if incomes remain stable.
The willingness to spend, influenced by personal and economic factors, impacts durable goods purchases.
Factors such as perceived job security, expectations about future income, and overall financial stability
play a role in determining consumer willingness to commit to large expenditures. Psychological factors,
including the impact of marketing, trends, and societal influences, also affect durable goods purchases.
For example, a new technology release or a favorable financing offer can spur spending, while negative
economic news or concerns about future financial stability can dampen it.

Historically, data collection on consumer behavior was relatively basic and often relied on
aggregate measures of economic activity. This limited the ability to analyze the nuanced factors
influencing consumer decisions, particularly those related to durable goods. Advancements in economic
research have led to the development and incorporation of more sophisticated measures of consumer
attitudes and expectations. Surveys and indices that assess consumer confidence provide insights into how
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optimistic or pessimistic consumers are about their financial situation and the broader economy. These
indices help gauge the potential impact on spending behavior. Surveys that capture consumer expectations
regarding future income, employment, and economic conditions offer valuable information about likely
future spending patterns. These expectations can significantly influence current consumer behavior.
Enhanced data collection methods and analytical tools allow for more detailed examination of consumer
behavior. This includes tracking purchasing patterns, analyzing sentiment trends, and understanding the
impact of economic policies on consumer decisions.

The integration of consumer attitude and expectation measures into economic analysis has
revolutionized forecasting. By understanding how consumer confidence and expectations influence
spending, economists can develop more accurate models and predictions about economic trends. This
allows for better anticipation of periods of economic expansion or contraction and more informed
decision-making. Government policies aimed at stimulating economic growth or managing downturns can
be better assessed through the lens of consumer behavior. For example, understanding how changes in
interest rates, tax policies, or stimulus measures affect consumer confidence and spending helps
policymakers design more effective interventions. Policymakers can use insights from consumer behavior
data to tailor economic policies more precisely. For instance, if data reveals that consumer confidence is
low due to concerns about job security, targeted measures such as job creation programs or income
support may be more effective in boosting durable goods consumption. George Katova's observation
about the complexities of consumer purchases of durable goods underscores the importance of
considering a range of factors beyond mere income changes. The evolution of data collection and analysis
techniques has provided a deeper understanding of the psychological and situational factors influencing
consumer behavior. This advancement enables more accurate economic forecasting and more effective
policy formulation, ultimately leading to better management of economic fluctuations and improved
outcomes for both consumers and the economy as a whole.

The Role of Psychological Factors in Economic Forecasting:

Psychological factors, such as consumer sentiment and confidence, provide valuable insights into
spending and saving behaviors. Surveys and indices that track changes in consumer attitudes and
expectations help economists and policymakers gauge the likely future behavior of consumers. This data
is crucial for predicting shifts in economic activity and guiding policy decisions. Government policies can
have a significant impact on consumer behavior. By understanding how policies influence consumer
expectations and confidence, policymakers can better design interventions to stabilize or stimulate the
economy. For instance, fiscal policies such as tax cuts or government spending programs can affect
consumer spending patterns and overall economic activity. In recent years, advancements in machine
learning and artificial intelligence have provided new tools for analyzing economic data. Perceptrons and
other machine learning algorithms can process vast amounts of data to identify patterns and predict
economic trends that might not be immediately apparent through traditional methods. These technologies
can analyze complex interactions between various factors, including consumer sentiment, economic
indicators, and policy changes, to generate more accurate forecasts and insights.

The field of economic policy often deals with binary issues, where decisions are made based on
whether certain conditions are met. For example, a policy might be enacted if economic growth falls
below a specific threshold. Machine learning models can help in managing these situations by providing
data-driven insights that inform policy decisions. By analyzing historical data and current trends, these
models can help policymakers anticipate the effects of various actions and allocate resources more
effectively. Understanding consumer behavior through psychological factors and utilizing advanced
technologies like machine learning enhances our ability to forecast economic trends and assess the impact
of government policies. This integrated approach helps in making more informed and effective decisions
in economic administration.
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Amos Tversky, and Itamar Simonson mentioned that the standard theory of choice, related with
each option based on the value maximization, showing that the decision maker chooses the option with
the highest value. But there is a growing body of data that is inconsistent with this approach. The relative
attractiveness of two parameters often depends in the presence or absence of a third option, and a market
share of an option it is increased by the growth of the offered set. According to this work there are
empirical findings that are inconsistent with the value maximization. Amos Tversky, Itamar Simonson
presented a context dependent model that expresses the value as a combination of two components. The
first one determines the impact of a contingent weighting process that captures the effect of the
background context, and the case of the binary comparison process that affiliated with the effect of the
local context. So this model is useful for the determination of the deviations of the standard theory. Also,
this model provides a framework from analyzing context-dependent preferences. The digression of the
rational choice is an effect that according to neural machine approach of perceptron adjusted to
expressions that could determine the causes of making different choices from the choices that offer
maximum utility. The fact that a deviation is settled from the rational choice shows that other parameters
should also be included in the mathematical forms that examine these behaviors in economics.

Modern Behavioral Economist

In this work, it is referenced the pivotal fact that Irving Fisher uniquely combined neoclassical
economic principles with the foundational ideas of modern behavioral economics. Fisher's approach
serves as a bridge between the traditional assumptions of rationality and the more nuanced insights
offered by behavioral economics, which seeks to understand the actual decision-making processes of
individuals. Modern behavioral economics is characterized by three key elements: the use of rational
choice theory for the development of market-equilibria and decision-making models, the application of
individual behavior analysis across various data-collection methods, and the integration of these
observations to refine and support the theoretical underpinnings of behavioral economics. Rational choice
theory remains central to the construction of models aimed at estimating market equilibria and
understanding decision-making processes. However, modern behavioral economics goes beyond the
simplistic assumption of perfect rationality by incorporating empirical observations of how individuals
actually behave in real-world settings. These observations are crucial in explaining and enhancing our
perception of how rational theories can be adjusted and applied to support the broader framework of
behavioral economics. By analyzing human behavior through various data-collection methods,
researchers can identify patterns, biases, and anomalies that traditional models might overlook, thereby
enriching the theoretical landscape of economics.

The integration of these multifaceted approaches finds practical application in areas such as fuzzy
logic and the transformation of binary fields within economic modeling. Fuzzy logic, for instance, allows
for more flexible and nuanced interpretations of economic phenomena, accommodating the inherent
uncertainty and ambiguity present in human decision-making. This method aligns well with behavioral
economics, as it provides a mathematical framework that can capture the complexity and variability of
individual choices. Similarly, the transformation of binary fields in economics reflects the need to move
beyond binary, black-and-white models of decision-making, embracing a more realistic spectrum of
possibilities that better mirror human behavior. This combination of neoclassical and behavioral
economic principles enables a more comprehensive understanding of economic dynamics, allowing for
the development of models that are not only theoretically robust but also empirically grounded. Fisher’s
innovative approach highlights the importance of synthesizing traditional and modern perspectives,
demonstrating that the incorporation of behavioral insights can significantly enhance the explanatory and
predictive power of economic theories. This synthesis is particularly relevant in today’s complex
economic landscape, where understanding the subtleties of human behavior is essential for accurate
market predictions and effective policy-making.
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Behavioral Economics

This work presents a broad spectrum of phenomena that lead to decisions deviating from those
traditionally expected in classical economic models. These unexpected decisions are central to
understanding the limitations of perfect rationality, a concept long critiqued and redefined through the
contributions of scholars like Amos Tversky. Tversky's groundbreaking concepts, particularly in
collaboration with Daniel Kahneman, have profoundly influenced not only economics but also a wide
array of social sciences. His work laid the foundation for Behavioral Economics by challenging the notion
of perfect rationality and introducing the idea that human decision-making is often irrational in systematic
and predictable ways. Tversky's influence extends to the validation of modeling assumptions within
economic theory. Traditional economic models often rely on assumptions of rational actors who always
make decisions that maximize utility. However, Tversky’s insights emphasize the importance of
validating these assumptions against real-world data. This involves integrating micro-level data on
individual decisions to more accurately capture the complexities of human behavior. By doing so, models
can be refined to better reflect actual decision-making processes, which often involve heuristics, biases,
and other cognitive shortcuts.

Moreover, Tversky’s work underscores the importance of adopting lessons from psychology to
inform economic modeling. Behavioral Economics bridges the gap between economics and psychology,
integrating psychological principles to explain why individuals frequently make decisions that deviate
from the predictions of traditional economic theory. This interdisciplinary approach has led to the
development of more nuanced models that account for factors such as loss aversion, prospect theory, and
framing effects, all of which were pioneered by Tversky and his collaborators. In essence, this work
aligns with the broader movement in Behavioral Economics that seeks to re-evaluate and adjust economic
models by incorporating a more realistic understanding of human behavior. By exploring the range of
phenomena that lead to unexpected decisions, this study contributes to the ongoing effort to refine
economic theories, ensuring that they are both empirically validated and reflective of the true nature of
decision-making. This approach not only enriches economic theory but also has practical implications for
policy-making, business strategy, and various applications where understanding human behavior is
critical.

Psychology and Economics

Behavioral economics, with its empirically-driven approach, has made significant strides in
understanding how real human behavior deviates from the traditional economic assumption of pure self-
interest. This field of study reveals that people often depart from the narrow pursuit of self-interest to
pursue other goals, such as fairness, reciprocal altruism, and even revenge. These departures from
traditional economic models are critical for understanding the complexity of human behavior in economic
contexts. Traditional economic theory posits that individuals act based on stable and coherent preferences,
rationally seeking to maximize their utility. This model assumes that each person evaluates options and
makes decisions to maximize the expected value of their utility function, a mathematical representation of
their preferences. However, behavioral economics, particularly through the work of scholars like Matthew
Rabin, challenges this conventional view by systematically exploring the psychological underpinnings of
human judgment, behavior, and well-being.

One of the key insights from behavioral economics is that human decision-making often deviates
from the rational actor model. For instance, psychological research has shown that people's preferences
are not always stable or coherent. Instead, they are often influenced by context, framing, and social
considerations. For example, people may sacrifice their own financial gain to punish someone who has
behaved unfairly, even if it comes at a personal cost—a behavior known as "altruistic punishment."
Similarly, individuals may act out of reciprocal altruism, helping others with the expectation of future
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returns, or out of revenge, seeking to harm those who have wronged them, regardless of the cost to
themselves.

Another significant contribution of behavioral economics is the concept of loss aversion, which is
a cornerstone of prospect theory, developed by Daniel Kahneman and Amos Tversky. Contrary to the
traditional view that people make decisions based on absolute outcomes, research shows that individuals
often evaluate outcomes relative to a reference point—typically the status quo or some expected outcome.
The critical finding here is that losses relative to this reference point are felt more acutely than equivalent
gains. In other words, people dislike losses significantly more than they appreciate gains, a phenomenon
known as loss aversion. This insight challenges the conventional assumption that individuals are always
rational maximizers of utility. Instead, it suggests that psychological factors, such as the fear of losing
something, can lead people to make decisions that deviate from what traditional economic models would
predict. For example, an investor might hold onto a losing stock longer than is rational, simply to avoid
the pain of realizing a loss, even though selling the stock might be the better financial decision.

The implications of these findings are profound, as they suggest that economic models need to
account for psychological factors and context-dependent preferences to accurately predict behavior.
Policies and interventions that ignore these factors may be less effective or even counterproductive. For
instance, understanding loss aversion can help in designing better financial products, framing tax policies,
or creating incentives that align more closely with how people actually behave rather than how they are
assumed to behave in traditional economic models. Behavioral economics enriches our understanding of
economic decision-making by incorporating psychological insights into how people actually behave,
rather than how they should behave according to traditional models. By recognizing that human
preferences are influenced by factors such as fairness, altruism, and loss aversion, this approach provides
a more nuanced and realistic view of economic behavior, with significant implications for both theory and

policy.
Behavioral Economics approach

Behavioral economics, an interdisciplinary field combining psychology and economics, delves
into how real-world market behavior deviates from the standard economic models based on rationality
and self-interest. It explores the nuances of human decision-making, highlighting how psychological
factors influence economic behavior. Key themes in behavioral economics address deviations from
traditional economic theories, particularly in the contexts of bounded rationality, willpower, and altruism.
Bounded rationality refers to the limitations in cognitive capacity that prevent individuals from processing
all available information and making perfectly rational decisions. Instead of evaluating all possible
options and outcomes, people often rely on heuristics or mental shortcuts that simplify decision-making.

In finance and savings, bounded rationality can lead to suboptimal choices. For instance,
individuals may underestimate risks or fail to fully understand the complexities of financial products. This
limitation can result in poor investment decisions, inadequate retirement savings, or mismanagement of
debt. Financial models that account for bounded rationality attempt to incorporate these human
constraints, leading to more realistic predictions and policy recommendations. Limits on willpower, also
known as self-control issues, describe how people sometimes make choices that conflict with their long-
term goals or interests due to immediate temptations or short-term desires. This phenomenon is often
observed in behaviors such as overspending, procrastination, or unhealthy lifestyle choices. In the context
of finance, limits on willpower can manifest as difficulties in saving for retirement, maintaining a budget,
or adhering to a financial plan. For example, individuals may prioritize current consumption over future
savings, leading to inadequate retirement funds. Understanding these limitations can help in designing
policies and interventions, such as automatic enrollment in retirement plans or budgeting apps that help
individuals manage their finances better.
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Bounded altruism explores the idea that individuals are not purely self-interested but are also
willing to make sacrifices for others. However, this willingness is often bounded by their own interests
and the perceived benefits of helping others. It reflects a more nuanced view of human motivation that
includes both self-interest and social preferences. In finance and savings, bounded altruism can influence
decisions related to charitable giving, family support, and community investment. For instance,
individuals might sacrifice their own financial well-being to help family members or donate to causes
they care about. Financial models incorporating bounded altruism consider these social motivations and
can provide insights into patterns of giving, support networks, and the impact of altruistic behavior on
economic outcomes.

Behavioral economics integrates these themes into financial models to better reflect real-world
behavior.

Recognizing bounded rationality and limits on willpower helps explain why people might
struggle with saving for retirement despite knowing its importance. Behavioral insights lead to solutions
like nudges (e.g., automatic savings plans) that align with human tendencies and improve savings rates.

Understanding that people may not always act rationally due to cognitive biases can improve
investment strategies and risk management. Behavioral finance models consider how psychological
factors influence market movements and investor behavior.

Behavioral insights inform policy design by addressing human limitations directly. For example,
policies that simplify financial choices or provide default options can mitigate the effects of bounded
rationality and willpower issues, leading to better economic outcomes.

In summary, behavioral economics provides a richer, more nuanced view of economic decision-
making by incorporating psychological factors. It highlights how bounded rationality, willpower, and
altruism shape financial behavior and offers practical solutions for addressing these limitations in
financial planning and policy.

Then and Now

Peter Diamond’s contributions to economic theory, particularly in the realm of public finance, are
deeply rooted in the strategic use of duality and the ideas stemming from second-best analysis. These
theoretical tools, once prominently utilized, played a pivotal role in shaping Diamond's research,
especially in the domain of optimal taxation. The concept of duality, which provides a framework for
understanding the relationships between economic variables and their respective duals, was integral to
Diamond's extension of optimal taxation theory. This extension involved moving beyond the traditional
one-person economy model, as originally formulated by economists like Frank Ramsey, Paul Samuelson,
and Marcel Boiteux, to a more complex, many-person economy framework. In collaboration with James
Mirrlees, Diamond advanced the theory of optimal taxation by addressing the complexities that arise in a
multi-agent setting. This was a significant departure from the earlier, simpler models, marking a profound
evolution in economic thought. The dual setting allowed for a more nuanced analysis of taxation, taking
into account the diverse preferences and behaviors of multiple individuals within an economy, which led
to more realistic and applicable tax policies.

Additionally, the development and application of the overlapping generations (OLG) model, first
introduced by Samuelson, provided another critical tool for analyzing long-term economic phenomena,
such as public debt and social security. During a period of growing concern about these issues, the OLG
model became an essential instrument for understanding how economic decisions made today would
impact future generations. The model's ability to incorporate intertemporal choices made it particularly
useful for analyzing the effects of fiscal policies over time. The convergence of these theoretical tools and
models offered a fertile ground for researchers, providing them with robust frameworks to tackle complex
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economic issues. The incorporation of behavioral economics into this mix further expanded the
possibilities for economic analysis. Behavioral economics, which focuses on the psychological
underpinnings of economic decision-making, brought a new dimension to public finance by highlighting
the often irrational behavior of individuals and how these behaviors could be modeled and predicted. The
advent of computable general equilibrium (CGE) models, alongside OLG models, has revolutionized
large-scale economic simulations. These models enable economists to simulate and analyze the effects of
various policy changes across the entire economy, taking into account the interdependencies between
different sectors and agents. The integration of behavioral economics into these models has further
enhanced their predictive power, allowing for more realistic simulations that consider the behavioral
responses of individuals to policy changes. In essence, the combination of duality, second-best analysis,
OLG models, and behavioral economics has significantly enriched the field of public finance. These tools
have enabled economists to conduct more sophisticated analyses, leading to more effective and equitable
policy recommendations. The ability to manipulate large-scale simulations with these advanced models
has provided researchers with a powerful toolkit, capable of yielding gratifying results in the quest to
understand and improve economic policy.

Foundations of Behavioral and Experimental Economics

The traditional view of economics as a non-experimental science has undergone a significant
transformation with the advent of experimental methods. Historically, economics was primarily based on
observational data from real-world economies and theoretical modeling, with little emphasis on controlled
laboratory experiments. However, recent developments have shifted the focus toward experimental
approaches, particularly through the contributions of researchers like Vernon Smith and the insights from
cognitive psychology and behavioral economics.

For a long time, economics relied on observational studies and theoretical models to understand
economic phenomena. This approach involved analyzing real-world data and using mathematical models
to predict economic behavior and outcomes. However, this methodology had its limitations, particularly
in isolating specific variables and testing theoretical assumptions under controlled conditions.

The introduction of experimental economics marked a paradigm shift, allowing economists to test
hypotheses and theories through controlled laboratory experiments. This approach involves creating
artificial environments where variables can be manipulated and observed in isolation, providing a clearer
understanding of causal relationships and deviations from traditional economic theories. The integration
of cognitive psychology into economics has been crucial in understanding deviations from traditional
economic assumptions. Cognitive psychology studies how individuals make decisions, emphasizing that
real-world behavior often deviates from the rationality assumed in classical economic models.
Experimental research in cognitive psychology has revealed that people frequently exhibit biases and
heuristics that lead to decisions deviating from rational expectations. These findings challenge the
standard economic assumption of perfect rationality and have prompted economists to reconsider how
they model human behavior. Vernon Smith played a pioneering role in the development of experimental
economics by designing and conducting laboratory experiments to test market mechanisms. His work
demonstrated that market outcomes could be studied systematically through controlled experiments,
providing empirical evidence on how different market structures and mechanisms affect economic
performance. Smith’s experiments often focused on understanding deviations from standard economic
theories, particularly those arising from individual and market-level behavior. By testing hypotheses
about how people behave in various economic scenarios, Smith provided valuable insights into how real-
world markets operate and how deviations from theoretical models can be explained.

Smith's research contributed to the validation and refinement of economic theories by providing
empirical evidence that challenged and expanded traditional models. His work showed that experimental
methods could uncover important insights into market dynamics and decision-making processes,
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enhancing the overall understanding of economic behavior. Daniel Kahneman, a key figure in behavioral
economics, has made substantial contributions to understanding how psychological factors influence
economic decision-making. Kahneman’s research, often conducted in collaboration with Amos Tversky,
explores how cognitive biases and heuristics affect choices and judgments, leading to deviations from
rationality.

Kahneman’s work has profoundly impacted economics by integrating psychological insights into
economic theory. His research highlights how individuals systematically deviate from rational decision-
making models and how these deviations can be observed and analyzed through experimental methods.
While Vernon Smith’s contributions focused on experimental testing of market mechanisms and
deviations from theoretical models, Kahneman’s research provided a deeper understanding of the
cognitive processes underlying these deviations. Both researchers have contributed to a more
comprehensive view of economic behavior by combining experimental methods with psychological
insights. The evolution from traditional observational economics to experimental economics represents a
significant advancement in the field. The integration of cognitive psychology and behavioral economics
has enriched the understanding of human decision-making and market behavior. Vernon Smith’s
pioneering work in experimental economics and Daniel Kahneman’s insights into cognitive biases have
collectively enhanced the ability to test and refine economic theories. This interdisciplinary approach
allows for a more nuanced understanding of economic phenomena, bridging the gap between theoretical
models and real-world behavior.

Maps of Bounded Rationality: Psychology from Behavioral Economics

The work of Kahneman comprised three different programs. The first one explores the heuristics
that people use and the biases to which they connected to various tasks of judgment under uncertainty.
The second task connected with the prospect theory, which is a model of choice under risk, and in
addition connected with the loss aversion in riskless choice. The third one is connected with framing
effects and with their implications for rational agent models. Economists often criticize psychological
research for the tense that have to generate errors and biases and to the problem that they have to show a
rational-agent solution through a model. So, psychological theories of intuitive thinking cannot submit a
formal normative model of belief and choice, deducing that psychological theories are not realistic.
Moreover, the alternative solutions are not chaos, meaning that psychology offers integrative ideas and
coherent generalizations which explain phenomena in diverse fields. The ideas that Kahneman underlined
to his theory was the judgments and choices are made intuitively. The rules that govern intuition are
generally similar to perception theories. Thinking and deciding correspond to reasoning and intuition.
Also, in this work examined factors that determine accessibility of different judgments and responses.
And one more important influence is that there explained the impact of the prospect theory to the general
proposition that changes and differences are more accessible than absolute values. The theme of framing
effects concluded to this analysis.

Behavioral Economics Research and the Foundations of Economics

In this work presented the methodology, the concepts of fairness, and the comparison between the
wealth maximization versus the economics of survival, and their different implications for behavior.
Vernon L. Smith showed the five propositions on which economists and psychologists are in convergence
that comes up as an agreement. So, according to that point of view there are two kinds of rationality.
There are five propositions that referred to that work.

The first one is the extent that markets are rational, as in controlled S&D experiments or
irrational, as in experimental asset bubble markets, and the conclusion is that derives directly from the
rationality or irrationality of agents. The second one render that the individual rationality is a self-aware,
calculating process of maximization. The third one affiliate the view that predominantly both economists
and psychologists are reluctant to allow the naive and unsophisticated agents can achieve socially optimal

Behavioral Economics Concepts and the Q.E. Method 176



International Journal of Multicultural and Multireligious Understanding (I/MMU) Vol. 11, No. 10, October 2024

ends without a comprehensive understanding of the whole, and the reason is that exist a deliberate action.
The forth proposition is about that psychologists test the rationality of individual decisions largely by
asking for subject responses to understand the causative of this form how functions. The fifth one deduces
that psychologists and economic theorists have discovered that rationality almost entirely as expected
utility maximization. These propositions supported the examination of comparison between wealth
maximization and the economics of survival.

Rational Choice Institutionalism

Canonical rational choice theory was the basic tool in political science for four decades. This
canonical form became an engine of social scientific research. According to canonical rational choice
produced theoretical micro-foundations, equilibrium orientations, and generally it was the tool for
comparative statistics methodology. Many conclusions about derived theorems became with rationalism.
Nowadays it is plausible to manage more sophisticatedly the political purposes, beliefs, opinions, and
behavior.

Political activity is in connection with these contexts channel behavior, and the way behavior,
maintaining them of changing them. These contexts are determined by political actors and from
organizations. However, the institutions are the main cause that contexts persist and provide scripts for
political processes. In this work presented the form that institutions are interpreted by rational choice
theorists. Moreover, there is a distinction between structured and not structured institutions. In addition
there is a framework that shows the limits of rational choice institutionalism.

The Evolution of Our Preferences: Evidence from Capuchin-Monkey Trading Behavior

In groundbreaking research conducted by M. Keith Chen, Venkat Lakshminarayanan, and Laurie
Santos, the differential processing of gains and losses in the brain was examined using Capuchin
monkeys. Their experiments revealed intriguing insights into how economic decisions are influenced by
inherent cognitive biases, challenging traditional economic theories that assume rational behavior. The
study found that gains and losses are processed in distinct regions of the brain, suggesting that these two
types of outcomes may provoke fundamentally different psychological responses. This finding is
significant because it underscores that our reactions to economic stimuli are not merely a matter of
abstract calculation but are deeply rooted in the way our brains encode and process these experiences.

The research involved exposing Capuchin monkeys to various price and wealth shocks,
mimicking economic choices and changes that humans encounter. Despite their lack of experience with
complex financial concepts and limited capacity for social learning, the Capuchin monkeys displayed a
remarkable similarity to human behavior in their reactions. Specifically, they exhibited responses
consistent with reference-dependent choices and loss aversion—key phenomena in behavioral economics
where losses are perceived more intensely than equivalent gains, leading to a disproportionate impact on
decision-making.

These findings suggest that biases such as loss aversion are not solely a product of sophisticated
cognitive processes or social learning but may be innate aspects of how the brain processes experiences.
The fact that Capuchins, with their simpler cognitive and social frameworks, exhibit similar biases to
humans implies that these tendencies are hardwired into our neurological makeup. This challenges the
notion that such biases are purely a result of cultural or individual learning, highlighting instead that they
are fundamental to our cognitive architecture.

By demonstrating that Capuchin monkeys, despite their more limited cognitive abilities and lack
of abstract financial knowledge, respond to economic shocks in ways comparable to humans, the study
provides strong evidence that certain economic biases are deeply ingrained. This research suggests that
understanding human economic behavior may benefit from considering these innate biases, offering a
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more comprehensive view of how economic decisions are shaped by both our evolutionary history and
our brain's inherent processing mechanisms.

The Second Wave of Evolutionary Economics in Biology

The interplay between economics and evolutionary biology has evolved significantly through two
distinct waves of interdisciplinary integration. Initially, the convergence of these fields was driven
primarily by the influence of evolutionary biology on economic theories. This first wave was
characterized by the application of biological concepts, such as natural selection, to economic behavior.
During this period, economics incorporated insights from evolutionary biology to understand patterns of
behavior and decision-making, albeit in a somewhat limited manner. Disciplines such as foraging theory
and evolutionary game theory were among the early examples where biological principles were used to
inform economic models. Foraging theory, for instance, provided a framework for analyzing how
individuals optimize their search for resources, which economists adapted to study how people allocate
their time and resources.

However, the tools and methodologies from evolutionary biology were not yet fully integrated
into economic theory. Instead, the focus was more on conceptual borrowing, where biological ideas were
applied to economic phenomena without significant methodological cross-fertilization. This initial phase
laid the groundwork for future interdisciplinary exploration but was somewhat restricted in scope and
depth. The second wave of interdisciplinary economics, emerging from the joint investigation of
empirical and theoretical data, marked a more profound and reciprocal collaboration between biologists
and economists. This phase was characterized by a deeper integration of ideas and methodologies from
both fields, leading to a richer and more nuanced understanding of economic and biological phenomena.
This wave saw the development of interdisciplinary approaches that utilized empirical research and
theoretical frameworks from both disciplines to address complex questions. In evolutionary biology,
signaling theory examines how organisms use signals to convey information about their fithess or
intentions. Economists adopted these concepts to study how signals in markets, such as advertising or
pricing, convey information about product quality and influence consumer behavior. Evolutionary
biology's insights into competition and cooperation were applied to economic markets, analyzing how
market dynamics can be influenced by evolutionary strategies and adaptive behavior. Both fields
benefited from advances in statistical methods. Evolutionary biology and economics jointly explored new
statistical techniques to better understand and model complex data patterns, improving the analysis of
both biological and economic phenomena. Evolutionary game theory provided a framework for
understanding how cooperation and punishment evolve in biological populations. Economists applied
these theories to explore similar dynamics in human societies, such as the emergence of social norms and
the enforcement of cooperation in economic transactions. Evolutionary biology's study of reputation
mechanisms in social species informed economic models of reputation and trust in market interactions,
shedding light on how individuals and firms build and maintain credibility.

The study of social norms in evolutionary contexts was extended to economics to understand how
societal rules and conventions influence economic behavior, such as compliance with tax laws or
adherence to market regulations. Overall, this second wave of interdisciplinary work represented a
significant advancement in the collaboration between economics and biology. It involved not just the
adaptation of biological concepts to economic theories but also the development of new methodologies
and theoretical frameworks that bridged both fields. This collaborative approach has enriched our
understanding of complex behaviors and interactions, demonstrating the value of integrating insights from
evolutionary biology into economic analysis and vice versa. The ongoing dialogue between these
disciplines continues to produce innovative research, deepening our comprehension of both economic and
biological systems.
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Nava Ashraf, Colin f. Camerer and George Loewenstein — Adam Smith, Behavioral Economist

Adam Smith in his work The Wealth of Nations, published in 1776 argued that economic
behavior was motivated by self-interest. To a previous work, The Theory of Moral Sentiments, Smith
argued that behavior determined by the fight of two parameters, the passion and the impartial spectator. In
the sense of passions specified that there is the hunger and sex, emotions, such as fear and anger, and
motivational feeling states. To the meaning of motivational feelings included the sense of pain. The
approach of Smith was that behavior functions under the term of complete control of the passions. On the
other hand people could manage to manipulate their behavior by the view of their own behavior through
the side of the impartial spectator. So, the impartial spectator has a multiple role to play according to The
Theory of Moral Sentiments. The impartial spectator seems like the farsighted planner whose enters in a
fight with short-sighted doers, and plays the role of conscience. This psychological perspective in The
Theory of Moral Sentiments is similar with the case of dual-process frameworks advanced by
psychologists, neuroscientists, and by behavioral economists. There are used behavioral data and detailed
observations of brain functioning. It is also relevant with a wide range of factors like loss aversion,
willpower, and fairness that are the mainstream of modern behavioral economics.

Loss aversion identified before Kahneman and Tverky approximately two hundred years before
from Adam Smith, meaning the regularity in choices that are known as loss aversion. Adam Smith
mentioned that an awareness of loss-aversion as an experimental phenomenon, meaning that pain is more
pungent sensation than the opposite, showing the pleasure (Arai, Naito, & Ono, 2018; Baldwin, Forslid,
Martin, Ottaviano, & Robert-Nicoud, 2011; Bartels, 2005; Béland, 2017; de Queiroz & Capelari, 2020;
Gangl & Torgler, 2020; Grabs, Auld, & Cashore, 2020; Guardino & Mettler, 2020; GVELESIANI, 2019;
Hai, 2016; Holcombe, 1998; Korenik & Wegrzyn, 2020; Maier, 2012; Marenco, Strohschoen, & Joner,
2017; Marume, 2016; Mufioz & Flores, 2020; Ratten, 2019; Schram, 2018; Smetkowski, Moore-Cherry,
& Celinska-Janowicz, 2020; Wright, Smith, & Hellowell, 2017). Adam Smith determined the natural
state of happiness, interpreting this as the case that almost always depresses us, than the pleasure ever
raises us above it. Adam Smith achieved to the underweighting of opportunity costs relative to out-of-
pocket costs.

Social Discount Rate: A Revision

The theme of selecting an appropriate social discount rate (SDR) for public investment projects is
crucial in evaluating the long-term impacts of such projects. Traditionally, the cost-benefit analysis of
public investments has relied on exponential discounting with a constant discount rate. This approach
simplifies the process of comparing costs and benefits that occur at different times by applying a
consistent discount rate over time. However, this method has faced significant criticism when applied to
assess projects with long-term consequences, such as those impacting future generations or addressing
environmental concerns.

The primary criticism of exponential discounting and constant discount rates arises from their
limitations in capturing the full scope of long-term effects. The constant discount rate assumes that the
value of future benefits and costs remains proportionally consistent, which can be inadequate when
dealing with projects that have significant impacts far into the future. This approach may undervalue the
importance of future benefits or overestimate future costs, potentially leading to suboptimal decision-
making in public investments that aim to address long-term issues.

To address these limitations, researchers have explored alternative methods for determining the
social discount rate. Salvador Cruz Rambaud and Maria Jose Munoz Torrecillas are among the scholars
who have contributed to this field by offering new perspectives on how to approach the discount process.
Their work provides a comprehensive overview of various approaches to setting an appropriate SDR,
considering both theoretical and practical aspects. Rambaud and Munoz Torrecillas, for example, have
examined different discounting models and their implications for evaluating long-term projects. They
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have explored how alternative discounting methods, such as declining discount rates or varying discount
rates based on the time horizon, might better reflect the value of future outcomes. By considering the
ethical and practical dimensions of long-term investments, their research aims to offer a more nuanced
and flexible approach to discounting that accounts for the diverse impacts of public projects.

Declining discount rates, for instance, propose that the rate at which future benefits are
discounted should decrease over time. This approach acknowledges that the value of future outcomes may
be higher than what is suggested by a constant discount rate, especially for projects with enduring
impacts. Such models attempt to address the ethical concerns of undervaluing future generations and align
the discounting process with the principles of sustainability and equity. The contributions of researchers
like Rambaud and Munoz Torrecillas are vital for advancing the methodology of cost-benefit analysis in
public investment. Their work helps to bridge the gap between traditional discounting models and the
need for a more robust framework that can accommodate the long-term and sometimes uncertain impacts
of public projects. By refining the concept of the social discount rate, these scholars contribute to more
informed and equitable decision-making processes, ensuring that long-term benefits and costs are
appropriately considered in the evaluation of public investments.

In What Sense Are Addicts Irrational?

Howard Rachlin's research provides a nuanced perspective on the concept of rationality,
particularly in the context of addictive behavior. Rachlin's approach contrasts with traditional views that
often focus on rationality as a logical mechanism or consistency in choice. Instead, he examines
rationality through the lens of behavioral patterns, offering a different interpretation of how rationality
applies to addiction. In mainstream economic and psychological theories, rationality is frequently
assessed through the lens of exponential time discount functions. This model assumes that individuals
discount future rewards at a consistent rate over time, which reflects a form of rationality where choices
are made with a coherent, long-term perspective. According to this model, rational individuals would
make decisions that maximize their long-term benefits, balancing immediate gratification with future
rewards. However, Rachlin challenges this view, particularly when applied to addictive behavior. He
argues that addicts are not necessarily irrational due to the nature of the time discount function that
governs their decisions. Rather, Rachlin suggests that addiction should be understood in terms of
behavioral patterns rather than strictly through rationality as consistency or adherence to exponential
discounting. According to Rachlin, rationality in the context of addiction is not about following a
particular time discount function or maintaining a consistent decision-making logic. Instead, rationality
should be seen as a pattern that can predict behavior and, in ideal cases, help individuals maximize
reinforcement over the long run. This perspective implies that if individuals could consistently follow
rational patterns, they would make decisions that optimize their long-term well-being.

Addiction, however, disrupts this pattern. Rachlin argues that addicts are not able to use
rationality effectively to forecast their behavior and actions. This is because addictive behavior often
involves a focus on immediate rewards at the expense of long-term consequences, which deviates from
the predictable patterns that would be expected under rational decision-making. In other words, addiction
prevents individuals from applying rational patterns of choice effectively, leading to decisions that are
inconsistent with long-term reinforcement and well-being.

In summary, Howard Rachlin's research redefines rationality in the context of addiction,
suggesting that traditional models based on exponential discounting may not fully capture the
complexities of addictive behavior. He emphasizes that addiction impairs the ability to use rationality as a
tool for predicting and optimizing behavior. Instead of viewing addiction as a failure of rational logic,
Rachlin's approach highlights how addiction disrupts the ability to maintain consistent and long-term-
oriented behavioral patterns. This perspective offers a deeper understanding of addiction and suggests that
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addressing it may require more than just promoting rational decision-making; it may involve altering the
underlying patterns that govern behavior.

Behavioral Economics, Economic Theory and Public Policy

Market failures occur when the allocation of goods and services by a free market is not efficient,
leading to suboptimal outcomes. Psychological research provides valuable insights into why market
failures happen and how they can be mitigated. Psychological studies reveal that cognitive biases, such as
overconfidence or loss aversion, can lead to inefficient market outcomes. Understanding these biases
helps in designing interventions that correct for these market imperfections. Insights from psychology
about how people use heuristics (mental shortcuts) in decision-making can inform policies aimed at
improving market efficiency. For instance, nudging techniques can be used to guide individuals towards
better financial and consumption decisions. Incorporating psychological insights into economic policy can
improve the design of tools meant to correct market failures. For example, policies can be tailored to
account for common cognitive biases, leading to more effective regulation and market interventions.
Behavioral economics can inform the creation of more intuitive and accessible market solutions, such as
default options or simplified disclosures. The collection of tax revenue is crucial for funding government
functions, but tax compliance can be influenced by various psychological and social factors. Studies in
psychology and sociology explore how individuals perceive and respond to tax obligations.
Understanding factors such as fairness perceptions and social norms can help design tax policies that
encourage compliance and reduce evasion. Research on motivation and incentives can inform strategies
for enhancing tax compliance. For example, framing tax compliance in terms of social responsibility or
community contribution can influence taxpayer behavior positively.

Integrating social science findings into tax policy design can lead to more effective revenue
collection. Policies that align with taxpayers' values and psychological predispositions are likely to be
more successful. For instance, tax incentives that are framed as benefits for community development
rather than penalties for non-compliance may increase voluntary compliance and reduce the cost of
enforcement. Redistribution policies aim to reduce income inequality and support vulnerable populations.
Psychological and sociological studies help understand societal views on equity and fairness. Insights into
how people perceive income inequality and fairness can guide the design of redistribution policies that are
perceived as just and effective. Social norms play a significant role in shaping attitudes toward
redistribution. Research on social behavior can inform how policies are framed and communicated to gain
public support and achieve desired outcomes.

By applying insights from psychology and social sciences, policymakers can design more
effective redistribution programs. For instance, policies that consider the psychological impacts of
inequality and the social value of redistribution can improve public support and program effectiveness.
Additionally, understanding the social context in which redistribution occurs can help tailor programs to
better meet the needs of different populations. Integrating psychological and social science perspectives
into the design and implementation of economic tools enhances the government's ability to achieve its
functions effectively. By addressing market failures, optimizing tax collection, and implementing income
redistribution, policymakers can leverage these insights to improve economic outcomes and public
welfare. Understanding the psychological and social dimensions of economic behavior allows for the
creation of more nuanced and effective policies, ultimately leading to better governance and a more
equitable society.

Adam Smith and the Modern Science of Ethics

Spectatorship, as a concept, bridges the gap between philosophical ethics and empirical social
science research, reflecting its evolving significance in understanding moral motivation and ethical
behavior. The role of spectators—whether they are real or hypothetical observers who evaluate and judge
actions and moral situations—has proven to be a crucial empirical tool and a philosophical construct. This
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comparative analysis of spectatorship in modern social science and Adam Smith’s moral theory highlights
both the continuities and divergences in how this concept is employed and conceptualized in different
fields.

In contemporary social science, spectatorship is utilized as an empirical tool to study how
individuals perceive and respond to moral and ethical issues. This approach typically involves the use of
controlled experiments, surveys, and observational studies where spectators play a pivotal role in
assessing behavior and decision-making. Modern social scientists often design experiments where
participants act as spectators, evaluating the actions of others in various moral or ethical contexts. These
studies help researchers understand how different factors, such as context, social norms, and personal
biases, influence moral judgments and behavior. For instance, experiments may involve scenarios where
participants observe others making decisions and then rate the morality or fairness of those decisions. By
examining how spectators respond to different actions, social scientists gain insights into the dynamics of
moral reasoning and judgment. This empirical approach allows researchers to test hypotheses about how
moral values are applied in practice, identify patterns in moral judgments, and explore the impact of
various factors on ethical behavior. The findings from such studies have practical applications in areas
such as public policy, organizational behavior, and educational programs. Understanding how spectators
evaluate behavior can inform the design of interventions and policies aimed at promoting ethical conduct
and improving societal norms.

Adam Smith’s concept of spectatorship, particularly as articulated in "The Theory of Moral
Sentiments,"” provides a philosophical foundation for understanding moral judgment and ethical behavior.
Smith’s idea of the "impartial spectator” serves as a normative benchmark for evaluating actions and
moral decisions. In Smith’s theory, the impartial spectator represents an idealized observer who judges
actions based on universal moral principles. This concept is used to evaluate whether actions align with
societal values and virtues, providing a framework for understanding moral approval and disapproval.
The impartial spectator serves as a standard for moral reasoning, helping individuals to align their
behavior with the expectations of an objective observer. Smith argues that moral judgments are guided by
how one would be perceived by an impartial observer, thus emphasizing the role of empathy and social
approval in shaping ethical behavior. According to Smith, moral judgments are derived from the
consensus of the impartial spectator, who embodies a generalized and ideal perspective on ethical
conduct. This philosophical approach highlights the importance of social norms and shared values in the
formation of moral judgments.

Both modern social science and Smith’s moral theory use the concept of spectatorship to
understand and evaluate moral behavior. In both contexts, spectators play a critical role in assessing
actions and providing feedback on ethical issues. This role helps in understanding how actions are
perceived and judged by others, whether in experimental settings or through philosophical reflection. The
primary difference lies in the methodological approaches and the nature of spectatorship. Modern social
science employs empirical methods to gather data on how real or hypothetical spectators respond to
various moral scenarios. This approach focuses on observable behavior and quantifiable outcomes. In
contrast, Smith’s theory is more concerned with the philosophical and normative aspects of spectatorship,
using the concept of the impartial spectator to explore moral reasoning and ethical principles from a
theoretical standpoint.

The integration of insights from both fields provides a more comprehensive understanding of
spectatorship. Philosophical ethics offers foundational concepts that inform how spectatorship is viewed
and applied, while empirical social science provides practical evidence on how spectators’ judgments
influence moral behavior and decision-making. The concept of spectatorship has evolved to serve
important roles in both philosophical ethics and empirical social science research. By examining how
spectatorship is conceptualized and utilized in these different fields, it is gained a deeper understanding of
moral motivation and ethical behavior. The philosophical insights provided by Adam Smith complement

Behavioral Economics Concepts and the Q.E. Method 182



International Journal of Multicultural and Multireligious Understanding (I/MMU) Vol. 11, No. 10, October 2024

the empirical findings of modern social science, together offering a richer perspective on how moral
judgments are formed and how they can be applied to improve societal norms and policies. This
comparative analysis underscores the value of integrating theoretical and empirical approaches to better
understand the complexities of moral behavior and ethical decision-making.

Spectatorship in Modern Social Science Research

In contemporary social science research, spectators are employed as a method to study moral
motivation and ethical decision-making. Here, spectators often represent individuals who provide external
evaluations of behavior, either in experimental settings or observational studies. These spectators can be
actual people or hypothetical agents used to gauge moral judgments and motivations. Modern social
science research aims to understand how moral judgments are formed, how they influence behavior, and
how they can be measured and analyzed. Spectators in this context help researchers assess the alignment
between individual actions and societal moral standards, providing insights into how people respond to
various ethical scenarios. Empirical methodologies in this area often include experiments, surveys, and
observational studies where participants' reactions to ethical dilemmas are recorded. Researchers may
manipulate variables to observe how spectators' moral judgments shift in response to different contexts or
influences, allowing for a nuanced analysis of moral behavior. The empirical approach generally
incorporates a range of perspectives on human nature, recognizing that moral judgments can be
influenced by various factors such as cultural norms, personal experiences, and cognitive biases. This
perspective acknowledges the complexity of moral decision-making and seeks to capture a broad
spectrum of human behavior. In empirical research, moral rules are often operationalized as part of the
experimental design. Researchers may use predefined ethical standards or allow participants to express
their own moral rules to understand how these guidelines impact judgments and behaviors. Adam Smith’s
moral theory, particularly in his work "The Theory of Moral Sentiments," places spectatorship at the heart
of his ethical framework. Smith conceptualizes spectators as impartial observers whose judgments play a
crucial role in the formation and validation of moral standards.

In Smith’s theory, the goal of spectatorship is to achieve moral approval and social harmony. The
concept of the "impartial spectator” serves as a normative benchmark for evaluating actions and
motivations, helping individuals align their behavior with societal expectations and ethical norms.
Smith’s methodology is more philosophical and introspective, focusing on the internal moral compass
guided by the impartial spectator. Rather than using empirical tools, Smith’s approach involves reflective
self-assessment and empathetic understanding of how others perceive one’s actions. Smith’s view of
human nature emphasizes the role of sympathy and empathy in moral judgments. He argues that
individuals are naturally inclined to consider the perspectives of others, which informs their
understanding of right and wrong. This vision reflects a belief in the inherent social and empathetic
gualities of human beings. For Smith, moral rules are derived from the consensus of the impartial
spectator, who represents an idealized form of moral judgment. These rules are not strictly codified but
are based on the generalized approval of actions that align with societal virtues and ethical principles.
Both modern social science and Smith’s moral theory utilize the concept of spectatorship to evaluate and
understand moral behavior. In both contexts, spectators are crucial for assessing how individuals' actions
align with ethical standards and societal expectations. They provide a framework for understanding how
moral judgments are formed and validated.

The primary differences lie in the goals, methodologies, and underlying assumptions. Modern
social science focuses on empirical data and observable behavior, using experimental methods to measure
moral judgments and motivations. In contrast, Smith’s theory is more concerned with normative ethics
and the philosophical underpinnings of moral approval, relying on introspection and theoretical reasoning
rather than empirical observation. The comparison between these two approaches highlights the rich
interplay between philosophical ethics and empirical research. Smith’s insights into spectatorship
contribute to a deeper understanding of moral psychology and normative ethics, while modern social
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science offers empirical validation and nuanced analysis of moral behavior. Together, these perspectives
enrich the study of moral motivation and ethical theory, providing a more comprehensive view of how
moral judgments and behaviors are shaped and evaluated.

When Does Behavioral Economics Really Matter?

Ian McAuley’s work explores the integration of behavioral economics into mainstream economic
theory and its practical implications for policymaking. Behavioral economics extends traditional
economic analysis by incorporating insights from psychology, including social psychology, neurology,
and anthropology, to provide a richer understanding of how individuals make decisions and respond to
market transactions and policy interventions. Behavioral economics fundamentally merges the formal
study of psychology with economic theory, offering a more nuanced view of human behavior than
classical economics, which often relies on the assumption of rationality and well-defined preferences.
This integration helps policymakers understand that economic actors do not always behave in ways
predicted by traditional models, which often assume perfect rationality and consistent decision-making.
Behavioral economics draws on various psychological theories to explain deviations from rational
behavior. For instance, it examines how cognitive biases, such as overconfidence, loss aversion, and
framing effects, influence decision-making. Social psychology adds another layer by exploring how
individuals' decisions are affected by social influences, group dynamics, and social norms. Through
empirical research, behavioral economics provides valuable insights into how people actually behave in
different economic contexts. By conducting experiments and analyzing real-world data, researchers can
observe how individuals respond to different market conditions and policy interventions, offering a more
accurate picture of economic behavior.

lan McAuley’s examination of the adjustment between behavioral economics and traditional
economics highlights how behavioral insights are being integrated into established economic frameworks.
This adjustment involves revising core assumptions about rationality and preferences and incorporating
findings from psychology and other disciplines into economic models. Behavioral economics challenges
the notion that individuals always act to maximize utility in a rational manner. It introduces concepts such
as bounded rationality, where individuals have limited cognitive resources, and heuristic-driven decision-
making, which influences economic outcomes in ways that classical models may not fully capture. The
integration of behavioral insights has led to the development of new methodologies in economic research.
Behavioral economists often use experimental and quasi-experimental methods to test hypotheses and
validate theories, moving beyond purely theoretical models to incorporate real-world data and
psychological findings.

Behavioral economics has evolved by incorporating findings from various fields such as
neurology, social psychology, and anthropology. This interdisciplinary approach enriches the
understanding of economic behavior and enhances the applicability of behavioral insights to policy and
practice. Advances in neurology have provided insights into how brain processes and neural mechanisms
influence decision-making. Understanding how different areas of the brain are involved in reward
processing, risk assessment, and impulse control helps explain why people might deviate from rational
economic behavior. Social psychology contributes to behavioral economics by examining how social
factors, such as group behavior, social norms, and peer pressure, impact economic decisions. This field
helps explain phenomena such as herd behavior, social conformity, and the influence of social identity on
economic choices. Anthropology offers perspectives on how cultural and societal factors shape economic
behavior. By studying different cultures and societies, behavioral economists can understand how cultural
norms and practices influence economic decisions and policy effectiveness. McAuley’s work also
investigates contemporary public issues and explores how behavioral economics can inform sound policy
development. Behavioral insights can address various public concerns, including: Understanding how
biases and heuristics affect consumer choices can lead to better-designed policies that help individuals
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make more informed decisions. For example, nudges can be used to encourage healthier eating habits,
improved savings rates, or better financial management.

Behavioral economics can improve public health interventions by designing policies that account
for psychological factors affecting health behaviors. Strategies such as framing health messages,
simplifying choices, and creating incentives can lead to more effective health campaigns and programs.
Behavioral insights can enhance environmental policies by understanding how individuals value
environmental goods and respond to sustainability initiatives. For instance, policies that leverage social
norms or provide immediate rewards for eco-friendly behaviors can encourage greater public participation
in environmental protection. Behavioral economics can inform financial regulation by addressing issues
like consumer protection and financial literacy. Policies that address common biases and promote
transparent financial products can help prevent financial mismanagement and protect consumers. lan
McAuley’s work illustrates the significant impact of behavioral economics on both theoretical and
practical aspects of economics. By integrating psychological, neurological, and anthropological insights,
behavioral economics offers a more comprehensive understanding of economic behavior and provides
valuable tools for developing effective public policies. This interdisciplinary approach enhances the
ability of policymakers to address complex social and economic issues in a more informed and impactful
manner.

Testing Behavioral Public Economics Theories in the Laboratory

James Alm’s work provides a comprehensive examination of how behavioral economics and
methodologies from other social sciences have influenced and reshaped the field of economics,
particularly within the realm of public economics. Alm highlights how the integration of behavioral
economics has introduced new insights and methodologies that challenge traditional economic theories
and enhance our understanding of various economic phenomena. Behavioral economics, with its focus on
psychological factors and deviations from rational behavior, has significantly impacted economic theory
and practice. Alm notes that this influence extends beyond theoretical models to practical applications,
particularly in public economics. Behavioral economics has introduced concepts such as bounded
rationality, loss aversion, and mental accounting, which have prompted economists to reconsider how
individuals make decisions and how policies can be designed to account for these behavioral insights.

Additionally, Alm emphasizes the role of methodologies and evidence from other social sciences
in shaping economic research. Laboratory experiments, which are a hallmark of behavioral economics,
have been instrumental in testing predictions and validating theories. These experiments provide a
controlled environment to observe and analyze how individuals make decisions, allowing researchers to
test behavioral hypotheses and refine economic models based on empirical evidence. In his thesis, Alm
delves into specific areas of public economics that have been scrutinized through experimental methods.
He explores how experimental economics has been applied to a wide range of topics, from tax
compliance and public goods provision to welfare policies and social norms. By conducting experiments
in these areas, Alm assesses how behavioral factors influence economic outcomes and how experimental
findings can be used to improve public policy.

Alm’s analysis includes a thorough examination of the elements of economics that have been
influenced by behavioral insights. He reviews how traditional economic theories, which often rely on
assumptions of rationality and optimal decision-making, have been challenged and refined through the
integration of behavioral economics. This scrutiny helps to identify gaps in existing models and highlights
the need for new approaches that better reflect real-world behavior. The thesis also considers the
methodologies used in experimental economics, such as lab-based experiments, field experiments, and
natural experiments. Alm assesses the strengths and limitations of these methods in studying public
economics and discusses how they can be applied to address current and future research questions. He
emphasizes the importance of using diverse experimental approaches to capture a comprehensive
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understanding of economic behavior and policy impacts. Looking forward, Alm’s work outlines potential
future applications of experimental methods in behavioral public economics. He suggests that continued
experimentation and the application of behavioral insights can lead to more effective and nuanced public
policies. By incorporating findings from behavioral economics into policy design, economists and
policymakers can better address issues such as tax compliance, social welfare, and public health. James
Alm’s research underscores the transformative impact of behavioral economics on the field of economics,
particularly public economics. His work highlights the integration of experimental methods and insights
from other social sciences, providing a deeper understanding of economic behavior and offering practical
implications for policy development. By scrutinizing specific applications and methodologies, Alm
contributes to advancing the field and paving the way for future research and policy innovations.

Behavioral Economics in Historical Context

Roger Frantz's analysis positions Friedrich Hayek as a pioneering figure in what can be termed
"behavioral economics,” although Hayek himself was not classified under this modern label. Frantz's
examination highlights how Hayek's insights laid foundational ideas that resonate with contemporary
behavioral economics, particularly in understanding the complexity of economic and social systems.
Hayek's work stands out for its contrast between the complexity of economic and social phenomena and
the simpler, more controlled phenomena studied by natural sciences. Hayek argued that the methods and
approaches used in natural sciences—characterized by controlled experiments and quantifiable data—are
often inadequate for understanding the complexities of economic systems and human behavior. He
criticized the application of such methods to economics, which he termed "scientism." Scientism refers to
the belief that the methods of the natural sciences can be directly applied to social sciences, which he felt
were fundamentally different due to their complexity and the nature of the knowledge they involve.

Hayek’s critique of scientism was rooted in his belief that the most crucial aspects of knowledge
are inherently unorganized and dispersed. According to Hayek, economic knowledge is not concentrated
or systematically available in any single location, such as a central planning board. Instead, it is diffuse,
consisting of countless individual pieces of information that are distributed among individuals throughout
society. This knowledge is context-specific, shaped by particular circumstances of time and place, and
cannot be fully aggregated or centralized. Hayek's emphasis on the dispersed nature of knowledge
underscores a fundamental point about economic systems: they rely on a vast array of individual insights
and experiences that cannot be easily captured or managed through central planning. He argued that the
market mechanism, through its price signals and decentralized decision-making, is better suited to
coordinate this dispersed knowledge than any central authority could be. This perspective is integral to
Hayek’s broader critique of central planning and his advocacy for market-based solutions.

In summary, Roger Frantz’s interpretation of Hayek positions him as an early proponent of ideas
that align with behavioral economics, especially in recognizing the limits of applying natural science
methods to economics. Hayek's insight into the complexity and dispersed nature of knowledge remains
influential, emphasizing that economic knowledge is inherently fragmented and localized. His arguments
against scientism and central planning highlight the importance of understanding economic systems as
emergent phenomena driven by decentralized, individual knowledge rather than as simple systems that
can be fully understood or managed through top-down approaches.

Behavioral Welfare Economics and Redistribution

The integration of behavioral economics into traditional welfare economics represents a
significant development in understanding individual preferences and social welfare. This work explores
how behavioral economics challenges and refines the classical notions of preferences, particularly
focusing on the contributions made by Bernheim and Bernheim and Rangel. Their research critically
examines how behavioral insights can be reconciled with or adjusted to traditional economic concepts
such as Pareto optimality and compensation tests, which have traditionally assumed well-defined,
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consistent, and stable preferences. In classical economics, it is commonly assumed that individuals have
well-defined, consistent, and stable preferences. This means that people make decisions based on a
coherent set of preferences that remain constant over time, allowing for straightforward analyses of
welfare and social optimality. Behavioral economics, however, introduces a more nuanced view,
suggesting that individuals’ preferences can be inconsistent, context-dependent, and influenced by various
cognitive biases and psychological factors. There are significant contributions by exploring how
behavioral economics adjusts the concept of preferences to accommodate observed inconsistencies and
biases. Their work argues that rather than assuming stable preferences, it is more accurate to use partial
preferences that reflect the complexity and variability of actual human behavior. This approach
recognizes that individuals may have conflicting or context-sensitive preferences, which traditional
economic models often overlook. Behavioral economics challenges traditional welfare economics, which
is grounded in the concepts of Pareto optimality and compensation tests. Pareto optimality refers to a
situation where no individual can be made better off without making someone else worse off. In classical
welfare economics, this concept relies on the assumption of stable and well-defined preferences.
Compensation tests, on the other hand, assess whether changes in policy or economic conditions can
make individuals better off without causing harm to others.

Bernheim and Rangel’s work scrutinizes how behavioral economics can be integrated into these
traditional concepts. They explore how the notion of Pareto optimality can be adapted to account for
behavioral inconsistencies and partial preferences. For instance, they investigate whether policies that
address behavioral biases, such as those promoting better financial decision-making or healthier lifestyle
choices, can still be evaluated within a framework of Pareto efficiency.

A key contribution of Bernheim and Rangel is the development of a framework that incorporates
partial preferences into welfare economics. This framework allows for the derivation of partial orderings
of individual and social situations, acknowledging that preferences may not always be fully ordered or
consistent. Partial orderings provide a way to compare different states of the world or policy outcomes
based on the more complex and variable preferences observed in real-life scenarios. By incorporating
partial preferences, behavioral economics offers a more flexible and realistic approach to assessing social
welfare. It allows for a better understanding of how policies can be designed to improve individual and
collective well-being while accounting for the inherent complexities of human behavior. This approach
also provides a means to evaluate welfare changes in a way that reflects the true nature of preferences and
decision-making processes. The integration of behavioral economics into traditional welfare economics,
as explored by Bernheim and Bernheim and Rangel, represents a significant advancement in
understanding preferences and social welfare. By challenging the assumptions of well-defined, consistent
preferences and introducing partial preferences, behavioral economics enriches the analysis of economic
policies and outcomes. This approach allows for a more nuanced assessment of Pareto optimality and
compensation tests, providing a framework that better captures the complexities of human behavior and
offers more effective policy solutions.

Behavioral Economics and Public Policy: A Pragmatic Perspective

According to Raj Chetty it is obvious that behavioral economics render the incorporation of
insights from psychology into economics. This view is the base of the anticipation to behavioral
economics that focuses on its value for improving empirical predictions and policy decisions. There are
three ways that behavioral economics can contribute to public policy. The first one is the case that there
offering new policy tools. These policy instruments are the base to improve predictions about the effects
of existing policies. Using theme could generate new welfare implications. Moreover, behavioral
economics can be applied to achieve to provide new tools to change behaviors such as saving rates and
new counterfactuals to determine the effects of policies, like the case of income taxation. In addition
behavioral models provide new prescriptions for optimal policy.
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Model uncertainty is not compatible with the case of neoclassical model, but on the other hand
behavioral economics it is plausible to adjust. In this work clarified that it is not scrutinized the challenge
of behavioral economics as a separate discipline, which point out the assumptions of neoclassical models,
but give answers to mainstream ideas of economics. Steven R. Hursh and Peter G. Roma analyze to their
thesis the application of economic theories to the field of behavior on value and choice across contexts
form the laboratory animal research to clinical populations to national trends of global impact. From this
point of view behavioral economics it is possible to attract conceptual, methodological, and analytical
framework for the development and evolution of empirical public policy. In demand curve methods
provide a credible means of quantitatively different in quality reinforcers. The paradigms that used come
from basic research, like pre-clinical behavioral pharmacology, and clinical drug abuse.

The Q.E. Method

The concept of this theory is based on a methodology which stands on the determination of
mathematic equations subject to conditions which also considered. One more important thing is the
determination of the upper and the lower limit of the values of the independent variables. Forasmuch as,
the dependent variable represents the behavior of selected model, pending on a generator which produces
random values to all the independent variables to configure the interaction between them and their
behavior under different conditions. At least the basic study includes two facets which are:

The analysis of the behavior of the model which stands on the scrutiny of the structural
characteristics of each model accordingly allowing with that way the extraction of general conclusions
about the model which is under examination. The frequency analysis behavior scrutinizes the behavior of
the dependent variables, but from the view of the number of appearances of a variable than another,
estimating basically the impact that one independent variable has with one or more others independent
variables. The dependent variables are these which are modified for the generator. Thereupon, the
generator produces values for the dependent variables. The extracted values of the generator allow the
creation of magnitudes, which are the base for comparisons, and for the analysis of mathematical
equations. With that way is plausible to quantify quality data, and theoretical terms. Moreover, according
to this methodology the created magnitudes allow to proceed furthermore to econometrical analyses. In
general is a methodology for quantification of quality data. Thus, using the Quantification of Everything
(Q.E.) methodology is plausible to clarify the behavior of any model and to determine its standalone
behavior, or its comparatively behavior, between different models. Therefore, this methodology as index
permits the study of the following issues:

Is possible the scrutiny and the examination of theoretical themes, from a quality analysis to
guantity analysis. The creation of magnitudes can be used for any other analysis using that data as axis for
further estimations with different scientific tools, and sciences. Consequently, the created magnitudes
permit an econometric analysis. The units which crated don’t have an S.I. (International System of Units)
or any other type of unit determination system. But, is plausible to determine new units of measure under
following international procedures, or only for the aim of each study. These units initially if are not
determined are “virtual units”. The term “virtual units” means that are used only for the purpose of each
study and for comparability analysis. This methodology of transformation of quality data into quantity
data allows a completely different approach of theoretical studies, as it permits the mathematical
determination of terminologies, and the study of them in a different scientific field. Hence, the Q.E.
methodology follows as index four basic steps. The reason which referred as index is because there could
be many modifications, and moreover a lot adaptions pending from the subject of study. For the serve of
this scope follow these steps.

The procedure of quantification of quality data is described through the following steps. Initially
should be noted that the mathematic approach is that which creates the range of data, and not the opposite.
But the initial determination of the upper and the lower limit of value is for the clarification of the
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independent variables, so it is irrelevant from the range of data. Then for this reason is not possible to
have from the range of data the mathematical determination. Technically is plausible to make this
opposite approach but is out of the scope of this methodology; by strictly point of view. Ergo, each study
of quantification of quality data has as its initial point the mathematical determination, which comes from
the theoretical approach. for this reason, the mathematic equation consists and a hypothesis. This means
that after the application of this methodology should be checked the consistent of the theory with the
guantitation transformation (Challoumis, Constantinos, 2015b, 2018¢, 20180, 2018p, 2018f, 2018s,
2018r, 2018d, 2018e, 2018i, 2024c; Challoumis, 2018aj, 2018l, 2018an, 2018ac, 2018f, 2018ad, 2018n,
2019h, 2024as, 2024cm, 2024dj, 2024bn, 2018aa, 2024dk, 2024bc, 2024be, 2024dq, 2024bb, 2024df,
2024r, 2024al, 2024ai, 2024cu, 2018al, 2024an, 2024da, 2024dz, 2024y, 2024dv, 2018b, 2018ab, 2018y,
2018v, 2018av, 2018z). Otherwise, should be made the appropriate adjustments to comply with the
mathematical analysis with the theoretical principles. Thereupon, in a different if the theory is not
determined and the basis point is the mathematical point of view the analysis initiates from a different
point of view. But always there is a feedback before and after the application of the Q.E. methodology .
The collateral of this procedure is the consistency between the results, and the hypothesis, and this
happens through feedback, which always should be considered after the establishment of a theory using a
hypothesis or check of an existing theory. Therefore in this point, there are concluded the three basic
points that the hypothesis and the mathematical determination need to complete its simplest form for the
establishment of quality data:

The first step is about the hypothesis. Hence, at this point is determined what it is under thought,
and what is the scope of the analysis that follows. Thus, the mathematical determination is the main point
of this step.

The second step is about the generator, which produces the values for the independent variable.
The key element is the upper and the lower limit, which used for the productions of values under
randomization. This technique allows the formation, of the variables in a quantity control, which is not
directed by the scientist. Thereupon, after a critical number of irritations is plausible to sketch the
mathematical equation. Inasmuch as concluded the behavior of the equation. This procedure needs at least
on mathematical equation, but an appropriate analysis needs at least two mathematical equations, with a
lack of some variables, or more variables to the existing equation to understand how the equation reacts in
different forms.

The third step is very critical, as it is the point where is plausible to determine conclusions, and
make a feedback with the first step, and with that way is plausible to proceed or with a confirmation of
existing theory, or to submit new thesis.

Consequently the three steps which illustrated above show the general concept of quantification
guality data (Challoumis, Constantinos, 2017, 2018c, 2018t, 2018z, 2018a, 2018h, 2018v, 2018y, 2018m,
2018k, 2018u, 20249, 2024d, 2024e; Challoumis, 2010, 2016, 2018ai, 2018p, 2018c, 2023al, 2023i,
2024w, 2024az, 2024ag, 2024br, 2024bh, 2018r, 2024bl, 2024bp, 2024dc, 2024dg, 2024d, 2024bf,
2024dm, 2024du, 2024ay, 2024q, 2018d, 2024bq, 2024z, 2024do, 2024e, 2024a, 2024f, 2024aj, 2024am,
2024bs, 2024t, 2018i, 2024dt, 2024db, 2024cw, 2024ad, 2024ac, 2018a, 2018au, 2018q, 2018ah, 2018m).
Follows an example of plots for the behavior analysis and the frequency analysis behavior. Therefor there
are the following diagrams:
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Figure 1: (a) Instance of plot of behavior analysis (b) Instance of plot of frequency analysis behavior

Then in the diagram (a) of the figure , there is an example for the behavior analysis. There are
determined the changes in an equation after changes in some of its variables. In the second diagram there
are the results of a frequency analysis behavior, where there are determined from the x the y: and the y-
axis the level of appearance between frequencies. The blue line is different frequency than the black line
which is other frequency; thus, it has determined the impact factor of the one independent variable with
the other.

If the results are not consistent with the initial hypothesis it is plausible to proceed to a
redetermination of the model to adjust to the theory. Otherwise, if it is about an establishment of theory
there are scrutinized the results. The feedback is the key element for the confirmation of the appropriate
model. A synopsis of the procedure is submitted to the following flaw chart:
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Figure 2: Feedback

The feedback as it is obtained from the previous scheme is the basis for the confirmation of the
hypothesis and stand on that it is plausible to remodify the initial model, and to rearrange some
parameters until to be the consistent with the scope of the research. The feedback is responsible for the
iterations which needed for the clarification of the exact mathematical equation, until to be consistent with
the theoretical structure. This last figure shows the three basic steps which prior described and analyzed.

Conclusions

From Behavioral Economics approach, don’t exist a perfect rationality to a model, but depending
on limits on rationality, willpower, and self-interest, and attention, where theories should be judged by the
accuracy of their predictions, and not by the accuracy of their assumptions. This imperfection points out
that there it is plausible to analyzed and filled the deviation between the lack of rationality and the
experiment, appearing with intuitively way that in many cases there may exist a myopic-driver.
Traditional economic models often assume that individuals are fully rational, always making decisions
that maximize their utility based on complete information. However, Behavioral Economics challenges
this notion by acknowledging that real-world decision-making is often constrained by several factors:
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People do not have unlimited cognitive resources. Instead, they operate within the limits of their
knowledge, computational ability, and time. This means that individuals often rely on heuristics or rules
of thumb rather than exhaustive rational analysis, leading to decisions that deviate from the "optimal
choice. Humans are not always consistent in their preferences, especially over time. For example, present
bias can lead to decisions that favor immediate gratification at the expense of long-term benefits. This
often leads to outcomes that are suboptimal from a traditional rationality standpoint. People care about
fairness, reciprocity, and other social preferences, which might lead them to make decisions that do not
align with strict self-interest as traditionally defined in economics. Individuals have limited attention and
can only process a finite amount of information at any given time. This can lead to suboptimal decisions
due to overlooked information or misunderstood contexts.

A central argument in Behavioral Economics is that economic theories should be evaluated based
on their ability to predict actual human behavior rather than the realism of their assumptions. While
traditional models assume perfect rationality for simplicity, behavioral models incorporate psychological
insights to better reflect how people actually make decisions, even if this means using more complex or
less elegant assumptions. The concept of "myopic drivers"” can be understood as a tendency for people to
focus on short-term outcomes or immediate rewards, even when this focus leads to long-term negative
consequences. This myopia can result from the limits mentioned above: bounded rationality, attention
constraints, and willpower. Individuals might intuitively prioritize immediate gains over long-term
benefits, leading to decisions that appear irrational from a traditional economic perspective but are
entirely consistent with behavioral findings. Behavioral Economics provides a framework for
understanding and analyzing deviations from perfect rationality. By acknowledging and studying these
deviations, economists can create models that more accurately predict actual behavior, even if those
models are based on assumptions that differ from the classical notion of perfect rationality.

The Quantification of Quality Data (Q.E.) method is a rigorous approach that begins with a
theoretical framework, where a hypothesis is established to define the scope and objectives of the
analysis. This method emphasizes the importance of mathematical determination from the outset, rather
than deriving mathematical models purely from empirical data. The process involves generating values
for independent variables within a defined range through randomization, allowing for the exploration of
how these variables influence the equation under study. This exploration typically requires multiple
mathematical equations to fully understand the behavior of the model. Crucially, the Q.E. method
incorporates a feedback loop, which ensures that the mathematical model remains consistent with the
underlying theoretical principles. This iterative process of hypothesis testing, model adjustment, and
feedback continues until the mathematical equation aligns with the theory, thus confirming or refining the
initial hypothesis. This method is essential for maintaining the integrity of the model and ensuring that the
guantification of quality data is both accurate and theoretically sound.
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