Cambridge University Press
978-1-316-51026-1 — The Origins of Behavioural Public Policy
Adam Oliver
Frontmatter
More Information

The Origins of Behavioural Public Policy
The use of behavioural science to inform policy is one of the
main developments in the social sciences over the last several
decades. In this book, Adam Oliver offers an accessible introduction
to the development of behavioural public policy, examining
how behavioural economics might be used to inform the design of a
broad spectrum of policy frameworks, from nudges, to bans on certain
individual behaviours, to the regulation of the commercial sector. He
also considers how behavioural economics can explain and predict
phenomena as a challenge to economists’ assumptions around
how people perceive time, utility and money. The book offers an
intellectual foundation for all those concerned with behavioural
public policy, from academics, undergraduate and postgraduate
students with a diverse range of disciplinary perspectives, such as
economics, political science, sociology and anthropology, to policy
makers and practitioners working directly with behavioural public
policy in their everyday working lives.
adam oliver is a Reader in the Department of Social Policy at
the London School of Economics and Political Science. Dr Oliver’s
principal research interests focus upon behavioural economics and its
applications to public and private decision making, on which he has
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Economics, Policy and Law and Behavioural Public Policy.

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-316-51026-1 — The Origins of Behavioural Public Policy
Adam Oliver
Frontmatter
More Information

The Origins of Behavioural
Public Policy
adam oliver
London School of Economics and Political Science

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-316-51026-1 — The Origins of Behavioural Public Policy
Adam Oliver
Frontmatter
More Information

University Printing House, Cambridge CB2 8BS, United Kingdom
One Liberty Plaza, 20th Floor, New York, NY 10006, USA
477 Williamstown Road, Port Melbourne, VIC 3207, Australia
4843/24, 2nd Floor, Ansari Road, Daryaganj, Delhi – 110002, India
79 Anson Road, #06–04/06, Singapore 079906
Cambridge University Press is part of the University of Cambridge.
It furthers the University’s mission by disseminating knowledge in the pursuit of
education, learning, and research at the highest international levels of excellence.
www.cambridge.org
Information on this title: www.cambridge.org/9781316510261
DOI: 10.1017/9781108225120
© Adam Oliver 2017
This publication is in copyright. Subject to statutory exception
and to the provisions of relevant collective licensing agreements,
no reproduction of any part may take place without the written
permission of Cambridge University Press.
First published 2017
Printed in the United Kingdom by Clays, St Ives plc
A catalogue record for this publication is available from the British Library.
ISBN 978-1-316-51026-1 Hardback
ISBN 978-1-316-64966-4 Paperback
Cambridge University Press has no responsibility for the persistence or accuracy of
URLs for external or third-party Internet Web sites referred to in this publication
and does not guarantee that any content on such Web sites is, or will remain,
accurate or appropriate.

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-316-51026-1 — The Origins of Behavioural Public Policy
Adam Oliver
Frontmatter
More Information

For Ketevan
Who shoved me into writing this book.

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-316-51026-1 — The Origins of Behavioural Public Policy
Adam Oliver
Frontmatter
More Information

Contents

List of Figures

page x

List of Tables

xi

Preface

xiii

The Target Audience

xiv

How to Approach the Book

xiv

Notes on Style
How the Book is Organised
Acknowledgements

1

2

3

xv
xvi
xviii

Assuming Rationality

1

The Origins of Economic Rationality

2

A Quiet Interlude

5

The Neo-Bernoullian Formulation

7

Utility Elicitation

12

Challenging Rationality

16

The Allais Paradox

17

The Ellsberg Paradox

21

Satisﬁcing and Rules of Thumb

25

Classic Preference Reversals

30

Describing Risky Behaviours

34

The Markowitz Model

35

Prospect Theory

36

Prospect Theory and Allais’ Conjecture

44

Reﬂection

46

Regret and Disappointment

50

vii

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-316-51026-1 — The Origins of Behavioural Public Policy
Adam Oliver
Frontmatter
More Information

viii contents

4

5

6

7

8

9

About Time

54

The Normative Case for Discounting

55

Present Bias

60

Present Bias and Risk Attitude

64

The Time Trade-Off

67

Experiencing and Remembering

71

Empirical Examples of the Gestalts

73

The Gestalts and Respect for Individual Agency

80

Using the Gestalts Descriptively

86

Motivational Crowding

88

Self-Determination Theory

90

Empirical Examples of Crowding

92

Personal Financial Incentives

96

Designing Performance Management

101

Nudges

108

The Nudge Requirements

111

The British Movement

113

Proposals and Suggestions

117

Shoves and Budges

128

Coercive Paternalism

130

Regulating against Harms

136

The Behavioural Public Policy Cube

141

Give and Take

146

Other Animals

149

Anthronomics

151

The Ultimatum Game

153

Informing Public Policy with Reciprocity

157

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-316-51026-1 — The Origins of Behavioural Public Policy
Adam Oliver
Frontmatter
More Information

contents ix

10 Summing Up

162

The Burgeoning Interest

163

Embracing Evolution

166

The Policy Approach

168

Human Motivation

171

The Future

174

Note on References

177

Bibliography

179

Index

192

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-316-51026-1 — The Origins of Behavioural Public Policy
Adam Oliver
Frontmatter
More Information

Figures

1.1

Declining marginal utility

1.2

A Marschak-Machina triangle

11

1.3

Constructing a utility curve

13

2.1

page 4

The common consequence effect in the
Marschak-Machina triangle

19

3.1

The Markowitz utility curve

37

3.2

The prospect theory value curve

41

3.3

The prospect theory subjective probability curve

42

3.4

Prospect theory and the Marschak-Machina triangle

46

4.1

Discounting

61

4.2

Dynamic inconsistency

62

4.3

Increasing marginal utility of reducing delay

65

4.4

Time trade-off

68

5.1

An optical illusion

72

5.2

A violation of temporal dominance

76

5.3

The James Dean and Alexander Solzhenitsyn effects

77

5.4

The peak/trough effect over QALY proﬁles

80

6.1

Motivational crowding out

89

7.1

The nudge space

118

7.2a

Health improving interventions 1–4

120

7.2b Health improving interventions 5–8

121

7.3

Energy saving interventions

125

8.1

The shove space

131

8.2

Conly’s purported shoves

133

8.3

The budge space

138

8.4

Accidental budges

140

8.5

The behavioural cube

142

x

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-316-51026-1 — The Origins of Behavioural Public Policy
Adam Oliver
Frontmatter
More Information

Tables

2.1 The common consequence effect

page 18

2.2 The Ellsberg paradox

22

3.1 Prospect theory’s reﬂection effect

47

3.2 Depicting regret

51

6.1 The motivations in self-determination theory

92

6.2 Hospital Quality Incentive Demonstration project

105

6.3 Pros and cons of performance management

106

7.1 The nudge requirements

112

7.2 Mindspace

114

8.1 Characteristics of behavioural public policy
frameworks

144

xi

© in this web service Cambridge University Press

www.cambridge.org

Cambridge University Press
978-1-316-51026-1 — The Origins of Behavioural Public Policy
Adam Oliver
Frontmatter
More Information

Preface

In 2013, Cambridge University Press published a collection of essays
that I edited and to which I contributed, titled Behavioural Public
Policy. It will be no surprise to the reader that I still believe that
collection to be a useful resource and a genuine contribution to this
burgeoning but still relatively new approach to public policy analysis,
being comprised of chapters written by many of the leading and
up-and-coming behavioural specialists in the world. However, the
collection lacked a single voice, and thus I felt that there was scope
for me to contribute a companion book to that collection, a book
that you are now reading.
All of my degrees are in economics. My undergraduate degree
was a straight economics degree, I have an MSc in health economics,
and my PhD focussed on challenges to expected utility theory, which
remains the dominant theory of rational choice. Therefore, I consider
myself to be a behavioural economist, and practically all of the
empirical research and much of the conceptual work that I have done
over the years has been, I would argue, behavioural economics, more
often than not applied to health.
Therefore, it is natural I think for me to approach the topic of
behavioural public policy principally from the perspective of
a behavioural economist rather than a behavioural scientist in the
broader sense of the term; indeed, this is the only thing that I can do.
I am not dismissing or downplaying any other discipline because of
this. In fact, quite the contrary. The principal disciplinary inputs in
the development of behavioural economics have been economics and
psychology, and yet my view is that behavioural public policy ought to
develop with contributions from a much broader range of disciplines,
including, but not limited to, economics, psychology, anthropology,
sociology, political science, philosophy, animal behaviouralism,
xiii
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xiv preface
history and even literature. I have tried to incorporate some ideas from
most of these disciplines into this book to the extent that I am able,
but as I said, my principal expertise is in behavioural economics and
that will probably show.

the target audience
. . . is everyone. But perhaps that is a little ambitious. When I was
a PhD student, a quite well-known professor told me that a lot of his
economics colleagues set out deliberately to make their writings as
impenetrable as possible in order to get one over on each other, and
another well-known professor informed me that most of the
behavioural economics literature was written by specialists for
specialists. I thought the latter piece of information a shame but
probably understandable, but the former state of affairs struck me as
ridiculous. I have always set out to make my own writings accessible,
even though my readership has remained minuscule, and I have
endeavoured to continue to do that in this book. That said, this is not
a popular science book. Popular science books are often entertaining,
and I suppose they serve their purpose of provoking interest in
behavioural phenomena – as well as bringing riches to their authors –
but if the reader wants a good, thorough understanding of the
behavioural ﬁeld, with one or two notable exceptions, they tend not to
be very good. I have attempted to limit the use of jargon, or to explain
it in plain English where it is used, and I have tried to pitch the book
somewhere between popular science and a technical academic text.
In terms of accessibility, I had Daniel Kahneman’s Thinking Fast and
Slow in mind, and thus I hope the book will be read by interested
laypersons, students from the undergraduate level upwards – and thus
it can be used as a teaching resource – a broad multidisciplinary range
of academics, and policy makers. So, almost everyone.

how to approach the book
Ideally, I would like readers to keep policy in mind as they read the
book, whether they are reading the theoretical, conceptual or more
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preface xv
directly policy-related parts of it. When you know what behavioural
economics entails – when you are learned in the concepts presented in
this book – you will see it at work everywhere, and you will notice that
it is useful for designing, evaluating, critiquing and applying policy in
any sector that interests you. I do not expect anyone to agree with
everything that I have to say, but my intention is not to convince. It is
to offer food for thought, as well as provide a teaching resource.
If I provoke thought, whether or not people ultimately agree with me,
then I would have done my job.
Although I have summarised a rich body of argument and
evidence in the book, I do not pretend to have covered everything that
is relevant to behavioural public policy. There are gaps in the
knowledge presented, both in relation to the topics that are left
uncovered and in relation to an incomplete coverage of many of the
topics that are included. I have, however, provided a foundation on
which readers can build, to ﬁll any gaps that they identify and to
develop some ideas of their own. If the reader absorbs the whole book,
it is, I like to think, a solid intellectual foundation for the development
of informed assertions.

notes on style
My main aim in the book is to pull together many of the ideas that
I have been working on over the past ten years or so in order to
demonstrate the interconnectedness of the issues that, at face value,
might seem quite disparate within the ﬁeld of behavioural public
policy.
I am English, and therefore I have used British spelling
throughout the book, but I have attached the $ sign to all numerical
examples that require a currency indicator, because that is the
convention in modern behavioural economics. Moreover, I recognise
that women are at least as important as men, but rather than writing
he/she and him/her throughout the text, for brevity and consistency,
when the occasion calls for it, I have used the terms he and him.
She and her would work just as well. I ﬂipped a coin to decide which to
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xvi preface
use, and no disrespect is intended. Furthermore, I use the terms lottery
and gamble interchangeably.
Many of my policy examples in the book will lean towards
health and health care, because that is where my knowledge tends to
lie. However, this is a book of concepts and the arguments are
essentially generic; therefore, as stated above, readers can quite readily
think about how these arguments apply to any policy sector that
interests them. I have deliberately chosen, for the most part, not to be
didactic. Rather, I have tried to present a balanced perspective of the
competing views on each topic covered. The only place where I relax
this approach is in the ﬁnal chapter – Chapter 10 – where I offer my
own opinions and perspective on some of the issues theretofore
considered. This is just to give an indication of where I stand at this
point in time. I encourage – even implore – readers to take me to task.
It is perhaps worth reiterating that the book is not a systematic
literature review. I have not given all of the references for every
argument or piece of empirical evidence that I mention. To do so
would have meant that the list of references would have exceeded the
length of the main text. Enough references are, however, included to
offer a good indicative account of the topics covered. I apologise in
advance to anyone who feels slighted.

how the book is organised
The ﬁrst thing to note is that the book is intentionally short. This is to
increase the chance that the wide target audience – interested
laypersons, students, multidisciplinary academics, policy makers –
will read the whole thing. It has taken me about ten years to collect my
thoughts on the content of this book. Assuming an average of one hour
per chapter, the reader can attain that knowledge in ten hours, which
strikes me as a good return on investment, assuming, of course, that
I have anything that is worth imparting.
To my mind, one cannot really be a good behavioural public
policy analyst without some knowledge of behavioural economics,
and one cannot understand behavioural economics without some
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preface xvii
knowledge of rational choice theory, of which expected utility theory
is an important component. The ﬁrst three chapters of the book, in
particular, provide that understanding and knowledge and, although
I have attempted to write, as far as is possible, in a non-technical,
accessible style, non-economists in particular will still have to work
reasonably hard to get through those chapters. The effort will be worth
it, as this will give the reader the grounding to speak with authority on
this subject area. That said, the chapters can be read independently
from one another if one wants to skip this important conceptual
material – but reading the whole book will offer the reader a richer
picture of how behavioural public policy emerged, and how the
various developments ﬁt together.
As intimated above, the book starts off with how behavioural
economics – or behavioral economics – originated. There is some
dispute as to the birth date of this discipline. Some contend that the
term – and thus the discipline – surfaced in the 1980s, but I believe that
a discipline can exist without a term to deﬁne it. Neolithic man drew
pictures in caves. They didn’t call it art, but it was art nonetheless.
I would argue that modern empirical behavioural economics
was born in the early 1950s. You will learn why when you read the
book. After detailing the birth and development of behavioural
economics in the ﬁrst three chapters, the next three chapters are
devoted to single issue topics that have each presented a challenge to
standard economic assumptions. These relate to perceptions relating
to time, to utility and to money. Chapters 7 and 8 move on to the
principal conceptual behavioural public policy frameworks that have
been developed mostly by behavioural economists – the so-called
nudge, shove and budge frameworks, all of which lean on the
behavioural economic phenomena that you will have been exposed to
earlier in the book. Chapter 9 considers a human motivational force –
reciprocity – that has not received the attention that it deserves in the
public policy literature, and then Chapter 10 offers an opinionated
summing up of much of what has been up to that point said.
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