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Abstract. Behavioural economics, as an interdisciplinary field integrating psychology and economics,
offers new perspectives for understanding consumer decision-making. This paper provides an
overview of the core theories of behavioural economics, its applications in consumer decision making,
and its developments and challenges in market practice and policy making. First, behavioural
economics challenges traditional economic assumptions about rational decision-making by revealing
core concepts such as limited rationality, prospect theory and behavioural biases, providing a deeper
understanding of consumer behaviour. Second, the paper explores the effectiveness of behavioural
economics in practical applications, such as improving firms' market performance and policy
implementation by optimising marketing strategies, utilising personalised recommendations and
developing behavioural intervention policies. However, behavioural economics still faces challenges
in terms of theoretical universality, cross-cultural applicability and dynamic adaptation. Future
research directions include theoretical integration, cross-cultural validation, adaptation to
technological developments, optimisation of policy practices and intersection studies with
psychology. The review in this paper aims to provide reference for academic research and practical
application, to promote the further development of behavioural economics, and to provide theoretical
support for policy making and market strategies.
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1. Introduction

With the rapid development of economic globalisation and the digital economy, consumer
decision-making behaviour has become more complex and diverse. Traditional economics is based
on the assumption of "rational man", which believes that consumers will make optimal choices in
decision-making. However, consumer behaviour in reality often deviates from this assumption, and
the decision-making process is influenced by psychological, emotional, social and other factors.
Behavioural economics, as a cross-discipline integrating psychology and economics, reveals the
inconsistency and preference changes of consumers in decision-making through the study of irrational
behaviour. Behavioural economics theory not only challenges the traditional economics view of
rational decision-making, but also provides new ideas and methods for marketing, public policy
making and many other fields. In this paper, we will explore the application and development of
behavioural economics in consumer decision-making through a review of relevant literature, analyse
its use in marketing practice, and reveal the current status of research, challenges and future directions
of development in this field.

2. Theoretical Foundations of Behavioural Economics

2.1. Rational Decision Theory in Traditional Economics

The traditional rational decision-making theory in economics is based on the Homo Economicus,
which assumes that consumers are able to fully rationally evaluate all available information and make
choices that maximise their own interests. The core of the theory is utility maximisation, whereby
consumers compare the costs and benefits of different options and ultimately choose the option that
maximises their utility. Rational decision-making theory assumes that consumers have complete
information and are able to accurately predict future outcomes, and are not influenced by emotions
or external disturbances in the decision-making process[1]. Representative models of this theory
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include expected utility theory, which proposes that consumers make trade-offs based on the expected
utility and probability of occurrence of each option in order to choose the optimal option. In addition,
rational decision theory assumes that consumer preferences are stable and transferable, meaning that
they do not change when faced with the same choice. Although rational decision theory possesses
logical rigour and simplicity in explaining many economic behaviours, it ignores the reality of
consumers' decision-making behaviours under factors such as information asymmetry, emotional
drive, and time constraints. This provided the basis for the development of behavioural economics,
which further refined the understanding of consumer decision-making behaviour by introducing
psychological factors.

2.2. Core concepts and theories of behavioural economics

Behavioural economics, through the introduction of the research results of psychology and
cognitive science, reveals the irrational behaviour that consumers often display in the decision-
making process. One of its core theories is limited rationality, i.e., when consumers face complex
decisions, due to factors such as cognitive ability, information asymmetry or time constraints, they
are unable to be completely rational, and can only make "satisfactory but not optimal" choices based
on limited information and simplified reasoning.
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Figure 1. Core concepts and theories of behavioural economics

Another key theory is prospect theory, proposed by Kahneman and Tversky. Prospect theory
emphasises that consumers, when confronted with gains and losses, tend to exhibit loss aversion, i.e.,
they are more sensitive to losses than they would be to the expectation of an equivalent gain[2]. This
explains why people may make decisions in the face of risk that are contrary to the predictions of
traditional rational models. In addition, the reference point effect in prospect theory states that
consumers tend to base their decisions on a certain reference point rather than on absolute gains or
losses. Heuristic decision-making is another important concept that suggests that consumers often
rely on simple rules or experiences rather than complex analyses when making decisions. Such
heuristics help to make quick decisions in situations of information overload, but can also lead to
systematic biases such as the anchoring effect and availability bias.

2.3. Behavioural economics versus traditional economics

The key difference between behavioural economics and traditional economics is the difference in
assumptions about consumer decision-making behaviour. Traditional economics is based on the
"rational man hypothesis", which assumes that consumers make decisions with complete information,
stable preferences and maximise utility by calculating the optimal solution. This model of decision-
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making assumes that consumers are always rational and able to make unbiased choices that are in
their best interests.

Behavioural economics, however, has found through empirical research that consumers often
exhibit irrational behaviour when making decisions[3]. Behavioural economics emphasises limited
rationality, pointing out that consumers have limited cognitive capacity to process too much
information and that decision-making is interfered with by factors such as emotion, cognitive bias
and social influence. For example, Prospect Theory demonstrates the loss aversion behaviour of
people in the face of risk, whereas traditional economics assumes that consumers will rationally
choose the balance of risk and reward based on expected utility. In terms of decision-making models,
traditional economics assumes that consumers systematically analyse all options and make optimal
choices, whereas behavioural economics points out that consumers often use heuristic rules and rely
on simple rules of thumb to make quick decisions, but are prone to systematic biases, such as the
anchoring effect or the framing effect.

3. Behavioural Economics in Consumer Decision-Making

3.1. Consumer Preferences and Choices

Behavioural economics reveals that consumers' preferences when faced with multiple choices are
often not fixed, but are influenced by various external factors and exhibit irrational characteristics.
The dynamics of consumer preferences and the complexity of choice behaviour is one of the focuses
of behavioural economics research. Traditional economics assumes that consumer preferences are
stable and transferable, and that the decision-making process aims at utility maximisation. However,
in reality, consumers often suffer from choice overload, and when faced with too many choices, they
may instead be unable to make decisions or make suboptimal choices. Framing effects are one of the
most important factors influencing consumer choice, i.e., when the same information is presented in
different ways, consumer choice may change. For example, consumer preferences may differ when
positive attributes of a product (e.g., 90 per cent success rate) are expressed in a different way from
negative attributes (e.g., 10 per cent failure rate). Such effects suggest that consumers' choices are
often influenced by the way information is presented rather than based on rational analysis. In addition,
default options also have a significant impact on consumer choice. Studies have shown that many
consumers tend to accept default options rather than make active choices, due to the fact that default
options reduce decision-making costs and psychological burdens. These phenomena run counter to
the assumption of stable preferences in traditional economics and provide further evidence of the
irrational behaviour exhibited by consumers in their actual choices.

3.2. Relationship between emotions and decision-making

The role of emotions cannot be ignored in the consumer decision-making process. Behavioural
economics reveals that emotions play an important role in decision making, far beyond the scope of
rational analysis in traditional economics. Emotions influence the consumer's perception of risk,
preference for options, and ultimately the outcome of the decision.

Positive emotions, such as excitement and contentment, typically lead to greater optimism and a
tendency to choose high-risk, high-return options, while negative emotions, such as anxiety and fear,
increase risk aversion and make consumers more inclined to choose conservative, low-risk options.
For example, in financial markets, investors' emotional volatility can significantly affect their
investment decisions; positive emotions may lead to overconfidence, while negative emotions may
lead to overcautiousness or panic selling. In addition, emotional heuristics play a role in everyday
consumer decisions. When faced with complex decision-making situations, consumers tend to rely
on emotional responses rather than rational analyses to make choices. For example, consumers'
emotional attachment to a brand may be more important than the actual quality of the product,
prompting them to choose a brand they know or like.
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Emotions not only have a significant impact in short-term decision-making, but also have a
profound effect on long-term decisions. For example, impulsive buying behaviour under the influence
of emotion often leads consumers to make irrational consumption decisions and neglect long-term
interests[4]. In short, the role of emotion in consumer decision-making is complex and diverse, which
makes the consumer decision-making process full of irrational components.

3.3. Time discounts and decision-making delays

Temporal discounting is an important concept in behavioural economics for studying consumer
decision-making and refers to the fact that consumers, when faced with payoffs at different points in
time, tend to prefer immediate payoffs while ignoring greater payoffs in the future. This phenomenon
suggests that consumers discount future payoffs when making decisions, making forward payoffs less
valuable in their minds than current payoffs.

The hyperbolic discount model is an important theory to explain the effect of time discounting,
which is different from the exponential discount theory of traditional economics. Traditional theory
suggests that consumers' discount rates for future earnings are stable, i.e. they remain constant
regardless of the time interval. Behavioural economics, however, has found that consumers differ in
their discounting between the short and long term: in the short term, they prefer immediate returns,
while in the long term, their discount rate falls more slowly. This explains why people often choose
smaller immediate rewards over larger delayed rewards, such as choosing to consume now rather than
save for the future. The time-discount effect also contributes to the phenomenon of decision delay,
whereby consumers, when faced with a decision that needs to be postponed, often tend to delay the
decision or opt for immediate gratification. For example, when faced with long-term health or
financial decisions, many consumers find it difficult to resist the temptation to consume instantly and
end up making decisions that are detrimental to long-term interests.

3.4. Anchoring effects and price perception

The anchoring effect is an important concept in behavioural economics, which refers to the fact
that consumers are often strongly influenced by an initial piece of information or figure (i.e., an
"anchor") during the decision-making process, thus deviating from the rational decision-making track.
The anchor effect is particularly significant in the area of price perception, where consumers often
judge the reasonable price of a product on the basis of the initial price information they are exposed
to, even if this information does not fully reflect the true value of the product.

Too expensive

Figure 2. Anchoring effects and price perception

For example, in discount promotions, merchants often shape consumers' perceptions of price by
labelling the "original price" and the "discounted price". Even if the discounted price is not much
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lower than the market price, the high "original price" serves as an anchor point for consumers to
perceive the discounted price as more attractive, thus increasing their willingness to buy. Similarly,
in an auction or negotiation situation, the first price offered often has a significant impact on the
subsequent price negotiation, with the initial offer serving as an anchor point to guide the final
transaction price. The anchoring effect also manifests itself in consumers' reliance on reference prices.
When consumers are faced with unfamiliar goods, they usually judge the reasonableness of the
current price by the price of similar goods in the past. If the reference price is higher, then consumers
will be more likely to accept the high price, while if the reference price is lower, the high price will
seem unacceptable.

4. Development and Application of Behavioural Economics in Market Practice

4.1. Behavioural economics in marketing strategy

The application of behavioural economics to marketing strategies provides businesses with
effective tools to better understand and influence consumer behaviour. By applying behavioural
economics theories, firms are able to design more engaging and effective marketing strategies that
enhance consumers' purchase intentions and brand loyalty. By changing the way information is
presented, such as highlighting positive features of a product or presenting price information in a
different way, firms can significantly influence consumers' purchasing decisions. For example,
labelling the price of a product as "original price 500 RMB, now 350 RMB" is often more appealing
to consumers than simply labelling it as 350 RMB, as the "original price" serves as an anchor point
that enhances the attractiveness of the discount. Implicit pricing is also an important application of
marketing strategies that involve setting default options or guided choices to influence consumers'
decisions. For example, offering a "default renewal" option for a subscription service or making high-
priced items the default menu option in a restaurant menu can induce consumers to choose higher-
priced products, thereby increasing the revenue of the firm.

Social influence and scarcity effects are also important applications of behavioural economics in
marketing. By using social proof (e.g., customer reviews and testimonials) and creating a sense of
scarcity (e.g., time-limited promotions or limited offerings), firms can effectively increase consumers'
motivation to buy. For example, displaying a "best seller" label or setting a "limited time discount"
on a product can stimulate a sense of urgency and desire to buy.

4.2. Consumer behaviour in the digital economy

In the era of the digital economy, consumer behaviour has changed significantly and the
application of behavioural economics in this field has become increasingly important. The spread of
digital technology and the rapid development of the Internet have changed the way consumers buy,
obtain information and make decisions.

The popularity of online shopping and mobile payments has enabled consumers to make purchases
anytime, anywhere, greatly enhancing convenience. However, this has also brought about the
problem of information overload. Consumers often struggle to make rational decisions when faced
with a large number of products and information, making choice overload a significant problem[5].
Behavioural economics provides insights in this context, for example, by optimising the way
information is presented in the web interface and streamlining the purchasing process, companies can
reduce the choice burden on consumers and increase the purchase rate. Personalised recommendation
systems use behavioural economics theory to provide personalised product recommendations by
analysing consumers' historical behaviour and preferences. This strategy effectively utilises the
characteristics of heuristic decision-making to make it easier for consumers to accept
recommendations, thereby increasing conversion rates and user satisfaction. For example, an e-
commerce platform that provides accurate recommendations based on users' browsing history and
purchase history can significantly increase the chances of selling relevant products. Consumers'
online reviews, ratings and social media comments have a huge impact on purchasing decisions.
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Businesses use this information for word-of-mouth marketing and social proof strategies to enhance
consumer trust in their products or services. In addition, real-time feedback and dynamic pricing
mechanisms in the digital economy allow consumers to get market feedback and price changes
quickly, thus allowing them to adjust their purchasing decisions more flexibly.

4.3. Behavioural interventions in policy development

In policymaking, Behavioral Interventions use the principles of behavioural economics to design
and implement policy measures that can effectively guide and improve public behaviour. These
interventions are often based on an in-depth understanding of human behaviour and are designed to
address issues that are difficult to reach with traditional policy tools, particularly in terms of enabling
individuals and groups to make socially beneficial decisions.

Default options are a common behavioural intervention strategy. For example, in public policy,
defaulting individuals to automatic enrolment in a retirement savings plan and allowing them to opt
out, rather than requiring them to actively opt in, is a "default option" strategy that has significantly
increased people's savings rates. Similarly, in organ donation policies, setting a default option to
donate rather than a default refusal has been effective in increasing the rate of donor registration.

By adding concise and suggestive elements to the decision-making environment, people can be
helped to make choices that are more in their long-term interests. For example, by prominently
placing healthy foods in canteens and supermarkets or labelling foods with health information, the
government can guide consumers to make healthier food choices, thereby improving public health.
Policy makers can make use of behavioural economics to optimise the presentation of information so
that it is easier for the public to understand and make decisions. At the same time, providing regular
feedback and progress reports can prompt individuals to make adjustments to their behaviour. For
example, energy companies can effectively incentivise users to reduce their energy consumption by
providing real-time feedback on household energy consumption data to help them understand their
energy use and compare it with the energy-saving performance of their neighbours.

5. Challenges and Limitations in The Application of Behavioural Economics

5.1. Theoretical limitations

Although behavioural economics offers many insights in explaining and predicting consumer
behaviour, it also has certain theoretical limitations.

Many of the theories and models of behavioural economics have been developed in specific
laboratory settings or in specific cultural contexts, which may limit their general applicability.
Different cultures, social contexts and individual differences may affect the applicability of
behavioural economics theories. For example, certain behavioural biases may be significant in
Western countries, while they may be less pronounced or take different forms in other cultures.
Therefore, care needs to be taken to verify the applicability and validity of these theories when
extending them to different cultures and environments. Many theories in behavioural economics, such
as prospect theory or finite rationality, while capable of explaining some irrational behaviours, may
be too complex and difficult to operationalise in practice. This can lead to difficulties in accurately
predicting consumer behaviour in real market situations. The complexity of theoretical models
sometimes makes practical operation and policy implementation difficult. Behavioural economics
theories are often based on specific assumptions and contexts that may change over time and in
changing circumstances. For example, with the development of digital technology and changes in the
information environment, consumer behaviour patterns may change significantly, requiring
behavioural economics theories to be constantly adapted and updated. Existing theories may not be
able to reflect these changes in a timely manner, leading to limitations in their explanatory and
predictive power.
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5.2. Cross-cultural applicability

The applicability of behavioural economics findings in different cultural contexts is an important
and complex issue. While behavioural economics theories provide insights into consumer decision-
making, they are not fully applicable in all cultures.

Consumer behaviour is deeply influenced by cultural context, social norms and values. For
example, certain behavioural biases may be particularly pronounced in one culture, while they may
be less pronounced or manifest differently in another. For example, individualism in Western cultures
may make the anchoring effect manifest differently than collectivism in Eastern cultures. Behavioural
economics theories need to take these cultural differences into account to ensure that their conclusions
and applications have validity across cultures. Social norms and values vary significantly across
cultures, and this influences the decision-making process of consumers. For example, considerations
of face and social status may significantly influence consumer decisions in some cultures, while these
factors may not be as important in others. Behavioural economics research needs to take these socio-
cultural factors into account in order to more accurately predict and understand consumer behaviour
in different cultures. Much of the research in behavioural economics is based on specific experimental
settings or samples that may have a particular cultural context. The applicability of research results
needs to be verified when applying them to other cultural settings. Experimental designs and data
analysis methods also need to be adapted to local cultures to ensure the reliability and validity of
research results.

5.3. Directions for future research

Behavioural economics, as an evolving field, faces multiple research challenges and opportunities.
Future research directions should focus on the following key areas to promote the further
development of the discipline:

(1) Theoretical integration and model optimisation

Current behavioural economics theories usually focus on specific behavioural deviations or
psychological phenomena and lack in-depth research on how these theories can be integrated. Future
research should aim to integrate different theories in order to develop more comprehensive models of
behavioural economics. This includes combining behavioural biases with traditional economics
models and exploring their interaction in complex decision-making environments, thereby improving
the explanatory and predictive power of the theories.

(2) Cross-cultural applicability validation

Most of the theories and experiments in behavioural economics are based on specific cultural
contexts, and there are relatively few cross-cultural studies. Future research should expand the sample
to cover more different cultural and social contexts in order to verify the universality of behavioural
economics theories. Especially in the context of globalisation, understanding behavioural patterns in
different cultures is crucial for developing effective international policies and market strategies.

(3) Digital economy and technological development

With the rapid development of the digital economy and technology, consumer behaviour and
decision-making processes have changed significantly. Future research should focus on the impact of
technology on consumer behaviour, including how technologies such as big data, artificial
intelligence and personalisation algorithms are changing consumer decision-making patterns. It is
also important to explore the challenges and opportunities of emerging technologies for traditional
behavioural economics theories.

6. Conclusion

Behavioural economics offers important theoretical and practical perspectives in explaining and
predicting consumer decisions. This review examines the core theories of behavioural economics, its
application to consumer decision-making, and the developments and challenges in market practice
and policy making. Through a review of the theory of behavioural economics, we recognise its
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significant differences from traditional economics, in particular its unique contribution in dealing
with irrational behaviour and psychological biases.

Core concepts of behavioural economics, such as finite rationality, prospect theory and
behavioural biases, reveal that consumers often deviate from the assumption of rational economic
agents in their decision-making process. These theories help us understand how consumers make
decisions in real-world settings, including how they are influenced by factors such as emotions,
anchoring effects, and time discounts. Behavioural economics has shown strong utility in practical
applications. For example, by optimising marketing strategies, utilising personalised
recommendations and developing effective policy interventions, behavioural economics theory can
significantly improve the market performance of firms and the effectiveness of policy implementation.
However, these applications also face challenges such as theoretical limitations and cross-cultural
applicability, suggesting that we need to carefully adjust and optimise our strategies in practice.

Future research should aim at further integrating theories, extending cross-cultural validation,
adapting to the digital economy, optimising policy interventions, and exploring the intersection with
psychology. These research directions will not only deepen our understanding of consumer behaviour,
but also promote the wider application of behavioural economics theory in practice.
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