


Whenever we choose to take a particular course of action we use our 
reason, but other factors also come into play, such as our emotions. 
But is this also the case in the world of economics, where cold log-
ic would seem to reign supreme? What goes on in an investor’s mind 
when he or she decides to bet on a start-up? How are losses, gains, 
financial risks calculated? Also, why are we so vulnerable to specula-
tive bubbles? And what about the irrational exuberance for subprime 
lending? Neuroeconomics is at the crossroads of multiple disciplines 
– economics, neuroscience, the cognitive sciences, social psychology 
– to get to the bottom of questions like these, and is challenging tra-
ditional economic models and behaviour patterns in the process. 



Recent studies in neuroeconomics have re-
vealed that in the sphere of economics, rea-
son shares the stage with human instinct and 
emotions. To explain the workings of an in-
vestor’s brain there is more to consider than 
simple utility maximization and loss minimi-
zation. For example, one reason some people 

are cautious while others are risk takers is sim-
ply because their brains are wired differently. 
What happens in a risk taker is the inhibitory 
processes of the brain go beyond the restraint 
site. As a consequence, these people have no 
qualms about taking risks, and even consider 
the risk zone to be quite a cosy place. 



Be that as it may, experiments in brain 
imaging, a technique to examine the 
structure and function of the brain, show 
that our choices are not only driven by 
abstract and rational computations, but 
also by fear, regret, and trust. A study 
published in 2005 by the scientific jour-
nal, Nature, showed that rather than log-
ical calculations, it is instinctive faith 
that actually drives someone to make a 
particular financial investment. In other 
words, the brain first works out wheth-
er a choice can be trusted to render a 
beneficial outcome. Only after that is 
the risk determined. This would imply 
that decisions made quickly, like trad-
ing on the stock exchange, tend to un-
derestimate the level of risk, because 
there is no time for it to be calculated. 



Speed Increases Risk.



Therefore, if subjected to accelerated rhythms and risky con-
ditions, the brain responds impulsively and is unable to be ra-
tional. Errors would thus be more likely to occur in the field of 
high-velocity e-commerce. “Speed increases risk, and therefore 
in a world like the modern one, which has made speed an unchal-
lenged idol, the possibility of making mistakes when choosing is 
no longer a possibility, but rather a certainty. In fact, we could go 
so far as to say that it is precisely this unwitting mistake that nour-
ishes, at least in part, e-commerce,” explains neurology special-
ist, Gianvito Martino.

Martino Gianvito, Neurologist.



Another expert, Richard Thaler, winner of the 
Nobel Prize in Economics (2017), has dedi-
cated his life to studying economics through 
a psychological perspective. Creator of the 
“nudge theory”, Thaler argues that using pos-
itive reinforcements, or an indirect boost to 
motivate people, is an effective way to coax 
them to take a desired course of action. Since 
we are human beings and not rational robots, 
he contends that we need a gentle push to 

lead us towards the right choice. Fields of ap-
plication for his theory are as unlimited as they 
are diverse: systems of thought, waste dispos-
al, the fight against obesity, traffic manage-
ment, organ donation, financial markets... An 
example of the nudge theory in action is Great 
Britain’s fiscal strategy of softly prodding its 
citizens by sending personalized reminders 
through the mail; the Government was able 
to recover millions of pounds.

Richard Thaler



Thaler’s studies are held in such high regard 
that they have been incorporated into the pol-
icies of numerous governments. The British 
leadership has introduced the “Behavioral 
Insights Team” to pressure citizens to install 
thermal insulation in their homes to save en-
ergy. Barack Obama called for a picture of a 
dish to be displayed on the government’s nutri-
tion website to show the Recommended Daily 
Allowance. The New York Times explained 
how Nudging could also help the poorer so-
cial classes in the education process. Teachers 
could send personalized text messages to stu-
dents, encouraging them to enroll in colleges. 
According to a study by Mark Whitehead, ge-
ographer of Aberystwyth University, there are 
more than 130 nations performing this type 
of soft manipulation. Thus, people are being 
guided to do what governments consider best 
for them in areas like economics, health, ed-
ucation, energy savings, and even in regards 
to corporate marketing strategies. Some crit-
ics of Nudging define the initiatives as liber-
tarian paternalism: everyone has the freedom 

to make their own choices, but are they real-
ly free if the authorities are able to influence 
the populace in following a particular course 
of action? In his book Thinking fast and slow, 
Daniel Kahneman talks about cognitive biases, 
meaning, systematic errors committed in cer-
tain conditions and contexts, which influence 
the choices of individuals. And it is precisely 
by implanting these biases that behavior can 
be anticipated, and above all, controlled.

Curiosity: Thaler was a pioneer in Behavioral 
Economics at Chicago University’s School of 
Business, stronghold of the liberal economy 
school of thought. For decades the school 
was dominated by Milton Friedman (Nobel 
Prize for Economics 1976, advisor to Ronald 
Reagan and Margaret Thatcher) who fought 
for the market to regulate itself, limiting state 
intervention and public spending as much as 
possible. During the Chicago School’s hey-
day, Thaler was one of the few who opposed 
classical economic theory. As a result, he was 
practically marginalized. Today, however, he 
is considered to be a guru.


