
Applying Behavioral Economics in Business 

What is behavioral economics? 
Our story starts with Richard Thaler, the recent Nobel Prize winner in Economic Sciences 
from the University of Chicago. Starting in the 1990's, Thaler challenged the assumption 
at the time common in both business and economics: That buyer's choices are 
predictable based on well-defined and stable, rational preferences. 

Instead, Thaler has consistently argued for a new understanding of buying behavior, which 
has since been come to be known as behavioral economics—a field of study which 
combines insights from psychology, understandings of judgment and decision making, as 
well as base assumptions from economic theory to in turn create a more accurate 
understanding of human buying behavior. 

This came together in his 2008 book, co-authored with Cass Sunstein, entitled Nudge: 
Improving Decisions about Health, Wealth, and Happiness, in which he argued that 
people's buying behavior can be “nudged” by even subtle changes to the context in 
which they are making those buying decisions. 

How do businesses use it today? 
Businesses use this theory in a wide range of applications now, and not just in influencing 
buying behavior. For instance, General Electric years ago decided they wanted to address 
employee smoking, believing it negatively affected employee performance. 

They started with a field test. Employees in the 
treatment group were rewarded if they were able to 
stop smoking: $250 for six months of successfully 
quitting, and $400 for a year of nonsmoking. 
Employees in the control group, however, were not 
rewarded in any way. Perhaps not surprisingly, the 
treatment group was three times more successful in 
quitting smoking, and seeing these results, General 
Electric changed their policy to reward all of it's 
more than 150,000 employees in this way if they 
wished to quit smoking. 

Or consider how McDonald’s for a long time asked customers if they want to super-size 
their order. As it happens, when asked, they often did. Research done by Janet Schwartz, 
however, finds the opposite is also true: When customers in a Chinese restaurant were 



asked if they wanted to down-size their side dishes, up to a third of them did just that—
eating 200 fewer calories on average as a result. 

Coca-Cola has used images of friendship to help create a sense of community around 
their soft drinks—and it has worked. Surveys note that larger percentages of consumers 
find Coca-Cola a “friendly” brand than any other soft drink. 

And Thaler's own research worked similarly. For instance, he looked at a program called 
SMarT—“Save More Tomorrow”—designed to help employees better save by 
automatically increasing what was taken out of their wages and put in savings programs. 
SMarT participants were able to increase the average percentage of their wages put into 
savings from 3.5% to 13.6% over the span of just more than three years—simply because 
it was done for them. Savings rates for those employees who chose not to participate in 
the program, however, remained stagnant. 

So what is nudge theory? 
Nudge theory is a behavioral economics concept, where you propose indirect 
suggestions and positive reinforcement to influence the decision and behavior of 
individuals. Those previous examples are all great examples of nudges. So is where 
people sign a form: Researchers have found that people are more likely to be honest 
when reporting data, such as how many miles they drove in the previous year, if they 
signed their name before filling out the form, as opposed to signing afterward. 

How might you use nudges in your business? 
Of course, companies don't always use nudges wisely or ethically. McDonald’s, for 

instance, has stopped asking customers if they 
want to super-size their order after pressure from 
consumer groups found that the question, while 
good for McDonald’s profits, was directly 
contributing to overeating and America's 
problems with obesity.  
Coca-Cola has embraced images of friends 
sharing soft drinks, which has helped give their  

products a sense of community—but doesn't address all the extra calories their products 
often represent. 

And behavioral economics are by no means easy to apply to your own business. After all, 
it's unlikely that the behaviors you are targeting are one of the above examples, such as 
smoking, savings, or honesty. 



No matter what approach you take, however, research done by Thaler and others shows 
that nudges used wisely—in a way that is backed by research and data—work. Today that 
research might include such varied nudges as the color of the walls in your restaurant (yes, 
certain colors make people more likely to eat more), the temperature of your store (too 
warm or too cold and you may affect buyer behavior adversely), and more. 

Acknowledging that buyer behavior is rarely rational, consistent, or stable is a good place 
to start. From there, look at the studies that might be relevant to your business. What 
changes can you make that might better help nudge buyers to use your product or 
service? 

Run a test—and see what the data tells you. You just might be surprised what small 
changes can make a big difference to your business. 
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