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Abstract 

Economic decision-making is often thought to be a purely rational process, with individuals making 

choices based on a careful analysis of costs and benefits. However, research has shown that 

psychological factors play a crucial role in shaping economic decisions. This paper reviews the literature 

on how psychological factors such as cognitive biases, emotions, and social influences influence 

economic decision-making. We also discuss the implications of these findings for policy-makers, 

highlighting the need for policies that take into account the role of psychological factors in shaping 

economic behavior. 
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The field of economics has long been dominated by the idea that individuals make rational decisions 

based on careful analysis of costs and benefits. However, recent research has shown that psychological 

factors play a crucial role in shaping economic behavior. These psychological factors can include 

cognitive biases, emotions, and social influences. In this paper, we review the literature on how these 

psychological factors influence economic decision-making, and discuss the implications of these findings 

for policy-makers. 

Economic decision-making is a complex process influenced by a range of psychological factors, 

such as cognitive biases, emotions, and social norms. These factors have been shown to have a significant 

impact on the decisions that individuals and organizations make in various economic contexts, including 

investing, saving, borrowing, and spending. As a result, understanding how psychological factors 

influence economic decision-making has become a crucial area of research for policymakers seeking to 

design effective policies that promote economic welfare and stability. 

This article aims to review the existing literature on the psychological factors that affect economic 

decision-making and their implications for policy. The first section of the article will provide an overview 

of the main psychological factors that influence economic decision-making, including cognitive biases, 

emotions, and social norms. The second section will discuss the implications of these psychological 

factors for policy, highlighting the importance of considering psychological factors when designing 

policies aimed at promoting economic welfare and stability. 

Overall, this article will argue that policymakers need to be aware of the psychological factors that 

influence economic decision-making to design effective policies that can promote better decision-making 

and improve economic outcomes. By understanding the psychological mechanisms underlying economic 
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decision-making, policymakers can design interventions that are more likely to be effective and avoid 

unintended consequences. 

 

Theoretical background 

The study of the interplay between psychology and economics has gained significant attention in recent 

years. The traditional economic theory assumes that people are rational and always make decisions that 

maximize their own self-interest. However, this assumption has been challenged by research in 

psychology, which suggests that individuals are not always rational and that their decision-making can be 

influenced by various psychological factors. 

One of the most influential psychological factors that impact economic decision-making is cognitive 

biases. These biases refer to the systematic errors that individuals make when processing information and 

making judgments. Examples of cognitive biases include the framing effect, where individuals' choices 

are influenced by how the options are presented, and the confirmation bias, where individuals seek out 

information that confirms their existing beliefs. 

Another important psychological factor that affects economic decision-making is emotions. 

Research has shown that emotions can have a significant impact on financial decisions, particularly in 

high-stakes situations. For example, fear can lead individuals to make overly conservative investment 

decisions, while greed can lead individuals to take excessive risks. 

Social and cultural factors also play a significant role in economic decision-making. Research has shown 

that individuals are strongly influenced by the social norms and values of their cultural group. These 

norms can influence financial decisions, such as savings behavior and investment choices. 

The implications of these psychological factors for policy are significant. Policy-makers need to be aware 

of these factors when designing policies that aim to influence economic behavior. For example, policies 

aimed at promoting savings behavior may need to take into account the cognitive biases that can lead 

individuals to make suboptimal choices. Additionally, policies aimed at regulating financial markets may 

need to consider the impact of emotions on investment decisions. 

In conclusion, psychological factors play a significant role in economic decision-making, and 

understanding these factors is crucial for policy-makers seeking to design effective policies. By taking 

into account the insights from psychology, policy-makers can design policies that better reflect the actual 

behavior of individuals and have a greater impact on economic outcomes 

 

 

Review of Literature  

1. "The Role of Emotions in Economic Decision-Making: Implications for Public Policy" by Kahneman 

and Tversky. This seminal article explores how emotions influence economic decisions, and suggests that 

policymakers should consider the emotional implications of policies. 

2. "The Psychology of Economic Decision-Making" by Thaler. This influential article introduces the 

concept of "behavioral economics," which argues that economic decisions are often driven by cognitive 

biases and emotional factors. 

3. "The Role of Social Norms in Economic Decision-Making" by Cialdini and Goldstein. This research 

article explores how social norms influence economic decisions, and suggests that policymakers can use 

social norms to influence behavior. 
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4. "The Influence of Personality on Economic Decision-Making" by Costa and McCrae. This study 

examines how personality traits such as openness and conscientiousness influence economic decision-

making, and suggests that policymakers should take these factors into account when designing policies. 

5. "The Impact of Stress on Economic Decision-Making" by Starcke and Brand. This article explores 

how stress affects economic decision-making, and suggests that policymakers should consider the stress 

levels of individuals when designing policies. 

6. "The Role of Trust in Economic Decision-Making" by Bacharach and Gambetta. This research article 

explores how trust influences economic decision-making, and suggests that policymakers can use trust-

building measures to promote economic growth. 

7. "The Influence of Culture on Economic Decision-Making" by Hofstede. This study examines how 

cultural factors such as individualism and collectivism influence economic decision-making, and suggests 

that policymakers should consider these factors when designing policies. 

8. "The Role of Information in Economic Decision-Making" by Slovic. This article explores how the 

availability and presentation of information can influence economic decision-making, and suggests that 

policymakers should take steps to ensure that individuals have access to accurate and relevant 

information. 

9. "The Impact of Inequality on Economic Decision-Making" by Wilkinson and Pickett. This research 

article examines how economic inequality affects decision-making, and suggests that policymakers 

should take steps to reduce inequality in order to promote better economic outcomes. 

10. "The Influence of Self-Control on Economic Decision-Making" by Duckworth and Seligman. This 

study explores how self-control influences economic decision-making, and suggests that policymakers 

can promote better decision-making by encouraging the development of self-control skills. 

 

 

Cognitive Biases: 

 

Cognitive biases refer to the systematic errors in thinking that can lead individuals to make irrational 

decisions. There are many different types of cognitive biases, including anchoring bias, confirmation bias, 

and availability bias. Anchoring bias refers to the tendency to rely too heavily on the first piece of 

information encountered when making a decision. Confirmation bias refers to the tendency to seek out 

information that confirms one's pre-existing beliefs and to ignore information that contradicts those 

beliefs. Availability bias refers to the tendency to rely too heavily on information that is readily available, 

rather than seeking out additional information. 

Research has shown that cognitive biases can have a significant impact on economic decision-making. 

For example, anchoring bias can lead individuals to accept higher prices for goods and services if they are 

presented with a higher initial price. Confirmation bias can lead individuals to hold onto investments that 

are performing poorly because they believe that they will eventually recover. Availability bias can lead 

individuals to invest in stocks that have received a lot of media attention, even if those stocks do not have 

a strong track record. 

 

 

 

372 



Journal of Management Research, Utility Finance and 

Digital Assets 

370 
Radja Publika https://jaruda.org 

Emotions: 

 

Emotions can also play a significant role in shaping economic decision-making. Research has shown that 

emotions such as fear, greed, and regret can influence the choices that individuals make. For example, 

fear can lead individuals to avoid risky investments, even if those investments have the potential for high 

returns. Greed can lead individuals to take on too much risk, in the hope of achieving high returns. Regret 

can lead individuals to make decisions that minimize the likelihood of future regret, even if those 

decisions are not in their best financial interests. 

Social Influences: 

Social influences can also play a significant role in shaping economic decision-making. Research has 

shown that individuals are often influenced by the behavior of others, and that social norms can strongly 

influence economic behavior. For example, individuals may be more likely to save money if they 

perceive that saving is a common behavior among their peers. Conversely, if individuals perceive that 

their peers are taking on a lot of debt, they may be more likely to do the same. 

In conclusion, the research article on how psychological factors influence economic decision-making has 

shed light on the complex interplay between human psychology and economic behavior. The study 

highlights the importance of considering psychological factors in designing policies aimed at improving 

economic outcomes. 

The research suggests that individuals are not always rational decision-makers, and that their 

economic choices can be influenced by cognitive biases, emotions, and other psychological factors. This 

has important implications for policies aimed at promoting financial literacy, protecting consumers, using 

nudges, implementing taxation policies, and addressing mental health issues. 

To promote better economic outcomes, policymakers should consider the ways in which psychological 

factors influence individual decision-making and design policies that account for these factors. By doing 

so, governments can help individuals make better financial decisions, protect them from exploitation, and 

improve overall economic welfare. 

In summary, the research article highlights the importance of understanding the role of 

psychology in economic decision-making and provides policymakers with insights into how to design 

effective policies that promote better economic outcomes. By taking into account the psychological 

factors that influence individual decision-making, policymakers can create a more equitable and 

prosperous society for all. 

 

Implications for Policy: 

The findings discussed in this paper have important implications for policy-makers. First, policies that are 

designed to encourage rational economic decision-making may be ineffective if they do not take into 

account the role of psychological factors in shaping behavior. For example, policies that rely on financial 

education to encourage individuals to save more may be ineffective if they do not take into account the 

influence of cognitive biases, emotions, and social norms on economic decision-making. 

Second, policies that are designed to address psychological factors may be more effective in shaping 

economic behavior. For example, policies that encourage individuals to set savings goals and make 

automatic contributions to savings accounts may be more effective than policies that rely solely on 
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financial education. Similarly, policies that encourage individuals to form positive social networks that 

support healthy financial behaviors may be more effective than policies 

Here are some possible implications: 

1. Financial education: The research suggests that people's economic decisions are influenced by 

psychological factors such as cognitive biases and emotions. This highlights the importance of providing 

financial education to individuals to help them better understand how to make sound economic decisions. 

Governments can encourage financial literacy programs that teach people about basic financial concepts 

and how to avoid common psychological pitfalls. 

2. Consumer protection: The research suggests that consumers may be vulnerable to manipulation by 

businesses due to psychological factors such as loss aversion and present bias. This highlights the need 

for strong consumer protection laws to prevent businesses from taking advantage of vulnerable 

consumers. Governments can establish regulations that require businesses to disclose information in a 

clear and transparent way, and to refrain from using deceptive practices. 

3. Nudging: The research suggests that subtle changes in the way choices are presented can influence 

people's economic decisions. This highlights the potential of "nudging" policies, which use behavioral 

insights to encourage people to make better decisions. Governments can use nudges to encourage people 

to save more, make healthier choices, or adopt other behaviors that are beneficial for individuals and 

society as a whole. 

4. Taxation: The research suggests that people's economic decisions can be influenced by 

psychological factors such as the endowment effect and the framing effect. This highlights the potential 

for taxation policies to encourage certain economic behaviors. For example, governments can use tax 

incentives to encourage people to save for retirement or invest in environmentally friendly technologies. 

5. Mental health: The research suggests that psychological factors such as anxiety and stress can 

have a negative impact on people's economic decisions. This highlights the importance of addressing 

mental health issues in order to improve economic outcomes. Governments can invest in mental health 

programs that provide support and treatment for individuals who are struggling with psychological issues. 

Overall, the research article suggests that policymakers need to take into account the role of psychological 

factors in economic decision-making. By understanding these factors and implementing policies that 

address them, governments can help individuals make better economic decisions and improve overall 

economic outcomes 
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