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Abstract: Behavioral development economics promotes the nudge theory as a mechanism to incor-
porate people’s cognitive biases, steering their behavior in the desired direction through coercive
state intervention. Cognitive biases become a reason to doubt the efficiency of decision-making
psychology in the free market process. A fundamental assumption of this approach is that political
decision-makers know the people’s means and ends in ways that protect them from cognitive biases.
This article reviews and discusses the nudge theory, based on the boost theory developed by the
Austrian School of Economics. The boost theory consists of a comparative institutional perspective to
provide the empowerment people need to realize their errors and correct them “on the fly” to cultivate
economic development. It is argued that the nudge theory overlooks the cognitive biases of political
decision-makers, neglects the comparative perspective of the institutional environment in the face of
such biases, and does not consider how construction of on-the-fly judgments works. After reviewing
the principles of the nudge theory, its main criticisms from the boost theory are discussed, forming
novel conclusions about and research avenues on behavioral development economics, according to
the steering or empowering quality of the institutional environment.

Keywords: entrepreneurship; judgment; institutions; cognition; psychology of decision-making;
behavioral economics; decision environment; economic development

1. Introduction

It is not difficult to find evidence that people often make decisions that harm their well-
being or the well-being of others [1,2]. These “cognitive biases” are the psychological effect
that distorts our perception of reality, such as systematic misinterpretations of the available
information that influences processing thoughts and making decisions and judgments [3–5].
Cognitive biases occur when our brain disrupts its evaluations, perceptions, decision-
making psychology, and memory itself. It is the case, for example, of people who support
or oppose a specific topic and not only seek information to reinforce their thesis but also
interpret it in a way that defends their preconceptions. Many people maintain established
behaviors unless there is a compelling incentive to change. Some people make weak
financial decisions, such as not saving enough for retirement. Others have unhealthy
lifestyles, and a few adopt green behavior to protect the environment. As some behavioral
economists say, cognitive bias raises “serious questions about the rationality of many
judgments and decisions that people make” [2]. The experimental evidence seems to
support the existence of scenario patterns in which judgments and decisions were not based
on predictability according to “rational choice theory” [6–8]. This evidence supported these
differences by finding the key to heurism, intuitive processes that are usually the source of
systematic cognitive biases.
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In the past decade, development economics has increasingly incorporated the theories
and methods of behavioral economics, giving birth to behavioral development economics
as a subfield to analyze questions about economic development. A recent body of work
suggests that living in poverty can directly affect cognitive function and economic be-
haviors, potentially exacerbating cognitive biases and deepening poverty [9–13]. Poverty
impedes the cognitive function of the poor by capturing human minds with money-related
thoughts, thus mental bandwidth available for other tasks is reduced. If poverty itself
can degrade decision-making quality and reduce productivity, cognitive biases become a
reason to doubt the dynamic efficiency of decision-making psychology in the free market
process [14]. In this sense, behavioral development economics promotes nudge theory to
suggest several ways coercive state interventionism can steer people’s behavior towards
abolishing cognitive biases in welfare-promoting directions. A fundamental assumption of
nudge theory is that benevolent political decision-makers diligently structure nudges to
steer ends consistent with the ultimate goals and people’s objective judgments as to the
driving force of economic development [15–18]. However, is it reasonable to take at face
value the assumption that political decision-makers know the people’s means and ends in
ways that protect them from cognitive biases?

This article reviews and discusses the nudge theory based on the boost theory devel-
oped by the Austrian School of Economics. The boost theory consists of a comparative
institutional perspective to empower people to realize their mistakes and correct them
on the fly (i.e., an open-ended learning process) to cultivate economic development. It is
argued that the nudge theory overlooks the cognitive biases of political decision-makers,
neglects the comparative institutional on the private property rights perspective, and does
not consider how the construction of on-the-fly judgments works. The second section
explains the theoretical framework and methodology used in the research. After reviewing
the principles of the nudge theory, the third section addresses the boost theory from an
economic and psychological point of view to compare its main conclusions with the nudge
theory. The concept of cognitive bias is applied to political decision-makers to explain
how the theoretical application of steering and empowering affects the psychological
self-confidence of the poor to cultivate economic development. The fourth section then
addresses the broader question of market failures, and the state’s role in defining steering
and empowering people’s judgment and behavior in economic development.

2. Theoretical Framework and Methodology

This review uses the economic theory of the Austrian School of Economics (well
known as Austrian Economics) and some other fundamental principles of political econ-
omy and psychology of decision-making [19–22]. In this way, a robust theory of economics
and psychology is used to understand and interpret economic development sustainability.
Unlike the physical sciences, the human sciences begin with individuals’ subjective pur-
poses and plans. Subjectivism implies that human action begins an open-ended evolving
process, where time cannot pass without modifying knowledge. Social reality can be
seen as a kaleidic society, interspersing its moments or intervals of subjective perspectives
order with sudden disintegration and cascading into new patterns. Economic logic is an
evident and indispensable truth for all human minds, centered on action cognition. That is,
there is something that consciously points to ends. As a result, the goal of the sciences of
human action is intelligibility (pattern predictions) from chains of cause and effect, which
constitute and generate a definite process driven by the purposefulness of human action.
The usefulness of quantitative prediction is auxiliary and illustrative to economic theory:
a behavior change is linked to a change in knowledge, and future knowledge cannot be
obtained before its time. While some of these essential principles are widely known, others
are an “open secret”, especially for all those who fall into the trap of feeding populist
demagoguery by creating false and unattainable expectations. The latter is the case of
omnipotent and meddlesome states that steer a set of default values on the poor through
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dispense subsidies and privileges, whose institutional coercion is the essence of poverty
and underdevelopment [23,24].

3. Review Key-Points, Literature and History
3.1. The Nudge Theory: The Behavioral Development Economics Approach

From the earliest work in economics, many theorists explained that people can make
judgment errors and that the institutional and cultural environment shapes their cognitive
function [9,25]. Yet, economists such as Walras, Edgeworth, Jevons, Marshall, Fisher, and
Pareto, among many others, were pioneers in introducing mathematical methods into
economics, beginning to build neoclassical theory in the 1870s with a different approach
to people’s behavior [26–28]. Neoclassical theory assumes that people have unbounded
rationality and exogenous judgments in an environment of given ends and means. The
homo economicus approach to a rational choice theory promises to explain and predict
the best alternative for people in their social and economic activities through hypotheses
and models [29,30]. Regardless of how many economists believe that rational choice theory
adequately describes how people make decisions in real life, adopting the neoclassical
approach is widely accepted as the best behavior model in economic contexts [31,32].
Following these patterns, growth and development economics apply neoclassical theory to
rational choice problems in the market through empirical work, especially experiments or
quasi-experiments. Although the field of experiments is considered fundamental to steer
market outcomes, studies generally show that individual rationality does not contribute to
an efficient global market equilibrium [33,34].

In recent decades, economists have attempted to explain changes in people’s behavior
into neoclassical theory [35]. It began with psychologists Daniel Kahneman and Amos
Tversky, who studied the rational choice theory delusions [36,37]. Their research led to new
works integrated into behavioral economics, an economics-based psychology discipline,
and discarded the homo economicus approach to propose that people can be irrational,
quasi-rational, or possess limited rationality [38,39]. Hence, rational choice problems are
due to cognitive biases, a systematic misinterpretation of available information that affects
thought processing in people’s judgment and behavior. Cognitive bias arises from various
cerebral processes that are sometimes difficult to distinguish. These include information
processing through shortcuts, emotional and moral motivations, or social influence. Conse-
quently, behavioral economists try to identify the systematic cognitive errors of people in
their decision-making and, thus, promote public policies to encourage some behaviors and
repress others [40].

Many neoclassical development economists have recently incorporated behavioral
economics theories and methods into the psychology of poverty, giving rise to the subfield
of behavioral development economics [10,41]. This body of work suggests that living in
poverty can undeviatingly affect cognitive function and economic behaviors, exacerbating
cognitive biases and deepening poverty. For example, a poor person is worried about pay-
ing rent, their children’s college fees, cellphone bills, or an adverse illness. Any unexpected
shock could cause their financial ruin. In this sense, poverty itself generates cognitive biases
among the poor, degrading their quality of decision-making and reducing their produc-
tivity. If the cognitive ability of the poor is limited to money-related thoughts, the mental
bandwidth available for other tasks is low [42]. Poverty poses many other deprivations and
potentially detrimental situations, such as low income, malnutrition, unhealthy lifestyle,
high levels of stress, and lack of access to education and medical care [43–45]. Moreover,
poverty usually leads to social stigma, shame, and social exclusion, which then turn into a
financial constraint that could raise cognitive biases in harmful decision-making. Many
poor people are exposed to these factors above, so it would be valuable to highlight the
link between them in the poverty jam.

Behavioral development economics is built on the premise that “in many cases, in-
dividuals make pretty bad decisions–decisions they would not have made if they had
paid full attention and possessed complete information, unlimited cognitive abilities, and
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complete self-control” [2]. Cognitive biases can perversely influence how the poor face
self-control problems, such as financial decisions and political processes [46–48]. The behav-
ioral development literature points to accepting these problems as given and challenging
to eliminate, arguing that steering the poor is an effective and ethical strategy for political
decision-makers [49,50]. It is the nudge theory that explains how political decision-makers
can design institutional mechanisms to steer (govern) the behavior of the poor towards
improving well-being at both individual and group levels [51]. On the one hand, the
nudge approach assumes that the ends and means of the people are given to the political
decision-maker. On the other hand, its promise to generate efficient development policy
mechanisms is driven by coercive state intervention. Steering pursues well-intentioned
political goals, which do not conflict with the well-being of the poor.

Nudge policies that preserve the freedom of choice of the poor by implementing easily
reversible options are often part of the so-called soft or libertarian paternalism [1,52]. The
classic example of libertarian paternalism is a policy with an automatic default option
that forces some outcomes but allows people to opt out of the default rules. Libertarian
paternalists suggest that the nudges will be better if they set default values on the poor
welfare enhancement option. If individuals remain free to deviate from the default option,
they argue, the libertarian should not be bothered by this paternalistic form of coercive state
intervention in the economic system. In contrast, the imputation policies that influence coer-
cive judicial orders (e.g., regulations or taxes) are called hard or socialist paternalism [53,54].
If socialist paternalists consider that the poor often produce suboptimal outcomes by the
political decision-makers criteria, coercive state intervention must “help” the poor make
their decisions to reduce systematic cognitive biases in the way they think. The goal of
socialist paternalism is to steer the poor out of cognitive biases in welfare-promoting direc-
tions. Despite the apparent differences, libertarian and socialist paternalists agree that it is
wrong or old-fashioned to claim that nudge designers cannot steer and develop market
outcomes [55]. These two political approaches to nudge theory have a substantial influence
on public policy debates worldwide.

3.2. Nudge versus Boost: Retrospect and Prospect

In behavioral development economics, nudging involves changing the environment
where people make decisions to bridge poverty and development gaps [56]. The funda-
mental assumption is that market participants have cognitive biases, which psychologically
well-informed regulators should rectify. If political decision-makers know people’s ends
and means (at least, better than people do!), they can defeat cognitive biases to cultivate
economic development through coercive state interventionism [57]. However, is it reason-
able to take at face value the assumption that political decision-makers know the people’s
means and ends in ways that protect them from cognitive biases? The scientific significance
of this question lies in the fact that the knowledge of the environment that regulators must
make use of only exists as scattered fragments of incomplete and often contradictory knowl-
edge that people possess. Society’s main problem is not simply a problem of allocating a
“given” range of people’s ends and means, if “given” is understood as given to a single
mind deliberately solving the poverty problem posed by these “data”. Instead, the main
problem is how the institutional environment based on private property rights can ensure
the best use of the resources known to any of the members of society, for purposes whose
relative importance only these individuals know. As Hayek writes, “it is a problem of
the utilization of knowledge not given to anyone in its totality” [58]. Most importantly,
without the institutions of private property rights, there would be no price coordination,
and without price coordination, no resource allocation problem could be solved by the
given resource thesis of the paternalists.

Regardless of their intentions, political decision-makers also consist of imperfect
actions with cognitive biases, making it evident that the nudge theory has some biases and
delusions for behavioral development economics. Austrian Economics offers an alternative
to libertarian or socialist paternalism: empowering people to avoid their cognitive biases
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on the fly (i.e., an open-ended learning process) to improve their well-being without
coercive state interventionism [59]. The boost theory explains how people undertake
entrepreneurship to identify human problems and how the institutional environment
empowers people’s ability and willingness to solve them. The following economic and
psychological analysis presents the boost theory from Austrian Economics and contrasts its
main findings on cognitive biases, institutional environment, and construction of on-the-fly
judgments with the nudge theory. The central issue in the discussion between steering
and empowering the rationality of people is the extent to which people can overcome
their biases and cultivate economic development. On the one hand, steering implies that
humans are essentially hostages to a fast and automatic cognition system. On the other
hand, empowering implies that individual decision-making and motivation skills can be
improved through the institutional environment, building and expanding people skills and
psychological self-confidence through the entrepreneurial market process.

3.2.1. The Boost Theory: The Economic Point of View

Austrian Economics places entrepreneurship as the driving force of economic phenom-
ena [21,22,60,61]. The term entrepreneurship “as used by [economic] theory means acting
man exclusively seen from the aspect of the uncertainty inherent in every action” [20]. In
this broad sense, all human action implies entrepreneurship as a chosen behavior in an
open-ended evolving process in which the actor devises in advance based on a precon-
ceived project. People continually make decisions that rely on their subjective interpretation
of past and present data and apply judgment to imagine the uncertain future [62,63]. The
judgment is a subjective assessment of the suitability of the means that the actor owns and
controls to achieve his ends. While the ends are human problems that people judge worth
solving, the means are the tangible or intangible goods that people judge useful to achieve
the most valued ends as solving human problems. What the actor judges as a human
problem (choice of ends worth solving) and how to solve it (choice of means) depend on
a dynamic process of classification of stimuli in cognitive maps, incorporated in memory
through judgments on the fly according to the environmental contexts that produce the
phenomenological experiences [64]. The set of human problems and the possible resources
and strategies to solve them are unknown ex ante.

The concept of entrepreneurship implies that the actor has private property rights
over their body and mind [65,66]. When the actor judges an unsatisfactory situation in
the environment worth improving, they create information on the fly in their mind. En-
trepreneurship is inherently creative, especially through “learning by doing” and “learning
by seeing” as a kind of filter for the cognitive impulses of the environment. The actor has
private property over the results of their entrepreneurial creativity because they judge what
a human problem is and how to solve it. However, people have infinite human problems
and scarce means for solving them. People also do not have the cognitive skills or stability
to independently solve all their human problems. People realize that the best way to solve
their problems is by cooperating with others: a mutually beneficial exchange implies that
both parties value what they receive more than what they give in return. In other words,
people judge that to solve their human problems, they must direct their mind first to solve
the problems of others, developing the specialization and division of knowledge (well
known as the division of labor). This explains why entrepreneurship cultivates the market
process as voluntary exchanges of private property rights [67,68]. The market process is the
consequence of mutual recognition of the private property rights of the parties, forming
the price system as historical exchange relations in monetary units. Prices are signals
about people’s judgments, participating in the market or refraining from doing so, making
feasible the economic calculation to estimate the anticipated future results of the different
action plans. The economic calculation consists of expectations and accounting, which
saves scarce resources [69]. Specifically, the profit and loss accounts are the entrepreneurial
returns from solving human problems as a compass on what to produce (consume), how to
produce (consume), and what quantity and price.
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Once price signals are transmitted in the market process, entrepreneurship cultivates
social coordination, as suppliers and demanders solve human problems. The coordinating
effect does not refer to the static “equilibrium” of the fictitious supply and demand curves;
it refers to entrepreneurial gains and losses through economic calculation. If people are
sovereign of their private property rights, the market tends to discipline and coordinate
action plans, reducing ignorance to identify socially valued human problems and solve
them creatively [21]. Cognitive impulses can also serve as stimuli, creating other impulses
on the fly, which act as intermediaries between the supply and demand dispositions of the
market. These stimuli lead to higher orders of classification and an enormous increase in the
complexity of the economic system [70,71]. The cognitive feedback of the brand-new market
conditions serves as a platform for subsequent trials to identify and solve increasingly
complex human problems. In this sense, economic development is the entrepreneurial
widening range of alternatives open to people as more and better solutions to human
problems, including the prosaic (more and better food and clothing alternatives) to the
deeper (more and better work, housing, education, health, and security alternatives, along
with better care of the environment) [72,73]. The more solutions open to people a society
has, the more developed it will be. Accordingly, there can only be economic development if
coordinating the supply and demand solves human problems. This process is dynamically
efficient because profits (losses) depend on how well (bad) entrepreneurs consistently meet
the needs of others.

In this sense, the boost theory is a developing research program within Austrian
Economics, which explains how the institutional environment empowers entrepreneur-
ship to cultivate economic development [74]. From the boost theory standard, economic
development is only possible when (1) private property rights are secure in an organized
society through contractual ties, and (2) aggressions on private property and the violation
of contracts are punished [75,76]. An institutional environment conducive to secure private
property rights empowers entrepreneurial confidence and cognitive stability to cultivate
economic development, reducing transaction costs and uncertainty. Alternatively, an insti-
tutional environment hostile to private property raises confiscation risks: the possibility of
people being deprived of their property. Some examples of confiscation risks are lack of
public order (i.e., crime and street violence) and legal equality (the rule of law), institutional
and public financial instability, unstable monetary conditions, and confiscatory policies
of tax hikes and regulations [77]. The fundamental principle is that the higher risks of
confiscation tend to increase political and economic uncertainty and, consequently, the
cognitive instability of entrepreneurship. It is usually anticipated discoordination between
the supply of demand for solutions to human problems and decreasing people’s well-being.
The higher confiscation risk of private property means restricting entrepreneurship in some
economic system areas [21]. If there is no free entrepreneurship, the market process is
restricted because there are no voluntary exchanges of private property rights. Every step
away from private property rights is a step away from saving resources. As a result, the
price system and economic calculation will be impossible in restricted areas, generating a
dynamically inefficient process of social incoordination [78–81].

3.2.2. The Boost Theory: The Psychological Point of View

From the boost theory, economic development is based on psychological empower-
ment, defined as the self-confidence in one’s abilities, capacities, and judgment to face life’s
challenges and thrive and the willingness to act accordingly [82]. Empowerment refers
to the attitude that allows entrepreneurs to have a positive but realistic judgment of their
abilities to identify and solve human problems. How does psychological empowerment
emerge? Entrepreneurs face a natural environment (e.g., climatic conditions, geophysics,
natural disasters, flora and fauna, life cycle, and diseases) and a social or institutional
environment, defined as “the humanly devised constraints that structure political, eco-
nomic and social interaction. They consist of both informal constraints (sanctions, taboos,
customs, traditions, and codes of conduct), and formal rules (constitutions, laws, property
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rights)” [83]. However, the most significant determinants of empowerment are “people’s
economic attitudes, their social institutions and political arrangements, and to a much
lesser extent natural resources and external market opportunities” [84]. The institutional
environment arises to face the restrictions of the natural environment on people, which
implies human problems to be solved with less uncertainty and transaction costs. The insti-
tutional environment is crucial for the self-confidence of entrepreneurs, particularly in poor
countries. There is a relationship between secure private property rights and psychological
empowerment [85,86]. When institutions secure private property rights, entrepreneurs are
on the way to developing self-confidence and judgments on the fly, receiving a solid base
to compete in the process of social coordination.

Although empowered entrepreneurs may have unrealistic expectations, they remain
self-confident when some of their expectations are not met. Self-confident entrepreneurs
are willing to risk the disapproval of others because they generally offer alternatives open
to people under uncertainty. These beliefs are the basis of reducing ignorance on the fly and
the origin of people’s judgment [87,88]. Expectations determine the actor’s judgment on the
fly as the ability to react to new ideas, plans, or projects that promise profits. Self-confidence
is not necessarily a general characteristic that permeates all aspects of an entrepreneur’s life.
Typically, entrepreneurs should have some areas of their lives in which they feel confident,
for example, accounting, finance, human resources, sales, and marketing, while at the same
time they should not feel confident at all in other areas, for example, increasing some of
the confiscation risks to private property rights through coercive state interventionism.
If institutions are excessively critical or hostile to private property rights or paternalistic
and discourage movements towards entrepreneurship independence, people may believe
that they are incapable, inadequate, or inferior to the political decision-makers. When
entrepreneurs judge the higher risks of confiscation to their productive activity, they become
less empowered and depend excessively on the ups and downs of political decision-making
to survive in an environment of higher political and economic uncertainty [89]. Consider
an institutional environment of lack of public order and legal inequality. If this is the
case, entrepreneurs tend to avoid taking risks because they fear losing their investments
at the hands of criminals or the arbitrariness of political decision-making, weakening and
disregarding promises of profit as more restricted identification and solution of human
problems [90,91].

3.2.3. Empowering Economic Development

Figure 1 shows the chain of causality on how the boost theory’s economic and psycho-
logical points of view complement and reinforces each other to explain the entrepreneurial
process of economic development. The essential point is that the institutional environment
concerns people’s judgment of which human problems are worthwhile and the solution
that promises profit. People’s judgment creates knowledge, providing meaning to the
cognitive impulses on the fly from the natural and social environment. The more people
firmly believe that economic outcomes are highly dependent on their entrepreneurship
(rather than external factors such as luck and confiscation risks), and the more they be-
lieve they can carry out their action plans successfully, the higher their self-confidence
for learning by doing and learning by seeing. Although empirical psychological studies
have shown that entrepreneurs have a high sense of internal control and personal efficacy,
the meaning of the judgment on effectiveness in identifying and solving human problems
explains entrepreneurship [92–94]. As a state of mind associated with cognitive readiness,
judgment is necessary for learning because it allows the unsuspecting learner to extract
and develop knowledge about the promises of profit from their environment, sometimes
without prior intention to learn.
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The institutional environment conducive to secure private property rights is a neces-
sary and sufficient condition to cultivate economic development [21,22,60]. It is necessary
because private property rights empower self-confidence and entrepreneurship in an econ-
omy without the confiscation risks. It is also sufficient because the physical and legal
security environment empowers savings, investment, and mutually beneficial exchanges
on the fly. Private property rights cultivate economic behavior through empowering the
entrepreneurial market process, exploiting promises of profit as more and better solutions
to human problems that are increasingly open to people. Empowering entrepreneurial
competition cultivates economic development because it disciplines the reputation of the
participants, coordinating the supply and demand for solutions to human problems through
the price system and economic calculation. The resulting market conditions provide the
cognitive feedback for the emergence and cultivation of evolutionary social institutions
(i.e., language, moral standards, law, market) to deal with uncertainty through increasingly
complex solutions to human problems [95].

The empirical evidence shows the cognitive feedback between the institutional en-
vironment, self-confidence for entrepreneurship and economic development [96–100]. If
the smallest minority is assumed to be the individual, those who deny the private prop-
erty rights of individuals cannot also claim to be defenders of minorities. Some cognitive
biases are unlikely to change because they benefit the group in power (members of the
majority group). In such cases, there should be legislation protecting the private property
rights of minorities. Secure private property rights have fostered massive reductions in
transportation and communication costs over the last half-century, providing the basis
for the remarkable increase in economic development and incomes of all the world. As
people have an environment of secure private property rights, the extent to which people
perceive that they have a free choice has increased, leading to higher levels of happiness
and human development. The empirical bias is toward highly decentralized political
decision-making systems to empower entrepreneurship to widen people’s access to more
and better solutions to human problems, and against centralized political decision-making
systems that steer default options in society.

3.3. Steering or Empowering Decision-Making

The previous sections reviewed two different approaches to behavioral development
economics. On the one hand, nudge theory consists of a new form of paternalism, built on
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behavioral economics evidence that entrepreneurship is affected by cognitive biases. Behav-
ioral paternalists argue that policies to correct these biases could result in better decision-
making and well-being. On the other hand, the boost theory consists of a framework based
on how the institutional environment empowers entrepreneurship and cultivates economic
development, challenging the nudge theory’s core argument. If cognitive biases can justify
paternalism, then paternalists should coercively intervene in all areas of human life. The
growing list of cognitive biases serves as a “surprise bag” of deviations from “rationality”
(i.e., they do not make errors) [101–103]. However, the deviations indicate judgments that
differ from what economists have historically assumed. Yet, why? It is seldom explained
that rationality is a unique and technical concept created by mathematical economists to
build models in static equilibrium situations, where the psychological composition of ends
and means are given. If paternalists assume that they know people’s “true” judgments, is it
reasonable to take at face value the assumption that political decision-makers know the
people’s ends and means in ways that protect them from cognitive biases? Why should
coercive state interventionism steer entrepreneurship?

Table 1 shows the controversy in behavioral development economics around the
steering and empowering criteria on cognitive biases, the institutional environment to face
such biases, and how construction of on-the-fly judgments works. First, the concept of
cognitive bias for decision-making psychology is the starting point for both steering and
empowering criteria [104]. The steering criteria argue that, as behavioral findings show,
contrary to the equilibrium models used by mathematical economists who treat people
as entirely rational, real people are not wholly rational. It follows that decision-making
psychology can produce suboptimal outcomes because people can be irrational, quasi-
rational, or possess limited rationality due to systematic cognitive biases in the economic
way of thinking. Thus, the more modern form of paternalism assumes that people usually
make decisions that are not good. It is treated as if any deviation from what paternalists
denominate “true” judgments lacks rationality or some cognitive bias [105]. However, the
paternalistic ideal is paradoxical. The political decision-makers are themselves people and,
therefore, have cognitive biases! If cognitive biases afflict all people, political decision-
makers should explain why they do not have such biases. They do not explain it because
they cannot. If they recognize that they too have cognitive biases, their whole model will
be crumbled. In this regard, steering an architecture of choices to approximate people’s
‘true’ judgments implies intellectual naivety, dictatorial arrogance, or both.

Furthermore, the empowering criteria reply that the psychology of decision-making
is always rational. Entrepreneurship means judging human problems ex ante with the
promise of solving them and obtaining ex post profits [106,107]. An action plan is driven by
the promise of profit based on the actor’s knowledge when undertaking it. The actor can
judge ex-post that he makes an error in the choice of means to solve a human problem, that
is, the subjective costs exceed the expected profits and, therefore, incur losses. If the means
are inconsistent with the ends pursued, the result will not be expected. An inappropriate
action may be contrary to the purpose, but it is rational because it is the outcome of reasoned
deliberation by the actor, although defective and ineffective, to achieve a defined end. Thus,
an irrational event is incompatible with entrepreneurship as the purposeful human action
of any individual always constantly chooses his ends and means. Irrationality corresponds
to involuntary reactions to external stimuli from the world of natural sciences. It implies
that calling entrepreneurship irrational is arbitrary.

Second, the steering criteria neglect the comparative perspective of the institutional
environment to cultivate economic development [108,109]. If there is an objective way to
behave, and if people are not behaving that way, if they are not maximizing their life, that is
somehow an irrational decision based on cognitive biases. A simple solution is to change the
architecture of choice. Paternalists usually focus their research on designing coercive state
interventions to steer people’s decision-making through default rules [110,111]. However,
the empowering criteria reply that before discussing the public policy itself and whether
the architecture of choice can be calibrated fittingly, the behavioral economist should
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ask: where does this assumption come from that people should be calibrated? There
are two senses in which the steering criteria see human beings as puppets. One is to
control them and make sure they do what the paternalist judge should be doing, acting
according to their true judgments. It also makes them the same puppets or cartoons as
mathematical economics, conceiving people as neoclassical rational agents. The steering
maxim is “we press you for your good”, providing “the most beneficial outcome for
all involved”. However, as we ignore what we ignore and modern computing cannot
save us from it, public policies will be inexorably arbitrary. The impossibility of economic
calculation will arise in institutional environments hostile to private property rights [81,112].
The empowering criteria place the comparative perspective of the institutional environment
as essential for cultivating economic development. There is a big difference between, on
the one hand, a competitive market process with low confiscation risks in which many
architects make decisions induced by the forces of supply and demand and, on the other
hand, a market intervened by the confiscation policy, designed explicitly to steer people
into the same architecture of choice.

Table 1. The key criticisms of the steering criterion from the empowerment criterion for behavioral
development economics. Own elaboration.

Key Points Steering Criteria Empowering Criteria

Cognitive biases in
decision

-making psychology

Decision-making psychology can produce
suboptimal outcomes because people can be
irrational, quasi-rational, or possess limited

rationality due to systematic cognitive biases in
the economic way of thinking. Any deviation

from what paternalists denominate “true”
judgments lacks rationality or

some cognitive bias.

The paternalistic ideal is paradoxical. The
political decision-makers are themselves people

and, therefore, have cognitive biases! If they
recognize that they too have cognitive biases,
their whole model will crumble. Steering an

architecture of choices to approximate people’s
‘true’ judgments implies intellectual naivety,

dictatorial arrogance, or both.

The role of the
institutional

environment in political
decision-making

The steering criteria neglect the comparative
perspective of the institutional environment to
cultivate economic development. Paternalists

usually focus their research on designing
coercive state interventions to steer people’s

decision-making through default rules.

The empowering criteria place the comparative
perspective of the institutional environment as
essential for economic development. There is a

big difference between, on the one hand, a
competitive market process with low

confiscation risks and, on the other hand, a
market intervened by the confiscation policy.

The role of freedom in
behavioral development

economics

The steering criteria do not consider how
judgments construction on the fly works. If

cognitive biases can be enough to justify coercive
state interventionism for people’s good,

behavioral economists have not adequately
addressed how the mind works.

Judgments emerge on the fly as a process of
increasing classification that generates

phenomenological experience, expectations, and
learning by seeing and doing. Like two

snowflakes, no two individuals are identical.
Each person’s mental storage of classification is

subjected to a continuous gradual change
according to their judgments under uncertainty.

Finally, the steering criteria do not consider how construction of on-the-fly judgments
works. If cognitive biases can be enough to justify coercive state interventionism for
people’s physical or moral good, behavioral economists have not adequately addressed
how the mind works [113,114]. They have challenged the idea that people are necessarily
acting according to their subjective judgments, saying: “People make errors, and that means
there is room to step in to try to correct those current and potential errors”. Even if people
behave irrationally due to cognitive biases, that does not give the analyst or the politician
the right to determine which lifestyle is correct. Likewise, political decision-makers also
have cognitive biases, so it is logically impossible for them to know the ends and means of
other people. Suppose most confiscation policies tend to be standardized according to the
type of person, firm, or industry. If this is the case, paternalists who suffer from cognitive
biases must solve the problem of the heterogeneity of people’s subjective judgments. How
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do the true judgments of people differ? How do biases differ? How do the self-correction
policies differ? When paternalists intervene by steering some people, will they harm other
people? How are paternalists going to weigh those profits and losses against each other?
Political decision-makers’ knowledge problem means that it is doubtful that paternalists
will answer any of those questions.

How are judgments built? The empowering criteria state that people’s subjective
judgments are built on the fly in a dynamic classification process and feedback with the
natural and social environment. Following theoretical psychology, there are two different
orders: (1) a physical order, which is manifested through the natural sciences, and (2) a
sensory order, which people experience through the senses [115,116]. The sensory order
involves a chain of events in an organism, which is somehow related to the physical order
in the external and internal environment that the actor experiences. The central nervous
system is a giant mechanism for classifying cognitive impulses due to combinations of
complex systems of neural connections. Receptor organs sensitive to stimuli tend to
become excited, sending a sequence of sensory impulses through the massive network of
interconnected neurons. Each stimulus causes initial sensory impulses and then subsequent
repetitions of them, and these form patterns between the increasingly complex classification
levels that constitute the neural network and people’s judgments [117]. These judgments
emerge on the fly as a process of increasing classification that generates phenomenological
experience, expectations, and learning by seeing and doing. Like two snowflakes, no two
individuals are identical. Each person’s mental storage of classification is subjected to a
continuous gradual change according to their judgments under uncertainty. It is inevitable
to recognize that libertarian etiquette paternalism seeks to steer people according to the
interests of political decision-makers. If there are no “optimal” behaviors, there is no
freedom to choose when experts steer people’s possibilities.

4. Discussion and Proposals

Poverty and extreme poverty in Latin America reached levels in 2020 that have not
been observed in the last 20 years, amid a worsening of inequality indices and employment
and participation rates for working, especially in women, due to the COVID-19 pandemic
and despite the emergency social protection measures those countries have adopted to stop
it [118,119]. Due to the powerful economic recession in Latin America, which will register
a drop in GDP of −7.7%, it is estimated that in 2020 the extreme poverty rate will stand at
12.5%, and the poverty rate will reach 33.7% of the population [120]. This means that the
total number of poor people reached 209 million at the end of 2020, 22 million more than
the previous year. Of this total, 78 million people found themselves in extreme poverty,
8 million more than in 2019 [120]. Faced with this situation, behavioral development
economics explains that living in poverty can exacerbate cognitive biases and irrational
behaviors, deepening poverty in a vicious cycle of lack of money and frustration. Nudge
theory argues that coercive state interventionism is fundamental to steer the decision-
making of the poor towards ends that improve their material and spiritual condition.
Steering consists of default rules defined by political decision-makers to protect the poor’s
cognitive biases and irrational behavior.

In public policy, the nudge theory combines the psychological approach of cognitive
biases and the theory of market failures, which is understood as a situation that happens
when the market is unable to optimally correct the poor’s lack of rationality in their
economic behaviors [121,122]. The nudge theory approach to public policy begins with
the model of perfect competition: a static situation in which there are numerous suppliers
and demanders, in addition to an equilibrium price and quantity. The model’s main
characteristics are that the agents are price-accepting (i.e., they do not compete in the real
sense of the word) and have perfect information, the goods offered are homogeneous, and
there is an absence of technological or legal barriers to entry or exit in the market. Since the
model’s assumptions do not happen, behavioral economists generally complain of failures
when the market cannot allocate resources “optimally as predicted by the model”. People
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are irrational, quasi-rational, or have limited rationality in a market failure situation. Thus,
cognitive biases are detrimental to their well-being. If the model assumes that information
about the ends and means of the poor is given to political decision-makers, behavioral
economists use it to recommend steering people out of poverty. However, what does the
boost theory say about market failures? What are the proposals to correct them from the
empowering point of view?

As explained in the previous section, the nudge theory has three insurmountable
problems due to paternalistic cognitive biases: (1) the nudge theory ignores the paternalistic
cognitive biases, (2) it neglects the comparative perspective of the institutional environment
in the face of such biases, and (3) does not consider how the construction of judgments
works on the fly. Fundamentally, the logic of human problem solving is a dynamic process
of rationalization or reconstruction of situations in the natural and social environment.
When people talk about a human problem, it is almost always done retrospectively, but an
exact solution cannot be determined in advance [123,124]. Because different people face
different human problems, there is a division or distribution of knowledge in society. The
nature of people’s judgments communicated in society is subjective. There is no limit to the
enrichment of the social stock of knowledge, except for the practically unexplored frontiers
of the nudge theory on how an institutional environment hostile to private property rights
makes the genuine manifestation of people’s judgments impossible in the market process
(i.e., voluntary exchanges of private property rights). Steering a libertarian or socialist
paternalism is deficient and will almost inevitably cause the analyst to err in applying
public policy, distorting the price system and making economic calculation impossible.
Therefore, any idea of a final equilibrium state of knowledge must be expelled, along with
the main conclusions of the nudge theory approach to market failures and public policy
proposals [125].

Suppose the case of information asymmetry, understood as a market situation in which
one party has more information than the other. Suppliers tend to have more information
than consumers: they know better what they sell than those who buy it. When one of
the two parties has more information than the other, cognitive biases disrupt the market
equilibrium. While the party with more information has privileged information, the buyer
could not make the best decision because of “uncertainty” or “imperfect knowledge”.
One manifestation of information asymmetry is adverse selection: the more informed
party will be willing to trade precisely when it is least advantageous to its less informed
counterpart. It increases the possibility of fraud and mistrust between individuals, which
reduces cooperation and social welfare. Political decision-makers should intervene in the
economy to eliminate information asymmetries, steering default rules on an exchange
between two people or groups. Information about the ends and means most beneficial to
the rest of the people is somehow more available to the paternalist than to the participants
in voluntary exchanges of private property rights.

From the boost theory, information asymmetry and adverse selection concepts are
irrelevant in a dynamic economy. All exchanges happen due to the “inequality” of judg-
ments between individuals, so information asymmetries are inherent in real-life dynam-
ics [126,127]. As a process of identifying and solving human problems, entrepreneurship
involves the plurality of competing ends and means. Precisely, this plurality of judgments
cultivates the division of knowledge and social cooperation [128]. Given that information
equality is impossible in a dynamic society, the steering’s claim to remove information
asymmetry and adverse selection through coercive state interventionism is absurd. The
paradox is evident: market failure theorists assume that people have problems of infor-
mation asymmetry and adverse selection; however, in turn, they argue that the state, also
made up of individuals, is the bearer of privileged knowledge! If the differences in infor-
mation turn into reputational problems, the solution will go through the legal protection
of private property rights, legal equality, and cultural change towards the rejection of
fraud, theft, murder, or censorship. If market players cannot know the “social optimum”
is, there are epistemological reasons to question whether political decision-makers can
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efficiently coordinate action plans. When the state intervenes in the market, it increases
confiscation risks, restricting entrepreneurship and economic development. Moreover, if it
does not intervene, it does not obtain any information. These findings also fit other market
failure cases, such as monopoly, externalities, and public goods, which have recently been
addressed in other works [129–132].

The boost theory explains market failures as “coordination problems” between supply
and demand of the widening range of alternatives open to people. They are the errors
of entrepreneurial judgment to identify and solve human problems: the means chosen
ex-ante were not adequate to achieve the end ex-post. It is part of the psychological learning
process of human life, which is also influenced by institutional and technological barriers
to entrepreneurship. Some proposals are essential to cultivating economic development
in a post-COVID-19 world. Specifically, proposals aimed at empowering entrepreneur-
ship to solve coordination problems should include: (1) constitutional and institutional
protection of private property rights (safeguard the freedom of entrepreneurship against
the omnipotent, meddlesome, and dispensing governments of subsidies and privileges,
whose coercion is the essence of poverty and underdevelopment); (2) legal equality (all
people should have the same dignity, rights, and duties); (3) a legal system of dissuasive
sanctions against confiscation risks (promoting the entrepreneurial reputation and social
cooperation); and (4) a cultural change through economic and financial education on the
ethics of private property, the entrepreneurial function, and saving (if you want to change
the world, change yourself first!) [133–135].

Consider the case of the COVID-19 pandemic, where self-care is a matter of personal
and social responsibility (i.e., empathy with others). The institutional environment favor-
able to secure private property empowers self-confidence and cognitive stability for anyone
in the real world, fostering a culture of self-care due to respect for the private property
rights of others. In other words, cultural change toward responsibility allows the inde-
pendence of people’s judgment from political decision-makers. For instance, the Swedish
strategy against COVID-19 has so far yielded a surprising result: voluntary measures of
empowerment through a culture of self-care can achieve very similar results to coercive
measures of steering a set of default options [136]. Thus, institutions can reduce, but not
eliminate, cognitive biases and uncertainty to narrow the range of possible actions of some
specific orientation points for entrepreneurship that make economic development possible.
It is a process of social coordination of patterns when the action plans possibilities are
open, allowing spontaneity or novelty. The social coordination of patterns recognizes the
exclusivity of the on-the-fly judgments that operate in economic activities.

Furthermore, the boost theory incorporates and overcomes the behavioral develop-
ment economics consensus on equilibrium-allocative efficiency [137]. The risk of pater-
nalistic cognitive biases is more damaging when “experts” enjoy a monopoly of violence
through state interventionism to steer people rather than empower them. Even when state
power steers people by default rules, the legal monopoly on violence could reduce the
autonomy of the governed in a dynamically inefficient process. Suppose entrepreneurship
is restricted in certain areas. In that case, the dynamic efficiency of the social coordination
process is distorted, and people will not even be conscious of all the profit promises that
would have arisen in the absence of coercion. Coordination cannot be resolved under the
static given-resource framework of the steering point of view. People are always creative,
and state legislations and commands should not impede the free exercise of entrepreneur-
ship. Hence the vicious cycle of poverty results from factors exogenous to the market
process, such as legal or institutional barriers to stifle entrepreneurship. If confiscation risks
negatively affect entrepreneurship and economic development, reality ruins any paternalis-
tic claims for indicative or central planning. Thus, the boost theory of Austrian economics
renders the paternalistic desire to steer people ineffective. Decentralized entrepreneurship
is the only procedure discovered by economics that deals with the universal presence of
ignorance and uncertainty. Moreover, free entrepreneurship cultivates the highest degree
of social coordination “humanly possible”, developing dynamic efficiency in solving in-
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creasingly complex human problems. This is how the institutional empowerment of the
entrepreneurial market process turns into sustained reductions in confiscation risks to
escape paternalism.

5. Conclusions

Behavioral development economics explains that poverty can directly affect cognitive
function and economic behaviors, potentially exacerbating cognitive biases and deepening
poverty. It is first assumed that people have cognitive biases, but then it is assumed that
political decision-makers are somehow exempt from these biases. As a result, political
decision-makers may know the “real” ends and means of the poor. Following this hypothe-
sis, nudge theory recommends steering people towards an architecture of given choices
in any situation through coercive state interventionism. There is a large body of work on
how political decision-makers can design default rules to defeat the cognitive biases of the
poor in libertarian paternalism. However, this article demonstrated that the fundamental
hypothesis of behavioral development economics has an insurmountable error: political
decision-makers are also people, therefore, they also have paternalistic cognitive biases.
The error’s root is to have neglected the comparative perspective of the institutional envi-
ronment in the face of such biases and not considered how the construction of judgments
on the fly works. As the article shows, behavioral development economics is based on
static and hypothetic equilibrium situations, where ends and means are given, which can
be known through experiments or quasi-experiments.

The article explained the principles of boost theory developed by Austrian economics
to overcome deficiencies noted above within behavioral development economics. The boost
theory consists of a psychological and economic analysis of entrepreneurship as the driving
force behind economic development. The contribution includes analyzing how judgments
are built on the fly and how the institutional environment can empower entrepreneurship
to cultivate economic development. The points of view of empowerment and steering were
confronted with glimpsing their main theoretical and practical differences to overcome the
erroneous hypothesis on which the nudge theory is based. It was also discussed why the
boost theory understands the theory of market failures as a theory of coordination problems,
which offers novel conclusions to escape poverty and paternalism. General guidelines
for public policies were proposed to reduce the risks of confiscation to entrepreneurship,
which are the essential cause of poverty and underdevelopment. Political decision-makers
can no longer have a good background in economics if they are not familiar with the
principles of how real-life economics works and how the novel findings of boost theory
can reduce poverty.

The abuse of modeling the real economic world without real-life economics and re-
lated social science knowledge would make economists have a fatal conceit [138]. The
scope of understanding human action is much more complex than making social engineer-
ing and central planning. Thus, the boost theory offers a robust framework for further
theoretical and empirical research on how an institutional setting influences empowering
entrepreneurship and cultivates economic development. Although there is no hypothesis
testing, this article still contains enough theoretical discussion to allow readers and other
interested parties to gain theoretical insights before further empirical testing of related
behavioral phenomena. Further works should also explore the philosophical feasibility of
a theoretical convergence between steering and empowering approaches for behavioral
development economics.
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