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If one accepts recent challenges to the assumptive paradigm of economic rationality, does it follow that governments should pursue policies of benevolent paternalism?  By now it is uncontroversial even among many mainstream economists to assert that decision makers in the real world frequently depart from the prescriptions of normative decision theory.  What remains controversial is how that empirical claim is to be interpreted and used in the analysis of economic policy.  There are two main lines of argument based on different interpretations of the experimental record.  Some argue that behavioral economics has succeeded in identifying a body of well-established decision-making biases and that policy decisions, both big and small, should reflect that body of knowledge.  Myopia may motivate forced savings programs; overconfidence may suggest cooling-off periods for large consumer purchases or financial decisions; and decision-making costs may justify shrinking consumer and citizens’ choice sets through regulation.  In an opposing view, some psychologists and economists (many in the Austrian tradition of Hayek) have argued that simple decision rules and aggregates of limited-memory decision makers can achieve remarkably high levels of economic performance and social coordination and, therefore, that governments should be as small as possible.  This paper argues that both points of view rest on an incomplete understanding of bounded rationality and its political-economic consequences.  The mind is not a collection of capacities and limitations.  Rather, it is the match between mind and decision tasks that determines economic outcomes.  The ecological rationality point of view emphasizes interplay between environment and the choosing organism implying ideological neutrality for heuristics, rules of thumb and bounded rationality.  

 

 

 

