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BEHAVIORAL ECONOMICS IN MODERN RESEARCH OF REGIONAL
AND LOCAL DEVELOPMENT: THEORETICAL ASPECTS

Abstract. In terms (conditions) of socio-economic crisis, there are changes in the algorithms
of acceptance of the investment, financial, management, and other decisions at various levels,
which requires the emphasis on the patterns of behavior of participants in financial and economic
processes in conditions of risk and uncertainty. The article aims to review the key postulates of
behavioral economics, substantiate the possibility and feasibility of applying the theoretical
foundations of behavioral economics as the latest model of the irrational behavior of financial and
economic relations in practice management at regional and local levels.

The theoretical foundations of behavioral economics are revealed, the preconditions of
origin (scientific bases, technological level, socio-economic bases) and stages of formation are
determined. The interdisciplinary nature of behavioral economics as a science-based on the
provisions of economics, psychology, sociology, neurobiology, and studies of socio-economic
problems using non-traditional methods and approaches is proved. The study found that the
growing trend of the practical application of behavioral economics at the regional and local levels is
associated with the possibility of taking into account, except objective factors, irrational behavior of
participants in financial and economic processes in conditions of risk and uncertainty. Behavioral
differences between «economic man» and Humans are substantiated. It is established that people
have such behavioral features as presumed irrationality; limited cognitive skills, emotions, morals,
and social norms; limited selfishness; inconsistency (variability) of preferences. The expediency of
studying economic relations at the regional and local levels on the basis of behavioral economics is
justified by the possibility of explaining the abnormal behavior of economic agents in conditions of
uncertainty and risk, which encourages the search for new behavioral strategies of financial and
economic relations.
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MNOBEAIHKOBA EKOHOMIKA B CYYHACHUX JOCIIIKEHHAX PET'TOHAJIBHOI'O
I MICHEBOI'O PO3BUTKY: TEOPETUYHI ACIIEKTH

AHoTanisA. B yMoBax couianbHO-eKOHOMIYHOT KPU3H CIIOCTEPIratoThCs 3MIHU B aIrOPUTMAX
yXBaJICHHS! 1HBECTULINHUX, (DIHAHCOBUX, YIPABIIHCHKUX Ta 1HIIMX PIIIEHb HA PI3HUX PIBHSX, L0
BUMAarae axkieHTy Ha MHUTaHHI 3aKOHOMIPHOCTEW MOBEIIHKM YYacCHHKIB (PIHAHCOBO-EKOHOMIYHHMX
MPOIIECIB B YMOBaX HEBH3HAYEHOCTI Ta PU3MKY. METOI0 CTaTTi € OIS KIIOYOBUX IOCTYJIATIB
MOBE/IIHKOBOI €KOHOMIKH, OOIPYHTYBAHHSI MOXJIUBOCTI Ta JAOIIIHHOCTI 3aCTOCYBaHHS TEOPETUUHHUX
3acajl TOBEAIHKOBOI EKOHOMIKHM $IK HOBITHBOI MOENi ippamioHaJbHOI MOBEIIHKK CyO’ €KTIB
(b1HAHCOBO-€KOHOMIYHUX BIIHOCHH y MPAKTHUIIl YIPABIiHHS Ha PEriOHATBHOMY 1 MICIIEBOMY PIBHSX.

Po3kpuTO TEOpEeTHYHI OCHOBM TIOBEJIHKOBOI €KOHOMiKH, BH3HAUYE€HO TIEpPEeIyMOBHU
BUHHMKHEHHs (HAyKOBI OCHOBH, TEXHOJIOT1YHHI PiBEHB, COIIAILHO-CKOHOMIYHI OCHOBH) Ta €TaIlH
cTaHOBJIEHHS. J[OBeeHO MKIUCHMIUTIHAPDHUNA XapaKTep MOBEIIHKOBOI €KOHOMIKH SIK HAyKH, sIKa
0a3yeThCsl Ha TMOJOKCHHSIX EKOHOMIKH, IICHXOJIOTiI, COIOJIOTii, HEeWpoOiosorii Ta HOCHIIKYE
COIIAIbHO-CKOHOMIYHI TIPOOJIeMH 13 3aCTOCYBaHHSIM HETPAAULIMHUX METOMIB 1 IiJIXO/IiB.
VY mpoueci AOCHIPKEHHS BUSBIEHO, IO 3pOCTar0¥a TEHJCHIIsS IMPAKTUYHOIO 3aCTOCYBAaHHS
MOBEJIIHKOBOi EKOHOMIKM Ha pErioHaJIbHOMY 1 MICIIEBOMY piBHSIX TIOB’s3aHa 3 MOXJIUBICTIO
BpaxyBaHHS, OKpPIM OO0 €KTHBHHX (PaKTOPIB, IpparlioHAIBHOI TOBEIIHKA YYacCHUKIB (piHAHCOBO-
E€KOHOMIYHUX TIPOLECIB B yMOBaxX HEBU3HAUYEHOCTI Ta pusuKy. OOIpyHTOBAaHO IOBEIIHKOBI
PO301KHOCTI MK «JIHOJUHOI0 €KOHOMIUHOKO» 1 Humans. YcraHoBiIeHO, IO JIOIAM TpUTaMaHHI
Taki TOBEAIHKOBI OCOOJIMBOCTI, sK: MepeadadyBaHa ippalliOHANbHICTh;, OOMEXKEHI KOTHITHBHI
HaBUYKH, €MOIlii, MOpajb 1 COI[laJIbHI HOPMH; OOMEXKEHHMH €eroi3M; HENmOCTIHHICTh (3MIHHICTB)
ynono6anb. J{OMIBHICTh JOCTIIKEHHSI €KOHOMIYHMX BITHOCHH Ha PETiOHAJIBLHOMY 1 MICLIEBOMY
PIBHAX Ha 3acajax IMOBEAIHKOBOI €KOHOMIKM OOIPYHTOBAaHA MOYKJIMBICTIO MOSICHEHHSI aHOMaJbHOL
MOBE/IIHKM €KOHOMIYHHMX areHTiB B YMOBaxX HEBU3HAYEHOCTI Ta PU3HKY, L0 CHOHYKA€ JIO0 MOUIYKY
HOBMX CTpaTeriil moBeiHKU cyO’eKTiB ()1HAHCOBO-€KOHOMIUYHHUX B1JIHOCHH.

Knwouosi cnosa: noBeiHKOBa €KOHOMIKa, PEriOHAJbHUIM PO3BUTOK, MICHEBHH pPO3BUTOK,
MOBEIHKOB1 €()eKTH, TOBEIIHKOB1 3aKOHOMIPHOCTI.

®opmyin: 0; puc.: 2; Tadm.: 0; 6i161.: 17.

Introduction. The crisis caused by the global pandemic has led to negative consequences in
all spheres of socio-economic systems of different levels, not only in Ukraine but also far beyond its
borders. Current troubles in all spheres of life focus on the anomalies of investment, financial,
managerial, and other decisions and can indicate both a liquidity crisis and a crisis of confidence.
Today there is no clear answer to the question: how do the decisions made on different swords of
power effect (or non-effect) the dynamics of economic growth (both regions and local
communities)? How many investment decisions are made that meet the existing conditions? Are
they rational or irrational? To what extent is the budget, as the basis of socio-economic
development of territories, an effective regulator of financial flows between sectors of the
economy? It should be emphasized that in recent years in the scientific and scientific community
there have been discussions about another important issue of economic policy, namely: the extent to
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which there should be (or should be) state intervention in the economy of macro, microsystems in
general and in the lives of residents in particular.

In this sense, more attention needs to be paid to revising the classical and neoclassical
provisions of economic theory, as those that are not able to fully identify and explain financial and
economic problems, especially in conditions of uncertainty (crisis).

Analysis of research and statement of the problem. Over the last decade, there has been
an expansion of the theoretical and practical foundations of behavioral economics for the
development of stock and financial markets and solving specific problems within individual social
groups to the formation of integrated economic and social policies at the state level [1] and even
international organizations.

Global problems of mankind [2]. For example, in 2014, the OECD conducted a study on the
specifics of regulatory policy in member countries [3], which, based on an analysis of 60 individual
cases, identified the application of behavioral economics to public policy. It was found that the
introduction of behavioral economics in the development of their state is Great Britain, Australia,
Ireland, Italy, Canada, the Netherlands, USA [3], and at the supranational level — the European
Commission [4]; study and search for ways to implement the principles of behaviorism to the
formation of a policy of state regulation — Norway and France [4].

The formation of state development a policy in these countries is based on the experience
and experience of experts in the fields of psychology, neurology, and cognitive sciences.

This makes it possible to identify deviations of people’s behavior from the behavior
justified in the context of the theory of rational choice, and contributes to more effective
forecasting of their actions, which, accordingly, allows the formation of more effective public
policy in various areas.

The growing trend of the practical application of behavioral economics at the regional and
local level, especially in an unstable economy (which we now have the opportunity to observe) is
relevant since it allows in addition to objective factors (despite discussions on their quantification)
to take into account irrational behavior of participants in financial and economic processes in
conditions of uncertainty and risk. It is known that in conditions of risk, people’s behavior changes:
they try to avoid risks in various ways (including business and consumer), they reconsider strategies
for the future, tend to save more and invest less, in the end, they choose the wrong course of action.
Will be able to bring maximum benefit in conditions of uncertainty, etc.

In other words, this concept justifies the divergence between neoclassical economic theory
and real human behavior through the prism of the socio-psychological content of their decisions
and subjectivist characteristics.

This necessitates the deepening of theoretical and methodological and applied principles
of behavioral economics as the latest model of the irrational behavior of the subjects of financial
and economic relations at the regional and local levels.

The paper aims to review the key postulates of behavioral economics, justify the possibility
and feasibility of applying the theoretical foundations of behavioral economics (as the latest model
of the irrational behavior of financial and economic relations) in management practice at the
regional and local levels.

Research results. Behavioral economics (BE) is a «young» field of modern economics
based on economics, psychology, sociology, neurobiology, explores socio-economic issues using
non-traditional methods and approaches (or studies the impact of social, cognitive, and emotional
factors on acceptance of economic decisions by individuals and institutions, as well as the
consequences of this impact on market components (prices, profits, allocation of resources, etc.) [5].
The emergence of PE, as research has shown, was preceded by several preconditions, which can be
divided into: and socio-economic foundations (Fig. 7).
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This theory is credited to D. Kahneman (Nobel Laureate, 2002) and A. Tversky (Nobel
Laureate, 2017), who, by joining forces, were able to justify the behavior of individuals in
conditions of uncertainty and risk. Based on the key tenets of cognitive psychology, which in the
60s of last century supplanted behaviorism, scientists began to consider the human brain not only as
a device for obtaining information but also as a mechanism for its constant processing. In their
fundamental work «Theory of Perspectives: Analysis of Decision-Making in Risk» [6] (which was
an alternative to the well-known theory of the expected utility of F. Neumann, O. Morgenstern [7],
based on probability theory), researchers were able to prove that in contrast from the «rational
many, the average person who makes decisions in the languages of uncertainty, can not think
rationally, because he sees only a part of the whole (i.e., the estimate of the probability of
occurrence of the event is incorrect). The limited number of heuristic approaches to cognition of the
object in decision-making in the conditions of risk used by a person reduces complex tasks to
simple judgments, which, in turn, generates systematic errors. D. Kahneman and A. Tversky proved
in practice that in conditions of uncertainty a person is not able to conduct a comprehensive analysis
of the problem he faces. Risk can be avoided, but at the same time, you can tend to it. In other
words, under such conditions, a person behaves irrationally in his actions.

People, depending on whether they lose or gain something, react differently to these
situations, there is a so-called asymmetric reaction to changes in well-being. Various behavioral
effects (definiteness, reflection, isolation, etc.) that accompany such actions, according to the
developers of the theory of perspectives, it is advisable to take into account a specially constructed
function that does not comply with the laws of probability theory. Scientists have argued that the
concepts of «profitability / usefulness» and «value» are not identical. Benefits from the standpoint
of rationality — is «income-expenditure», while «valuey, reflecting the characteristics of the human
psyche, considers these two parameters independently: «income» — an increase in welfare, «costs
— a decrease in welfare». Based on the experiment, D. Kahneman and A. Tversky proved that if a
person makes a sequence of decisions in conditions of risk and uncertainty, he evaluates the benefits
and losses at each step and never integrates them into a single benefit or loss and never evaluates
the impact of the whole, a sequence of decisions for your well-being. Future income in terms of risk
a person is not able to estimate in absolute terms. It evaluates them only in comparison: either with
the existing level of income or with the reference. The authors also experimentally confirmed the
manifestation of irrational decisions of people as a consequence of incorrect perception and
processing of information [7].

Another conclusion from an experimental study by D. Kahneman and A. Tversky is that
people are more willing to take more risks to avoid losses than to receive an additional premium for
greater risk.

This, incidentally, explains the position of investors not to sell shares that fall in price, but to
sell those that rise in price.

The discovery of stereotypes of the behavior of people who have never noticed the
supporters of rational decisions — another conclusion of the theory of prospects. These include
excessive emotions that interfere with self-control and misunderstanding of the problem they are
dealing with (cognitive dissonance). Hence the behavioral phenomena that accompany human
behavior [8]:

- reassessment of probable losses and benefits — a common practice of purchasing lottery
tickets or insurance policies, the average cost of which exceeds income;

- placement effect (disposition) — the desire to keep securities that fall in price and sell
those whose value increases;

- asymmetric price elasticity — the elasticity of price growth is higher than its reduction by
the same amount;

- rejection of bad news — ignoring news about the expectation of adverse changes and
permanent consumption.

To illustrate the difference between an ordinary person (who is characterized by numerous
behavioral prejudices, changing preferences, acquiring new skills and learning, social influence,
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etc.) and an «economic person», BE representatives deliberately introduced the concept of Humans
into scientific circulation.

1) alleged irrationality — in 1955 Simon G. presents the concept of limited rationality,
which justifies the lack of consistent rationality in human decision-making, due to lack of full
access to information, limited cognitive skills, and the influence of time; and in 2010 Arieli D. [9]
introduced the concept of «predictable irrationality», arguing that people in their actions, although
irrational, but their actions are quite predictable;

2) limited cognitive skills, emotions, morals, and social norms;

3) limited selfishness — a person does not always make decisions based on their interests,
and behavioral economics emphasizes the existence of restrictions on selfish interests of man,
which leads to the introduction of the concept of «unselfish behavior»;

4) inconsistency (variability) of people’s preferences.

Instead, the traditional economic model is based on the behavior of the so-called «economic
man» (Homo Economicus), which has the following features:

1) rationality in decision-making, aimed at achieving maximum benefit from their actions;

2) complete self-control and unlimited cognitive skills;

3) self-interest (selfishness);

4) stability of preferences.

Behavioral differences between Homo Economicus and Humans concerning life, the world
around them, making choices, etc. are illustrated in Fig. 2.

PREDICTED IRRATIONALITY

RATIONALITY, aimed in decision-making, due to lack of full
at achieving maximum access to information, limited cognitive LIMITED
benefit from their own skills and the influence of time COGNITIVE SKILLS,
SELF-CONTROL agtions EMOTIONS, SOCIAL
and boundle-ss cognitive NORMS, MORALS
skills
LIMITED
Sl;II;dF (Iiscl-ilsljolflss SELFISHNESS,
- ey ey SR i fion.
making solely g"(“@m‘@% %'S:I@ = 2 5?‘/"&%@?@@?@ m:;fj usi: g:tcérsrlg;ed
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self-interest bé} () HUMANS

STABILITY @%
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PREFERENCES
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f of the individual
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Li@g@% VARIABILITY

° OF
PREFERENCES

Fig. 2. Behavioral differences between Homo Economicus and Humans

Source: Compiled by the authors based on [10; 11].

It is worth agreeing with D. Kahneman that: «traditional economics and behavioral
economics describe two different types of man... The only test for rationality is not whether a
person’s beliefs and preferences are justified, but whether they correspond to his inner conviction.
Rationality is logical coherence — reasonable or not» [12]. E. Downey and G. Shah emphasize the
differences between Humans and «economic many, highlighting seven principles of human
behavior, including 1) social influence; 2) the influence of habits; 3) the desire to do the right thing;
4) self-expectations or self-established «control points»; 5) aversion to losses; 6) inefficient
comparison of information when making a decision; 7) the need to be involved in certain social
groups [13].
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Given the scientific achievements and developments of behavioral economists, it is
appropriate to identify three types of factors that underlie behavioral patterns in the context of
Humans decision-making:

- cognitive biases — trends that underlie systematic deviations from the standard of
rationality in decision-making and human behavior;

- Heuristics are mental labels that allow people to make quick decisions and solve problems.
Such labels are distinguished by D. Kahneman in his proposed idea of two brain systems: System 1
and System 2. According to his research, System 1 is fast, unconscious, automatic, useful for
everyday decisions, but also prone to errors. System 2, on the contrary, is slow, conscious, stressful,
and useful for making important decisions, because it is likely to lead to better results [12; 14; 15];

- choice architecture — assumes that each factor of the environment in which the decision is
made affects such a choice. That is, changing the way a problem is presented can force a person to
make different choices about things that are essentially the same [16].

Another fundamental concept, the ideas of which are of great interest in the context of our
study and on which PE is based, is the Nudge theory, developed by Nobel Laureate (2017)
R. Thaler, and it gained public recognition through close collaboration with Sunstein K. In his In
the famous work [16], the authors defined the meaning of «push» as follows: «push is any aspect of
the decision-making process that motivates people to change their behavior in a certain way,
without imposing any restrictions on the choice. Pushing is called simple if it can be easily avoided.
Pushing is not a ban. For example, teaching fruit at eye level is considered a boost; and the ban on
unhealthy food — no» [16]. In other words, with the help of positive reinforcement and indirect
instructions, you can influence the process of group and individual decisions. By slightly changing
the wording of the requirement, you can influence human behavior, that is, using the means of
«pushing» you can adjust human behavior in the right direction, and thus achieve the desired result.
There are the following types of pushing: bias, «default», heuristics of social evidence. If public
institutions use such technologies for their purposes, the phenomenon is interpreted as «libertarian
paternalism» — the recognition of the legitimate influence of «architects of choice» on people’s
behavior so as not to restrict their freedom to make decisions, but at the same time direct their
actions to the right direction [17]. The behavioral technologies proposed in this theory are
appropriate for improving business management processes, cooperation with consumers, business
partners, authorities at various levels, and so on.

An important achievement of PE theory was the study of D. Soman «The Last Mile: the
creation of social and economic values based on behavioral ideas» [14], in which the author
emphasizes aspects of the practical application of the principles of behavioral economics and
introduces the concept of «the last mile». It identifies problems and obstacles that arise in the
implementation of certain solutions and, despite the effective implementation mechanism, levels
their effectiveness. As an example, the scientist cites the situation with the implementation of the
Canadian government’s program in the field of social security on financial support for low-income
families. The program provided § 500 in financial assistance. The United States to direct them to
provide children from such families with quality education. According to forecasts, the utilization
rate of such financial assistance should be 100%; however, in a few years, the program has
benefited less than 16% of low-income families. Analysis of the reasons for the ineffectiveness of
the program revealed that the deterrent was the need to open a bank account to receive funds. It
turned out that people with low incomes, despite the desire to take advantage of the opportunities
provided, did not want or could not open a bank account (the problem of financial inclusion of all
segments of the population). The author called this obstacle «the last mile» and stressed the need to
study human behavior to form a quality mechanism for financial support at the state level. At the
same time, Soman D. emphasized the need to form the principles of behavioral economics and
practical algorithms for implementing theoretical developments in behaviorism in practice.

In fairness, there is no consensus in scientific opinion on the recognition of this concept:
some researchers consider behavioral economics (PE) as a set of theories/ hypotheses that have no
practical value (because the human behavior described in this way is not optimal, so this theory
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cannot be a «standard», but only an attempt to explain the deviation of real behavior from the model
of expected utility); instead, supporters see it as a «revolutionary» direction that has changed the
meaning of economics because the models used in PE can explain behavioral reactions other than
classical theory. The key disadvantages of PE, according to critics, are the methods of obtaining
new data, namely: experiments that are the basis of PE are not always realistic, the idea of the
experiment is often hypothetical, and the consequences of the irrational behavior of individuals for
the economy are not always clear.

Conclusions. Thus, we believe that research on economic relations at the regional and local
levels based on behavioral economics is justified given that, in contrast to the neoclassical theory of
expected utility, it allows us to logically explain different types of abnormal behavior of economic
agents uncertainty and risk. For example, it is difficult to disagree with the idea that the rapid
economic decline of Ukraine’s regions in early 2020 is due to global quarantine due to the effects of
the pandemic, but is it appropriate to recognize this as a key factor in the financial and economic
crisis? It seems that the government’s information campaign (especially in the first wave of the
pandemic) on restrictive measures, which provoked panic among economic decision-makers,
weakening economic activity in the business sector, and thus the outflow of resources from the
capital market, played a significant role. If in the language of behavioral economics, this situation
can be regarded as manipulation without change and concealment of real facts — «framing effect»
— the effect of limiting the framework, according to which any decision is influenced not only by
the initial data on the task but also a significant emotional colouring (positive or negative) of the
proposed situation (it is better to stay at home and be healthy than going to work and getting sick).
This is on the one hand. On the other hand, in the context of a several of institutional reforms (for
example, as in Ukraine now), it is possible to observe a reassessment of the values of individuals,
which leads to a change in the behavioral activity of either local self-government or government or
government. In other words, such behavior is not always rational. The reasons can be different:
from misunderstanding and inability to assess the essence of the problem to the inability to predict
its consequences. This situation encourages the search for new strategies of the behavior of the
subjects of financial and economic relations, and the best of them (strategies) will «take root» in
management practice, and the worst — will leave. Therefore, it would be wrong not to take the
opportunity and not to apply in further research on the scientific basis of behavioral economics to
the problems of economic decision-making at the regional and local levels. These questions will be
the subject of further scientific research.
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