
 

NUDGE THEORY READING GROUP SESSION 
Making sense of Nudging in deciding the choice of behaviour of consumers 

 
On 1 November 2017, Vishleshan conducted a reading group session on Nudging, a concept 
proposed by Richard Thaler (Nobel Prize Winner 2017) and Cass Sunstein.  The session 
began with questioning one of the most fundamentally established assumptions in standard 
economics- that people behave rationally. Do people always weigh the costs and benefits of 
their choices to take a decision that maximizes their utility? Or do people often make 
decisions that would otherwise be deemed ‘not rational’? Following a brief discussion which 
included many people citing examples of themselves behaving ‘irrationally’, the concept of 
behavioural economics was introduced.  
 
Behavioural economics, as explained, ‘studies the effects of psychological, social, cognitive, 
and emotional factors on the economic decisions of individuals and institutions and the 
consequences for market prices, returns, and resource allocation’. The concept of behavioural 
economics was introduced by Adam Smith in ‘The Theory of Moral Sentiments’ where he 
linked microeconomics with psychology. However, during the neoclassical period, 
economists reshaped this discipline into a natural science, though economists like Francis 
Edgeworth and Irving Fisher continued to believe in psychological explanation.  
 
Nudge Theory is one of the concepts of Behavioural Economics that has been developed by 
Cass Sunstein and Richard Thaler. Nudge refers to ‘any feature of the environment that 
attracts our attention and alters behaviour’. Accordingly, Nudge theory points out the various 
fallacies in the assumption that people always behave rationally like bounded rationality, 
bounded willpower, bounded self-interest and bounded markets.  
 
The discussion continued with how nudge helps in policy framework. Various ways in which 
nudging can be used to induce favourable behaviour were mentioned such as - by giving 
customers more information about the products they are purchasing or keeping certain 
products at an eye level in the market. These policies are different from shove policies as they 
do not restrict choices or make an action mandatory. Rather, the customer is given the 
freedom to choose and decide for themselves what they want to do. However, nudge theory 
also has its limitations. Guided by psychological and emotional factors, people tend to make 
irrational choices. Also, even when the government is trying to apply a certain nudge, it may 
have unintended and unexpected consequences.  
 
The discussion ended with a thought-provoking question: Who will nudge the nudgers (the 
government)? This issue arises because the government is also prone to biases and tends to 
make mistakes in their predictions. Also, to what extent can nudge theory be applied in a 
country like India where we say every two miles the water changes and every four miles the 
speech? It was thus concluded that nudging can be helpful at a microeconomic level to alter 
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individual behaviour. However, when it comes to the macroeconomic scenario, nudging is of 
little use. 


