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Behavioral models are a useful instrument of the analysis of interdependent impacts of the
institutional structure and macroeconomic trends. Their role, among other things, is reflected
in presenting the advantages and disadvantages of different interpretations of economic reality,
associated with the subjective perceptions of the possibilities of the adaptation of economic actors to
the requirements of the existing institutional structure. Having in mind the fact that the economic
decision-making process is an integral part of macroeconomic and broader social ontology, as well
as the different opinions regarding the basic features of behavioral models, the subject of this work
is focused on trying to determine their theoretical relevancy and practical foundation. Special
attention is paid to the phenomenon of the realism of behavioral models in order to analyze their
instrumentalist importance for the implementation of the policy of asymmetric paternalism in

conditions of uncertainty.
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INTRODUCTION

Using a method assumes the existence of a certain
explicit or implicit notion of reality (ontology),
at least to the extent that the nature of reality is
such that it may be the subject of knowledge. The
ontological basis, therefore, refers to what exists,
ie. to the nature of things and events. Thanks to
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ontological assumptions, it is possible to identify
certain differences between various methodological
procedures. The reason for methodological
confrontation should be sought in terms of the
functioning of multidimensional and layered
social reality, which in order to be adequately
described and explained requires using various
research approaches, methodologies and analytical
techniques (Samuels, 1998). The multiplicity of
methods and theories (Dow, 2008) testifies to the
challenges and potentials of scientific research,
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taking into account the fact that each research
question is specific enough to require a special way
of research. In this case, a blind struggle for “one
best answer” would have led researchers astray.
Hence, ontological “sensitivity” is a necessary
component of any serious attempt to differentiate
theoretical ~approaches and their inherent
methodological procedures (Dobusch & Kapeller,
2012, 1042).

To understand economic ontology as the basis of
economic knowledge is of great importance for the
philosophy and methodology of economic science.
In modern economics, there is no single generally
accepted approach to economic ontology. In
accordance with this ontological context, different
viewpoints should be treated, among which those
related to micro-/macro-, static/dynamic, short-
and long-term, endogenous/exogenous factors
etc. should be mentioned. When the level of the
observation and analysis of economic phenomena
is concerned, the relationship between reality
and its presentation is particularly interesting
in the context of considering the basic features of
macroeconomic ontologies as part of a wider social
ontology (Lawson, 2015).

Starting from a need for a more realistic
interpretation of economic and social ontology with
respect to obvious differences in the structure of the
observations of real economic processes, the subject
of this paper is the highlighting of the importance
of behavioral models for an improvement of the
understanding of the actual characteristics of the
economic environment.

The main objective is to highlight their ontological
relevance through the analysis of the key
characteristics of behavioral models and consider
the benefits of the relativization of the assumption
about the perfect rationality of economic actors.

Accordingly, the basic hypothesis is: The
behavioral models based on the assumption about
the heterogeneity of the economic environment
and the complementarity of the goals of the

state and economic entities represent a proper
instrumental framework for the implementation
of the policy of asymmetric paternalism. By
abandoning the mechanistic understanding of
the process of economic decision-making and
insisting on empirically established data on
behavioral =~ “anomalies” and  psychologically
determined deviations from the rational choice
model, the message is directed towards about the
state regarding the need for designing rules and
regulations in order to mitigate the extent of the
“irrationality” of decisions on the use of resources.

The basis of the approach in this research is
represented by the theoretical, structural analysis of
the subject matter of the research derived from the
elaboration of available sources. This means that, in
order to test the said hypothesis, empirical studies
conducted by various authors who have dealt with
this issue will be used in the research. Then, by
combining the analytical economic analysis with
the descriptive and qualitative economic analysis,
general conclusions will be derived about the
existence of the “irrational” forms of economic
behavior and the need for a certain involvement
of the state in terms of the implementation of the
policy of asymmetric paternalism.

Structurally, the paper is divided into four sections.
After the Introduction, the basic features of the
behavioral models, with a special emphasis on the
relevance of the ontological assumptions about
the uniformity/heterogeneity of the economic
environment and the degree of the complementarity
of the goals of the state and economic entities will
be discussed. In the second section of the paper, the
alternative concepts of ontology that, according to
the subject matter of this research, affect the level
of the rationality of economic agents, the models of
economic decision-making and the comprehension
of the functioning of the economic environment
will be the subject matter of consideration. The
evaluation of the differences between mainstream
economics and the secondary streams of economic
thought will take into account both the logical and
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the empirical assessment criteria for the relevance
and sustainability of alternative interpretations.
In the third section, the research study will focus
on behavioral economics and its representatives’
insisting on the fact that reality abounds with the
examples of irrational behavior, which is primarily
associated with numerous psychological limitations
and “anomalies”. The practical importance of the
identification of the ontological structure of the
behavioral models in terms of the support they
provide in designing the instrumentalist support
measures of asymmetric paternalism will be the
subject matter of discussion in the fourth section of
the paper. In the conclusion, the research study will
formulate the final stance on the initial hypothesis,
as well as some open questions relevant for future
research.

BASIC FEATURES OF BEHAVIORAL MODELS
IN THE MACROECONOMIC CONTEXT

The relationship between economic reality and
its presentation in science is extremely complex.
When economic ontology is concerned, the
ontological status of individuals and society is a
particularly delicate problem. On the one hand,
there is the concept of atomistic social ontology
(Zwirn, 2007), according to which the preferences
and characteristics of an individual are pre-
formed and independent of the context. On the
other hand, there is the ontological concept that
recognizes the interdependent interaction of
individuals, evaluating the impact of institutions
on economic behavior. Within this social ontology,
the individual and the social characteristics of the
system are declared equally relevant, which raises
the question of establishing relationships and
interaction between and the potential compliance
of the objectives of the state and economic actors.

In the context of interpreting the aforementioned
relationship, the two aspects of economic reality
are of special importance: the degree of the

homogeneity of the economic environment and
the complementarity of the objectives of economic
entities and the state (Likhachev, 2013, 789). The
homogeneity of the economic environment assumes
that all or the majority of economic actors use the
identical decision-making procedure, which can be
presented as the general behavioral model. In this
case, the optimal strategy for the determination
of the government regulation is substantially
simplified, since the reaction of economic agents
exclusively depends on their functional role within
the system. When economic actors” behavior is
seen as homogenous, the identical efforts aimed
at achieving the maximization of individual goals,
the implementation of the state regulation depends
on the assumed degree of the complementarity of
the goals of the state and economic entities. If it is
assumed that this level is quite high, the task of the
state is reduced to searching for the optimal variant
of regulation, which simultaneously maximizes the
target functions of the state and economic agents.
If the degree of the complementarity of the goals
is insignificant, the state is to create a system of
contra-stimulations (which limit the possibilities
of maximizing the objective function of economic
agents) in order to mitigate the effect of the limiting
factors for the purpose of the maximization of its
own objective function.

Assuming the diversity of the economic
environment, i.e. allowing for the possibility of the
existence of different models of decision-making,
the diverse reactions of economic actors to the
measures designed and implemented by the state
are logical to expect. In such a theoretical approach,
it is possible to group economic actors not only
according to their functional characteristics, but
also according to their decision-making models
and their potential reactions to the activities
carried out and measures taken by the state. In
this case, the choice of the optimal macroeconomic
strategy depends on the structural characteristics
of the inhomogeneous economic environment —
the assumed level of the non-homogeneity of the
operations performed by economic actors.
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ALTERNATIVE CONCEPTS OF ONTOLOGY
IN ECONOMICS

The assumption about the total homogeneity of the
economic environment is one of the key features
of neoclassical economic theory, as well as of all
of its modifications embodied in monetarism,
rational expectations and real economic cycles.
The aforementioned homogeneity is based on
the universal principle of maximizing rationality,
described in the model of the “representative
agent”. This approach is essentially designed
to postulate the “representative individual” or
“representative firms” on the basis of aggregated
information on  decision-making  processes
(Simon, 1992, 41). This approach does not view the
operation and procedures of an economic activity
from the perspective of the complementarity of the
objectives of economic actors and the state. State
intervention is instead seen as the hindering factor
for achieving optimal economic parameters in the
long run. The relationship between the state and
businessmen is treated as a kind of an antagonistic
“game”, in which the gains of the one side are the
equivalent to losses of the other (Likhachev, 2013,
790), which usually results in the reduction in
overall social welfare. Therefore, the minimization
of the discretionary role of the state is proposed
through the establishment of an institutional
regulatory framework and a stabilization policy.

For neoclassical theory, the principle of rationality
has both an analytical and a normative meaning,
which manifests not only in the description and
explanation of the observed phenomena, but also
in assessing alternative options by the “good/
bad” terms. The mere assertion that individuals
always act rationally is inextricably linked to the
presumption that they know what is in their best
interest and that they know it better than anybody
else does. Accordingly, this presumption is both
normative and positive: individuals should act and
always act in their best interest. In this way, the
question of “how to decide” becomes important,
which, inter alia, contributed to the emergence of

normative decision theory in the mid-twentieth
century. Unlike descriptive theory aimed at a
positive description, normative decision theory
deals with the concept of the rationality and logic
of decision-making, thus being aimed at how they
should look (Mili¢evic, Pavlici¢ & Kostic, 2007, 147)

In contrast to neoclassical economic theory, the
alternative stream of the understanding of economic
ontology is based on the assumption about the
heterogeneity of the economic environment. This
viewpoint claims that individuals cannot be seen
as uniformed agents not differing in terms of their
individual preferences, demands and aspirations.
Instead, it insists on the fact that they are prone to
the non-identical understanding of the functioning
of the economic environment and that they are
characterized by an uneven level of educational
and technological capabilities. Individuals are
not similar neither in terms of their preferences
nor in terms of opportunities, from which follows
that the explanation of economic behavior needs
something beyond a mere postulate of rationality
(Blaug 1992, 232). In addition to the above, the real
circumstances suggest that in order to understand
an individual’s behavior, it is necessary that the
influence of habits, tradition, inertia, imitation etc.
should be considered.

While not neglecting the general “rational”
direction of humans, one still needs to be very
cautious when the justification for the thesis of
universal egoism inherent in the so-called “homo
oeconomicus” of the neoclassical approach is
concerned. The assumption about the real existence
of “relational man”, who is not in any case an
absolute uncompromising egoist, is probably more
realistic instead. There are, for example, opinions
that requirements for the continuous and often
ruthless process of enlarging capital cannot only
be seen as a product of rational logic, but also as
a product of the fact that the owners of capital are
forced to accumulate it, primarily due to strong
competition inherent in open markets. Observed
from the family perspective, it is indisputable that
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some households primarily tend to increase their
material wealth. For other households, however, a
source of satisfaction can be an idyllic and relatively
modest lifestyle; there are households devoted to
achieving broader social interests, whereas there
are those believing that their altruistic sacrifice
performs a certain social mission. From the above,
it follows that people have the ability, and often
a tendency, to understand and respond to other
people’s troubles. In the field of the economic
activity, in addition to the rational motives, they
are ready to conform to some other standards of
behavior, such as trust, affection, empathy, etc.
(Oaeituux, 1999, 140).

The idea of rationality in the neoclassical model
is based on the assumption that the economic
action takes place on the basis of the possession
of all necessary information needed for the
correct evaluation of alternative choices and their
consequences. In practice, however, the behavior
directed towards the choice of the most suitable
ways of and means for achieving objectives is
faced with many difficulties. Unfortunately, people
live in the world of uncertainty, which raises the
question of decision-making in the circumstances
of a lack of the knowledge of the final consequences
of decisions. It is certain that in the conditions of
the existence of a number of limiting factors people
develop models of subjective choices, which are
deprived of a foothold in the abundance of perfect
pieces of information. The absence of a single
model further contributes to increased uncertainty
and, therefore, different economic actors manifest a
tendency to take risks, depending on the subjective
experience of the specific content from the external
environment. The volatility of the subjective
perceptions of satisfactory economic outcomes
is associated with a variety of possible decision-
making procedures leading to different levels of
rationality. If an individual wants to be rational,
he must carefully approach the decision-making
procedure in terms of a detailed analysis and the
processing of necessary pieces of information. On

the other hand, an individual who does not have
enough time and money will use less complex
algorithms. It turns out, therefore, that the
achievement of full rationality is an extreme case,
which, in the decision making process, requires
using the perfect algorithm designed with respect
to a huge number of limiting factors. In all other
cases, the decision output is the result of the
imperfect implementation of the decision-making
algorithms that are nothing else but the practical
realization of limited rationality.

Although risking to find themselves under suspicion
of abandoning the very science of economics
(Hodgson, 1988, 74), those who raise the issue of
rationality still have quite a reasonable explanation
supportive of the relevance of their research efforts.
In this respect, pragmatic interpretation should be
emphasized, according to which only by contesting
the maximizing of rationality can some steps be
taken in order to direct economic actors” behavior
towards encouraging this very same rationality.
This line of thinking, among other things, can
explain the complementarity of the goals of the
state and economic actors. When one recognizes
that people can make choices inconsistent with
their “best” interests, the opinion that the state
can help people make better and more informed
decisions becomes relevant.

Taking into account numerous negative experiences
of having had the state involved, as well as those
of the frequent absence of the expected effects of
its measures, the clarification of state intervention
within the framework of institutionalism and
behavioral economics appears to deserve special
attention. Unlike neoclassical economics, according
to which people as living beings have innate
individual preferences and motives, institutionalists
believe that the roots of human action must be
sought in the functioning of institutional structures
(Dugger, 1979, 903). It is implied that institutions
are not merely the constraints that a rational actor
must take into account in its optimizing calculus,
but as basic regulators of relations between
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people, they are in fact the very presumption of
rationality (Ozeitnux, 1999, 140). More specific
recommendations regarding the overcoming of
the problems caused by irrational behavior are
provided by behavioral economics.

Behavioral economics is based on the premise
that the thought processes and people’s decision-
making are based on the two types of procedures:
intuition and reasoning, which are also known as
System 1 and System 2. The operations of System
1 are fast, automatic and associative and do not
require a significant mental effort and are often
emotionally loaded. They are managed by habits
and are hard to change. The operations of System 2
are slow, serial, require an effort and are managed
consciously. They are relatively flexible and
subject to rules. Most decisions are the product of
intuitive thinking, given the fact that people are
not habituated to invest too much effort in making
decisions. According to the model of rational
behavior, one’s cognitive system is actually a
mixture of the aforementioned two mechanisms: it
possesses the infallibility of System 2 and a low cost
advantage inherent in intuitive thinking. While
maintaining the aforementioned description of the
human cognitive apparatus, behavioral economics
indicates its limits and shortcomings in the field
of human decision-making in real situations
(Kahnemann, 2003a; Stefanovi¢, 2016). Human
behavior actually displays systematic deviations
from the conventional model of economic
orthodoxy.

During the 1970s, the founders of this approach,
D. Kahneman and A. Tversky, launched a research
study aimed at examining the deviations of
people’s actual beliefs and choices in relation
to those predicted under the model of rational
choice. Specifically, this research study initially
critically reconsidered the basic assumptions of
conventional economic theory, according to which
agents are rational and selfish and have stable
preferences (Kahnemann, 2003b, 162). Although
their contributions were aimed at the psychological

scientific community, they have drawn a
considerable attention of economic theory.

This approach obtains technical and methodological
support from experiments, although in recent
times it has also used field research, computer
simulations, etc. Regarding the method, there are
significant similarities with the related research
orientation, known as experimental economics.
However, unlike behavioral economics, which
has more diversified methodological techniques,
the latter approach identifies itself only with
the method of experimentation. There is one
significant difference between behavioral and
experimental economics. Behavioral economics
detects deviations from the model of rational choice
in the real world in order to obtain actors’ real
behavior in accordance with its prescriptions. For
experimental economists, if an experiment proves
a deviation in an individual’s behavior in relation to
the neoclassical model, it does not mean that such
behavior is essentially irrational, but rather that
the research study actually started from the wrong
model of rationality. Although irrational in terms of
the model of rational choice, individuals” behavior
is rational in terms of their economic environment.
Their behavior is not neoclassically rational, but
environmentally rational (Smith, 2005, 135-150;
Stefanovic, 2016).

BEHAVIORAL ERRORS

Behavioral economics does not interpret economic
behavior in accordance with the standard model
of rational choice. Its representatives insist on the
fact that reality abounds with the examples of
irrational behavior, which is primarily associated
with numerous physical limitations and anomalies.
In this regard, the most frequently mentioned
behavioral imperfections are those relating
to inconsistency in terms of discounting, the
variability of psychological and emotional states,
the context dependence, a lack of self-control,
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excessive optimism, a status quo bias, etc. (Rizzo &
Whitman 2009, 932-943).

Hyperbolic discounting. There is a well-known fact
that individuals prefer present goods and that,
therefore, they are willing to sacrifice a greater
amount of future goods in order to consume a
smaller amount of the same good at the present time
(Wright & Ginsburg, 2012, 1043). The proportions
of such conversions, however, are the result of
subjective norms connected to the evaluation
of time in terms of enjoying the benefits of the
current consumption. Since the subjectively shaped
estimates may differ significantly among actors, it
can happen that in their making decisions on the
use of resources, individuals begin from various
discount rates. Thus, for example, a discount rate
is by rule low when patient persons are concerned,
whereas it is generally high for the impatient.
High impatience is accompanied by a high short-
term discounting rate in those decisions that are
supposed to immediately bring certain benefits,
whereas the costs accompanying the process
of decision-making gradually become due over
time. Unfortunately, such an approach can lead to
negative phenomena, such as the postponement of
making important decisions, forming portfolios of
mutually exclusive financial instruments (when,
for example, individuals use credit cards for which
they pay high interest rates while buying securities
with lower yields) too much borrowing, low
savings, etc. (Kapeliushnikov, 2015, 87).

The psychological state. The decision-making process
is greatly influenced by individuals” psychological
states, which can result in significantly different
effects from those that would have been produced
if the actors were guided by the elementary norms
of rational behavior. In some affective, biological
“hot” and “burning” states, individuals are prone
to making hasty decisions, which prove to be wrong
and very “expensive” over time, and it is impossible
to return to the former state after adopting them
(Camerer, Issachoroff, Loewenstein, O’Donoghue
& Rabin, 2003, 1238; Rizo & Whitman, 2009, 929).

In such cases, an individual usually overestimates
potential short-term benefits, ~simultaneously
ignoring a possible long-term damage and the high
cost of making such decisions. For instance, in a
state of disappointment caused by initial financial
results and the fears that they will not be able to
cope with competition, beginning entrepreneurs
may decide to end the operation and close their
companies, which in the long run may turn out to
be a completely wrong move.

The effect of availability. These are the errors
that occur when individuals attach too much
importance to easily accessible or key information.
It is widely known that, chronologically speaking,
the first experience (the primacy effect) or the
last experience (the recency effect) are easier to
evoke than those taking place between them
(McFadden, 2003, 186-187). For example, if they
have recently learnt that a well-known company
has been undergoing liquidation or that there is
a strike in a big company, many people will come
to a conclusion that bankruptcies and strikes have
lately taken hold. This, however, does not have
to be supported by statistical data. Perhaps more
complete research may lead to the crude fact that
these occurrences have always happened and
that they just reflect the complexity of the market
economy and its functioning (Petrovic, 2014, 199).

Errors associated with maintaining the status quo.
People tend to be reserved to a certain extent
about everything novel, even in cases when such
a novelty can bring significant benefits or when
the costs associated with “parting” with the old
are relatively low. One of the reasons for such a
sensitive evaluation of changes is the fact that
people have quite an emotional attitude towards
their work and the results of their acting, which,
however, is not the case when they themselves are
not the actors of the observed actions and events.
Another reason is their hesitation, delays in making
important decisions for some future times. Finally,
people have an aversion towards a loss, which is
why, when comparing equivalent amounts, they
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rather ascribe a relatively larger negative value
to potential costs than they are ready to make
a positive assessment of the potential benefits
(Kapeliushnikov, 2015, 88).

Errors associated with optimism and pessimism.
Depending on whether people are too confident, or,
in turn, characterized by a lack of confidence, errors
arise and, within behavioral economics, they are
associated with optimism and pessimism. Errors
caused by optimistic thinking arise as a result of
ignoring a certain probability of the occurrence
of undesirable events (Wright & Ginsburg, 2012,
1043), which may cause serious, often irreversible
damage for an individual. For instance, an optimist
can take too big a risk by investing assets in
securities with a high rate of return. However, due
to its dynamism and mobility, the secondary capital
market is a typical area where there is a high level
of uncertainty, which an individual must be aware
of when deciding on the purchase of securities. On
the other hand, errors on the basis of pessimism are
characteristic for people unsure of themselves, for
those who are therefore prone to exaggerating the
probability of the occurrence of undesirable events.
The consequence of this is excessive prudence,
which usually results in avoiding any risks when
investing is concerned.

Context dependence. This anomaly occurs in two
different forms. One of them is known as the
framing effect, when decisions are made on the
basis of the impact of a less important feature of the
particular situation or phenomenon. Accordingly,
an individual is prone to choosing certain options
depending on the order of their appearance and the
manner in which their selection is presented. For
example, more people support the economic policy
when the reasoning for the envisaged measures
highlights the importance of the employment
rate than in a case when the unemployment rate
is the spotlight (Druckman, 2001). In the case of
a particular company, the workers will express
one opinion when it is announced that the goal of
the purchase of modern equipment is to make an

increase in labor productivity, whereas they will
probably opine differenty when it is stated that
such new equipment is purchased for the purpose
of reducing labor costs. Context dependence
can also be seen through a possibility of the
evaluation of available alternatives on the basis of a
comparison with certain reference values, amounts
or quantities. The point of reference used to make
a particular comparison can be a result of personal
experience, as well as of certain factors originating
from the environment. For instance, if a business
owner is measuring his success in absolute
terms, he may be dissatisfied with the company’s
operations, believing that he did not achieve the
desired results. In another context, however, based
on comparisons with the business results achieved
by the companies in his environment, he may even
be relatively satisfied with the achieved results
(Petrovic, 2014, 199).

REALISM OF BEHAVIORAL MODELS IN
FUNCTION OF PATERNALISTIC MEASURES
AND STATE INTERVENTION

The identification of behavioral anomalies confirms
the fact that economic behavior is often inconsistent
with the assumption about the rationality
hypothesis and maximizing behavior. Therefore,
special attention is deserved by the efforts to
replace the established understanding of the
concept of rational economic behavior with a new,
more realistic description of human behavior based
on the assumption about limited rationality. Hence
the need for the elaboration of behavioral models
with larger instrumentalist importance in terms
of the support of the adoption of the government
measures aimed at alleviating the problems caused
by the non-rational aspects of decision-making.
The assumptions of the behavioral models based
on empirically established facts relating to more
or less rational/irrational forms of behavior and
different decision-making procedures provide
strong support to the creation of instrumentalist



D. Petrovic, Z. Stefanovic and I. Markovic, Behavioral models in economics as a framework for individual adaptation 25

paternalistic measures and interventions. The
very recognition that people can make choices
inconsistent with their best interests contributes
to the development of the idea about how a
paternalistic-oriented state can help people make
“better” and more informed decisions.

The instruments of the state policy are a complex
combination of legislative and administrative
restrictions, taxes, provisions of necessary
information and the established ways of persuasion
and manipulation with the “architecture” of
choice. Among the aforementioned forms of state
interference in the process of making individual
decisions, the “strongest” are believed to be those
introducing explicit prohibitions of and restrictions
on economic choices. Limiting individual behavior is
justified when the irrationality of economic entities
is so much pronounced that it is almost impossible
to correct it by using “soft” paternalistic measures.
In this regard, it is proposed that legislation should
be established in all areas characterized by a high
risk of the irrational behavior of economic entities.
For example, it is possible to introduce a tax on a
“sin” (alcohol, smoking, gambling), junk food
and alcoholic beverages (fatty foods, carbonated
beverages, etc.) (O ‘Donoghue & Rabin, 2003, 190-91).

There is certainly a more favorable solution
to directing restrictions and prohibitions,
which is based on the supporting measures of
“asymmetric paternalism”, essentially associated
with the above-mentioned assumptions about
the heterogeneity of the economic environment
and the complementarity of the goals of the state
and economic entities. Asymmetric paternalism
associates the achievement of economic objectives
through different decision-making procedures
and their inherent levels of rationality (Thaler &
Sunstein, 2008, 9). Decision-making problems are
particularly pronounced in the cases in which it is
necessary that a complex decision should be passed.
Individuals can then have problems regarding the
understanding of the situation they have found
themselves in, which is the reason why they

do not react in the same way to stimuli from the
environment. The doubt that all men always and by
rule make decisions in their best interests (Camerer
et al, 2003, 1217) is accompanied by the idea that
people need help in order not to inflict damage to
themselves with their own decisions. Accordingly,
the opinion has matured that that the involvement
of the state should focus on the prevention of the
errors made by “less rational” individuals, whereas
these measures should not impose costs on those
who make decisions based on the application of the
more sophisticated decision-making algorithms,
taking into consideration a large amount of
necessary information. The task of the asymmetric
paternalism is, therefore, to “gently” direct
individuals” behavior towards the rational model,
stimulating sufficiently less rational individuals to
improve their choices, simultaneously not harming
the interests of rational individuals (Camerer ef al,
2003, 1219). The goal is not to change behavior, but
rather to direct it so that it could contribute in the
most efficient way to the realization of individual
interests.

As an illustrative example of the asymmetric
paternalism and selective mitigation of irrational
decisions, the so-called legal determination of the
“cooling-off period” in the form of the two possible
alternatives may be mentioned (Camerer et al, 2003,
1240). The first alternative allows individuals an
opportunity to postpone the adoption of certain
decisions after a “cooling-off period”. Another
option concerns making immediate decisions on
the execution of economic transactions, with a
possibility that, during the “cooling-off period”,
they can be subject to change. Let us now take an
example determined by a possibility of a three-
day cooling-off period when buying a new car is
concerned. According to the first option, when an
individual is signing a contract of the purchase of a
car, he can wait, for example, for three days before
he can take the car (during which period he can
change his mind) - the case of the ex ante “cooling-
off period”. Another option implies taking the car
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immediately, provided that it can be turned back
within three days - the case of the ex post cooling-off
period. Thanks to this measure, rational individuals
are imposed minimal costs - the costs of a delay in
purchasing a car for a few days. At the same time,
the “cooling-off period” protects those less rational,
who make decisions in the so-called “hot state”.

Some proof of how asymmetric paternalism
can be helpful in assessing the effectiveness of
government measures and policies can be provided
by the concept of “default options” (Thaler &
Sunstein, 2008). The point of using this institution
is to help individuals overcome ambiguous
situations specific to certain important decisions.
Empirically, the majority of people are found to
pay more attention to the current situation and
current consumption, simultaneously significantly
sacrificing their future needs. Therefore, instead
of a freedom of choice regarding a decision on the
voluntary allocation of work income for pension
insurance, it is more logical to “call out” the
government to make a choice for and instead of an
individual. A well-known solution in this sense,
present in many national legislations, is the one
relating to automatic participation in savings plans
(Rizo & Whitman, 2009, 914; Thaler & Sunstein,
2003, 1172), which excludes errors associated with
inconsistency, the weakness of will, hyperbolic
discounting, etc. Participation by default primarily
starts from the problem of inconsistency over
time, which indicates the need for people’s future
commitment to the postured plans. In the case of
savings in the pension funds, this requires finding
ways to ensure employees’ consent to deductions
from their salaries prior to payment. Thus, the
money is deposited into the pension fund account,
whose mission is to invest in their name.

One of the instruments of asymmetric paternalism
also concerns the compulsory disclosure of certain
information when concluding valuable contracts
connected, for example, with crediting, mortgage,
leasing, as well as the purchases of high-risk goods
and services. In this regard, there is a belief that

the sellers of health harmful products are obliged
to provide citizens with detailed information about
certain risks (with explanations, statistical data,
etc) (Kapeliushnikov, 2015, 93). The information
mandatory disclosure policy is particularly
effective when the issuance of consumer loans is
concerned. Since “wrong” behavior is widespread
in the financial sphere, which produces high
damage, it is recommended that consumers should
be properly informed about all banking products.
This need for information cannot only be reduced
to the fulfillment of the justified demands for the
disclosure of all the relevant information related
to the process of lending. It is more important that
the conclusion of loan agreements, in which the
mandatory elements of standard banking products
will have an advantage over the implicit credit
clauses, should be receive support.

Starting from the fact that the state has discretion
to establish formal institutions and design
paternalistic measures and interventions, its role in
the context of economic and social development can
be considered as crucial (Petrovi¢, 2015, 353). Due
to the accumulated social and economic problems,
as well as to the slow acceptance of the “market”
norms of behavior, it seems that the state of Serbia
and its political authorities are being faced with
the enormous tasks of institutional design, which
will probably affect the models of behavior of
the relevant domestic actors. The process of the
accession of Serbia to the European Union is a
type of the framework for the undertaking such a
reform.

Having in mind all the challenges that the state of
Serbia is being faced with, it seems quite reasonable
that, in the implementation of its program, the
government should identify the key reasons for
economic actors’ “irrational” behavior, with the
intention of taking the full account of the tendency
shown by the majority of the population to
commit behavioral anomalies, within the process
of conceiving and designing activities towards

meeting the membership criteria of the EU. As a
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reminder, during the 2000s, the holders of political
power and a large number of the citizens of the
Republic of Serbia showed, to express it in the
language of behavioral economics, a psychological
tendency to make errors associated with
optimism and hyperbolic discounting. Namely,
an atmosphere was created that the country was
at the door of the European Union and that the
benefits of the membership in this international
economic integration are within citizens’ reach.
The atmosphere exuded the euphoria caused by
the expectations of leaving the Balkan zone of
poverty, which resulted, among other things, in the
numerous behavioral anomalies associated with
the inconsistency and high rate of discounting.
The pronounced impatience was followed by the
adoption of the decisions supposed to immediately
bring certain benefits, whereas the costs
accompanying the decision-making process would
gradually become due over time. In order to enrich
themselves as quickly as possible, too confident
entrepreneurs recklessly resorted to loans and
excessive investment, ignoring the possibility of
the occurrence of undesirable events. The citizens
of the Republic of Serbia also engaged themselves
in imprudent borrowing, which, in addition to the
effects associated with optimistic thinking and
hyperbolic discounting, can also be associated with
the influence of the “hot” psychological condition.
In fact, after a long credit abstinence during the
1990s, with the opening of transitional changes,
the arrival of foreign banks and the expansion of
their numerous financial products, a large number
of Serbian citizens could hardly wait to solve their
housing issues, replace their old vehicles, go on
vacation , buy new furniture, etc. These borrowings
were often done without adequate information
about the cost of a consumer credit, the costs of
the processing and administration, the interest rate
for using credit cards (i.e. the permitted and the
prohibited “in the red” status) which, along with the
numerous hidden fees and charges contributed to a
sharp increase in the citizens’ credit indebtedness.

The tendency to commit behavioral failures was
also a feature of the political power holders. The
excessive expectations regarding the financing of
the projects from the pre-accession funds and the
obtaining of significant resources from the Regional
Development Fund and the Agrarian Fund of the
European Union probably influenced the hasty
adoption of certain decisions with long-term
harmful effects. Within this context, the measures
relating to the liberalization of the market, which
Serbia was committed to when concluding the
Stabilization and Association Agreement with the
European Union, can be especially interesting.
Accordingly, harmonization starts from the
following areas: the protection of competition and
the control of the allocation of state aid (subsidies),
intellectual property rights, public procurement,
standardization and consumer protection. Once
the SAA entered into force, the harmonization
obligation spread to the other areas of the acquis.
The Interim Agreement, which came into force in
January 2009, planned the creation of a free trade
zone between Serbia and the EU for a period of six
years. The deadline for the liberalization of trade
appears to have been too optimistically determined
in relation to the ability of the Serbian industry
and agriculture to adapt to free trade, regardless of
Serbia’s citizens” and politicians” impatience with
a faster completion of the reforms and accession to
the European Union.

In contrast to the mood that prevailed during the
first decade of the twenty-first century, the euphoria
regarding the rapid and cost-effective EU accession
has significantly abated after the outbreak of the
global economic crisis in 2008. One is under the
impression that citizens have become aware of
the fact that the membership in any international
economic integration does not only bring benefits,
but it also generates certain obligations and
increased costs as well, whereas in some cases it also
brings possible negative occurrences. According
to some analysis carried out on the basis of R. M.
Solow’s model, the costs of Serbia’s accession to
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the EU should amount to between 110 and 130
billion dollars in order to reach an average level of
the development of the countries of the European
Union. The cost of legal harmonization with the
EU legislation would amount to about 10% and the
implementation costs to about 20% of that amount,
whereas the largest part of the amount should be
used for the modernization of the economy and the
infrastructure. This would assume an investment
rate of around 30% of the GDP, the savings rate of
about 25% of the GDP, etc. (Markovi¢ & Petrovic,
2016, 157). The awareness of the specificity and
high costs of the accession process can easily result
in the irrational behavior of citizens and political
elites. The specific situation of the economy on the
path towards the European Union can stimulate
thinking about the non-complementarity of the
goals of the state and the population. Therefore,
it is realistic to expect an intensification of the
psychological anomalies related to maintaining the
status quo and pessimistic thinking, as well as the
decision-making models based on the influence of
the less important characteristics of contemporary
phenomena and events. Bearing in mind the
fact that, in certain circumstances, people are
suspicious of novelties and prone to hesitation and
the postponement of making important decisions,
is the all the more present lack of the support of
the citizens of the Republic of Serbia towards the
European Union is not a surprise.

CONCLUSION

This research study points out the importance
of actors’ behavioral models in improving the
comprehension of the real characteristics of the
economic environment. According to the generally
accepted standpoint, economic models need to
reflect the real economic behavior and conditions
of the given economic and social environment.
Although there are many cases in which such
requirements have been met, the impression is
that the formal economic models often fail to find

confirmation in empirical research. The key reasons
for these observations are, among other things,
looking for the sustainability of the mainstream
ontology, based on the homogeneity of the economic
environment and the complementarity of the goals
of the state and economic entities. The assumptions
about the universal principle of maximizing
rationality and homogenous economic decision-
making procedures, whereby the relationship
between the state and economic actors is treated
as a kind of an antagonistic game with conflicting
interests, are in accordance with this.

The question of the real merits of the mainstream
ontology and the methodology established on its
basis makes room for the emergence of alternative
ontology comprehensions. In this context, the
consideration of the ontological structure is
directed towards the elaboration of the behavioral
models that challenge the assumption about the
complete rationality of economic actors and the
homogeneous procedures of economic decision-
making. The reasons for this approach to the
nature of economic behavior should, among other
things, be linked to a number of practical pieces of
evidence suggesting that real economic behavior
often deviates from maximizing the behavior of the
“homo oeconomicus”.

The potentiation of the empirical research results
with respect to the human tendency to behavioral
anomalies inspired the emergence of the conflicting
reactions on the part of economic theorists. On
the one hand, there are those who believe that
challenging the issue of rationality is an attack
on the “hard core” of economic science. On the
other hand, it has been pointed out that insisting
on the strong presence of irrational behavior has
specific instrumentalist importance, which can
also be considered as a message of its own kind of
this paper. The recognition that people can make
choices inconsistent with their “best interests” is
becoming a powerful argument for the inclusion
of the state in the development of measures and
regulations in order to improve their rationality.
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Accordingly, the hypothesis that the behavioral
models are based on the assumption about the
heterogeneity of the economic environment and
the complementary goals of the state and economic
entities represents an adequate instrumental
framework for the implementation of the policy of
asymmetric paternalism.

The findings presented in this paper suggest a need
for a further investigation of the possibilities for the
improvement of the behavioral models by taking
into account the ontological characteristics of the
specific economic and social environments. In this
regard, the efforts aimed at a deeper understanding
and a thorough analysis of the economic decision-
making process, including the identification of a
number of departures from the rational forms of
economic behavior, should be supported. Since the
paper initiates a discussion about certain forms of
psychological “anomalies” from rational behavior
generally present in the behavior of the citizens
of the Republic of Serbia within the process of
adopting the rules and standards of the European
Union, it is reasonable to expect that future
research may be directed towards the identification
of a wider spectrum of the behavioral “anomalies”
that accompany economic behavior in the region.
Research efforts focused on a detailed analysis
and explanation of the external and internal
reasons for irrational behavior could constitute
a suitable basis for designing the measures of
asymmetric paternalism that the Republic of Serbia
should conduct within its strategy of institutional
adaptation to the demands of the market economy.
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