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EVOLUTION OF BEHAVIORAL ECONOMIC THEORY

. Rezanovich, E. Rezanovich, A. Keller, I. Savelyeva
South Ural State University, Chelyabinsk, Russian Federation

The emergence of behavioural economics is associated with desire of the economic theory to find an
explanation for the existing paradoxes, which cannot be clarified from the standpoint of the classical
economy. To solve this problem, achievements of other sciences and psychology are used.

Genesis of behavioural economics is presented in this article. The criterion for distinguishing the
stages of its evolution is justified. The periodization has allowed defining influence of appearing theories
on development of economic thought. The first stage (propaedeutic stage), directly connected with eco-
nomic psychology, allowed authors to analyse the theory of expected utility and the theory of subjective
expected utility from the psychological point of view. It revealed abnormal facts in the economic behav-
iour of individuals. The second stage (origin of behavioural economics) is closely connected to 4 Dy-
namic Theory of Personality by Kurt Lewin. Precisely at this stage the fundamental scientific schools
were formed: a school of Carnegie Mellon University, which studies behaviour of companies in markets,
and a Michigan School, which concentrated its attention on the behaviour of consumers. The third stage
(formation of behavioural economics) integrated economic theory with cognitive psychology and mathe-
matical psychology. It allowed explaining rational and irrational economic decision-making. The fourth
stage (development of behavioural economics) is associated with the application of mathematical tools of
game theory in economic theory, particularly in the sections that explain the strategic interaction of eco-
nomic agents at different levels and in different conditions. The fifth stage (expansion of behavioural
economics) is due to the influence of achievements in psychophysiology, neurophysiology, and neurobi-
ology and makes it possible to create a new direction in the behavioural economics — neuroeconomics.
The group of authors from South Ural State University is discovering new opportunities in the develop-
ment of behavioural economics, using the advances in the study of human labour behaviour.

Keywords: behavioural economics, economic psychology, cognitive psychology, mathematical psy-
chology, mathematical game theory, stages of development of behavioural economics, neuroeconomics,
neuromanagement, modern perspective directions of research of behavioural economics.

Introduction

Currently, economics is developing quite dy-
namically, organically combining various theories,
concepts, scientific schools and research fields that
seek to reflect the transformations taking place in the
surrounding world and give those explanations and
find adequate recommendations for managing current
situations. Undoubtedly, most of the classic scientific
works of the last century are still considered relevant
and are largely used in modern studies. But it should
be recognized that for several last decades the posi-
tions of the "classics" (representatives of classical
economy) are weakening. Empirical researches have
led to the emergence of new theories explaining eco-
nomic and managerial processes in spite of classical
paradigms.

One of these theories is behavioural economics,
which emerged from the penetration of various sci-
ences, and, first of all, psychology, into the field of
economic research. The formation of behavioural eco-
nomic theory was thorny: the publication of each new
study received both enthusiastic support and violent
criticism. However, over the past half century this
theory has gained more and more supporters and now
represents several scientific schools that never cease to
amaze the scientific community with new discoveries
in the behaviour of consumers and firms.

The purpose of this article is to trace the evolu-
tion of the behavioural economics, to identify the
stages of its formation and to identify some immediate
prospects for further development.

While identifying the stages in the development
of behavioural economic theory, authors will use the
historical approach, according to which a basis for
such work should be chosen. In our case, such a basis
will be the relationship of the behavioural economics
with different sciences.

Main stages of development of behavioural
economics

The first stage (propaedeutic stage) is associated
with the emergence of economic psychology (1940-
1955). It should be noted that first prerequisites for
economic psychology can be found in the works of
A. Smith (Theory of Moral Senses) and J. Bentham
(Utility Theory). However, with the emergence of the
concept of "economic man" in the neoclassical econ-
omy, this relationship was lost. It began to revive only
in the middle of the twentieth century. Basic scientific
works were developed by G. Tarde [1] and L. Garai
[2] (describing group consciousness), and works by
G. Katona [3] (revealing the essence of the index of
consumer preferences). Due to the described psycho-
logical patterns in the behaviour of a person and a
group, it became possible to develop decision-making
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concepts in conditions of insufficient information or
uncertainty. In particular, the previously created eco-
nomic models of "intertemporal utility" (intertemporal
consumption in conditions of uncertainty) by I. Fisher
[4] and "expected utility" by Neumann-Morgenstern
[5], in which economists searched for inconsistencies
and inconsistencies in expected human behaviour.

Due to careful study of models of expected utility
and subjective expected utility described by
L. Savage, famous paradoxes of M. Allais [6] and
D. Ellsberg [7] were discovered. These paradoxes
illustrated the existence of a large number of inconsis-
tencies and abnormal facts in the economic behaviour
of individuals that could not be explained from the
positions of the existing theory. The works of authors
such as M. Allais (1953), G. Markowitz (1952),
D. Ellsberg (1961) [6-8] were the first step to change
the dominant representations of classical economic
theory, theory of expected utility and theory of subjec-
tive expected utility.

The second stage is the stage of the emergence
of the behavioural economics (1955-1974). This stage
is associated with the influence of "A dynamic theory
of personality" by K. Lewin [9] on economic models,
in particular his concept of the "level of claims" of the
individual. This stage is characterized by a deliberate
refusal of a number of the provisions of classical
economy and the formation of significant scientific
schools: 1) a school of Carnegie Mellon University,
which investigated behaviour of companies in mar-
kets, 2) a Michigan school, which concentrated its
attention on the behaviour of consumers. The behav-
ioural theory of the firm (the school of the University
of Mellon-Carnegie) is associated with the name of
G. Simon [10]. Carrying out empirical work with fac-
tors and uncertainties, he managed to develop and sub-
stantiate the theory of "limited rationality”, which ex-
plained: why firms and other organizations are taking
an unrealistic but satisfactory solution; as well as sub-
jects (in conditions of insufficient information) tend not
to maximize utility but to obtain satisfaction [10].

Further investigation of these issues has signifi-
cantly expanded the set of empirical paradoxes, theo-
retical interpretation of which lies in the work of
R. Cyert and J. March “A Behavioural Theory of the
Firm” (1963) [11]. This book is still considered rele-
vant and highly important in the framework of the
behavioural economics.

In subsequent years, the theory of bounded ra-
tionality was further developed in theories, where un-
certainty was interpreted not as the degree of accessi-
bility of information, but as individual human abilities
and their comprehension. One of the significant theo-
ries of this period was the theory of the X-efficiency
of Harvard University Professor Harvey Leibenstein
[12]. In this theory a degree of rationality of an eco-
nomic subject was treated not as a constant fixed
value, but as a variable: a person, depending on the
specific circumstances or context of the situation, be-

haves with different degrees of rationality. Significant
contributions were made at this stage by scientists
such as R. Thaler, R. Selten and others whose works
allowed forming a set of actual experimental data
characterizing the shortcomings of classical theories.

Behavioural theory of consumption (the Michi-
gan school) explores mainly the behaviour of consum-
ers. Its main theoretical concepts are formulated in the
works of American economist G. Katona [3]. He de-
scribed the division of consumer spending and savings
into mandatory and optional. Subjective factors influ-
ence the main, non-mandatory types of purchases and
savings more than objective ones.

Thus, at this stage, there was a fundamental re-
jection of the classical axioms patterns of economic
theory, which opened wide opportunities for the for-
mation of behavioural economics.

The third stage (1974-1990) is the stage of sci-
entific formation and it was associated with the pene-
tration of cognitive psychology (from Latin cognitio —
"knowledge, cognition") into the economic theory and
mathematical psychology. Since the late 1960s articles
of P. Slovik, D. Kahneman and A. Tversky [13] began
to publish. In 1979 the main work “Prospect Theory:
An Analysis of Decision under Risk” (D. Kahneman
and A. Tversky) was published [14], the main provi-
sions of which were considered from the standpoint of
cognitive psychology. Several attempts were made to
explain the existing deviations in the expected behav-
iour of people in rational and irrational economic de-
cision-making process.

Authors presented a large number of results em-
pirical studies, during which people were asked to
make a choice between different alternatives. It was
convincingly shown that most people cannot rationally
estimate the magnitude and probability of the expected
benefits or losses.

(a) The reaction to equivalent situations depends
on the expected gain or loss. This phenomenon is
called asymmetric response to changes in well-being
(the person is more afraid of losing, i.e. emotions of
losses and gains are asymmetric).

(b) Most people do not have an objective as-
sessment of the probability of certain events.

From these theoretical positions an independent
scientific field of research has emerged and it got the
name of behavioural economics. This term is quite un-
derstandable from the standpoint of the semantic analy-
sis of each concept created by the construct: "behav-
iour" and "economics". Behaviour is a combination of
actions of a person (or group), which are stable in a
certain period of time. Economics is "the art of house-
keeping" (or farming company, region, and country). In
this case, "behavioural economics" is a theory describ-
ing the actions of a person (or a group of people) in
different conditions of farming (from personal to state).

At this stage, the methods of behavioural eco-
nomics were used to explain situations of intertempo-
ral choice. Thus, American scientist G. Ainsley dis-
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covered the psychological method of "hyperbolic dis-
counting", which became the opposite of the exponen-
tial discounting used in traditional models [15].

The fourth stage (1990-2000) is the stage of de-
velopment, which was associated with the application
of mathematical tools of game theory in economic
theory, in particular, in sections that explain the stra-
tegic interaction of economic agents at different levels
and in different conditions, and also their desire to
find the best solution to the conflict that has appeared.

It should be noted that the developed concepts of
analysis have become generally accepted as independ-
ent trends in the theory of games:

— an analysis of equilibrium in the theory of non-
cooperative games by J. Nash;

— Shapley value — a vector distribution of the op-
timality of the winning by L. Shapley;

— a procedure of tracing by J. Harsanyi and
R. Selten.

These instruments explain the real behavior of
the participants and make it possible to predict the
results and specific consequences of certain actions.

One of the most significant and discussed results
in the behavioural game theory is the theory of social
preferences and fair distribution. “An ultimatum
game” most vividly demonstrates this theory. Authors
of this article believe it is appropriate to note that the
first empirical works with its use were carried out by
V. Gut, R. Schmittberger and B. Schwarz in 1982. At
the beginning of the XXI century, the research was
continued and the findings made it possible to prove
that the rational behaviour of a person is demonstrated
by the person in the case of a balance between cogni-
tive and emotional decision-making mechanism.

The fifth stage (2001 to the present) is the stage
of expansion. It is associated with the penetration of
the results of studies of such sciences as psychophysi-
ology, neurophysiology, and neurobiology into the
economic theory, which led to the emergence of a new
vector of development of the behavioral economics —
Neuroeconomics.

The basic model was the model of making per-
ceptual decisions, developed by M. Chadlen and
W. Newsome [16]. This model is based on the analy-
sis of the behavior of monkeys. Subsequently, studies
of the influence of hormones on social and economic
interaction were held by P. Zak in 2001 [17]; the role
of emotions in decision-making (A.Beshar and
A. Damasio) was also analyzed [18]. And studies on
the coding of the subjective value of the decision gave
rise to the emergence of "neuromarketing” (E. Smidts)
[19]; research using MRI and computed tomography
of various thought processes from the standpoint of
external management gave rise to" neuromanagement”
(J. Charles) [20].

Another direction in the expansion of the behav-
ioral economics by new theories is the research of
human behavior work. Within the framework of this
direction, a team of scientists from the South Ural

State University (National Research University) de-
velops features of rational and irrational behavior of a
person in the process of performing professional func-
tions. Moreover, there is a great range of questions,
which interested for many scientists and the work up-
on them has already begun:

— questions of measurement in social and human-
itarian studies (A.L. Shestakov and A.V. Keller);

— a search for new mechanisms to increase labor
productivity (LP. Savelyeva, L.V. Rezanovich,
E.A. Rezanovich and .M. Tsalo);

— determination of the degree of influence of the
state of stress on human labor behavior (V.E.
Tseylikman, O.B. Tseylikman, M.S. Lapshin);

— new mathematical models for the assessment of
professional competencies are being developed
(A.V. Keller, 1.V. Rezanovich).

The first results were approved by the scientific
community.

Conclusion

Thus, behavioral economics studies a variety of
patterns of behavior of consumers, firms and human
labor, referring to a variety of psychological, psycho-
physiological and neurophysiological phenomena that
have no place in a rational economy. The use of new
models in business will help enterprises to be more
sustainable, and the management of personnel to be-
come more efficient.
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3aBoONKOLUUA NOBEAEHYECKOU 3KOHOMUYECKOWU TEOPUU

UN.B. Pe3aHosuuy, E.A. PesaHoegu4, A.B. Kennep, N.IN1. Cagenbeesa
HOxHo-Ypanbckuli ecocydapcmeeHHbIl yHUsepcumem, 2. YenabuHck, Poccus

Iossnenne IloBeneHYecKkOil 5KOHOMUKH CBS3aHO CO CTPEMIIEHHMEM SKOHOMUYECKOH TeOpuH Haid-
TH OOBSCHEHHE MMEIOIIMCS B MPAKTHKE I1apaJoKcaM, KOTOphIe He MOTYT OBITh NPOSCHEHHI C MO3H-
Uil Ki1laccu4eckoil SKOHOMHKH. C 3TOH LIENBI0 CTajdM WCIOJB30BaTh NOCTIDKEHHS APYTHX HAyK H,
IOpEeXIe BCEro, ICUXOJI0ruu. B cTaThe MpoCIeKUBAETCsl TEHE3UC NOBEAEHUECKOH SKOHOMHUKH, 000C-
HOBaH KpUTEpHUil AJIs BBLACNEHUS TANOB €€ HBOJIIOIUOHUPOBaHMA. ClenaHHas NepUOAN3aIUs 103BO-
JIMJIa OLpPEAENIUTh BIUSHUE MOSBIIOIIUXCS TEOPUM Ha pa3BUTUE SKOHOMMYECKOW Mplcau. B yacTHO-
CTH, NIEPBBIH (IIPOIIEIEBTUYECKHIT) 3Tall, TECHO CBSI3aHHbIM C SKOHOMHUYECKOM IICUXOJIOTHEH, TI03BOIHII
aHANU3UPOBATh C NICHXOJIOTHUYECKHIX TTO3HIUI TEOPHH 0XXUIAEMOH IOTEe3HOCTH U TCOPHH CYyOBEKTHB-
HOI 0)KHMIaeMO¥i MOJIe3HOCTH, PACKPBIBAs aHOMAJBbHBIE (DaKTHI B 9KOHOMUYECKOM ITOBEICHUH HHANBH-
J10B. Bropoii aTan (3apoxxJeHue NOBeIeHYECKOH SKOHOMUKI) TECHO CILIETEHO ¢ «JlMHaMU4ecKoil Teo-
pun mmaaocTH» K. JleBuHa. MiIMeHHO Ha 3TOM 3Tame c(hOpMHPOBANUCH (yHIAMEHTAIbHBIC HAyYHBIE
HIKOJIBL: LIKoJa YHuBepcurera MemnoHa—KapHeru, uccneaymomas noseaeHue GUPMbI Ha PhIHKE, U
MuunraHckasl IIKOJIa, COCPEIOTOYMBINAS CBOE BHUMAaHUE Ha MOBEICHUHU TOTpeOuTenei. Tperuit sram
(cTaHOBIEHUS MOBEJNECHYECKOM SKOHOMMKH) HHTEIPUPYET SKOHOMUYECKYIO TEOPUIO0 C KOTHUTUBHOM
TICHXOJIOTHEH ¥ MaTeMaTHIeCcKOl IICHXOJIOTHeH, Onaronaps yeMy ObUIH JaHBI OOBSICHEHHUS TIOBEICHHUIO
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JII0Jiel IpyU palliOHAILHOM U UPPaIMOHAIBHOM MPUHATUN SKOHOMHUYECKUX pelieHni. YeTBepThii Tan
(pa3BuTHE NMOBEICHYECKON SKOHOMHKH) CBS3bIBACTCS C MPUMEHEHHEM MaTeMaTHYeCKOro MHCTPYMEH-
Tapusi TEOPUHM UTP B SKOHOMHYECKOI TEOpPHH, B YACTHOCTH B pa3JieliaX, KOTOpPbIE OOBSACHSIIOT CTpaTe-
THYECKOe B3aMMOJICHCTBHE 3KOHOMHYECKUX areHTOB Ha Pa3HbIX YPOBHAX M B PA3JIUYHBIX YCIOBHSX.
[IaThiit dTan (paciupeHne MoBeIeHUYECKOW SKOHOMHKH) OOYCJIOBJICH BIMSHUEM JIOCTHIKEHUI B INCH-
xo¢uzuosuoruu, Heiipoduznonoruu, HEHPOOUOIOTHH, YTO J]aJI0 BOSMOKHOCTh MOSIBJICHHIO HOBOTO Ha-
NIPABJICHUS B MOBEIEHUYECKOW IKOHOMUKHU — HEMPOIKOHOMHUKH. OTMEueHbl YCIEXU B HCCIIEOBaHUU
MIOBEJICHUS YelIOBEeKa TpyJa Ipynmnoi yueHblx u3 FOxkHO-YpabCcKoro rocy1apcTBEHHOTO YHUBEPCUTE-
Ta, OTKPBIBAIOIINE HOBBIE IIEPCIIEKTUBHBIE BOZMOKHOCTH B pa3BuTUH [loBeeHUECKOI 9KOHOMUKH.

KiroueBble cj10Ba: IoBeIeHYECKasi IKOHOMHUKA, SKOHOMUUECKAs! TICUXOJIOTUS, KOTHUTUBHAS TICH-
XOJIOTHs, MaTeMaTHyecKas ICUXOJIOTHsI, MaTeMaTH4YecKas TeOpusl WD, 3Talbl pa3BUTHUs IOBEAEHYE-
CKOM 3KOHOMUKH, HAay4HBIE IIKOJIbI, HEHPOIKOHOMUKA, HEMPOMEHEI)KMEHT, COBPEMEHHBIE TEPCIEK-
TUBHbIE HAIIPABJICHUS UCCIIEIOBAaHUN NIOBEIEHUYECKOH IKOHOMUKH.
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