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Abstract. Nowadays economic psychology is a field of science that has serious potential to com-
pete classical economic theories. Many contemporary authors are interested in the discipline which
is proved by the variety of emerging branches of economic psychology. Some of them are econo-
mists, other psychologists, but a small percentage of them have both economic and psychological
education. This pattern explains some serious misunderstandings in the scientific literature in
the field. The lack of understanding of both sciences at the same time leads to extremes in the con-
clusions, which in turn are not accepted as universally valid by economists and psychologists.
Moreover, the literature on the subject written by economists and psychologists seems very differ-
ent. Economists attach more importance to the results of economic choice, while psychologists
analyze primarily the causes for it. However, the connection between the two disciplines is indis-
putable. Despite the variety of branches of economic psychology, it is worth paying attention
to the first work in the field written by an economist, which gives fundamental answers that mo-
dern scientists seem to miss. Lionel Robbins’ essay represents an extraordinary balance between
the economic and the psychological issues, united in an ideal symbiosis.
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AHHoOTanms. B Hacrosiiee BpeMsi 3KOHOMHUYECKas IICUXOJIOTHS — 3TO 00JIacTh HAYKH, UMe-
IOIasi CEPbE3HBIN MOTEHIIMA TSI KOHKYPEHIIUHU C KIIACCHYCCKUMH 3KOHOMHUYECKHMHU TEOPH-
ssMd. MHOTHE COBPEMCHHBIC YUCHBIC MHTEPECYIOTCS NAHHOW MUCHHUILUTMHON M 3TO MOATBEp-
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JK1AaeTCs MHOYKECTBOM HOBBIX HallpaBJIEHUSX B 3KOHOMUYECKOHU rcuxosoruud. Hekoropsie us
HUX DKOHOMUCTEHI, APYTHE IICHXOJIOTH, HO HeOOJbIIas YacTh M3 HAX UMEET KaK 3KOHOMHYE-
CKO€, TaK M TICHXOJIOTHYECKOe 00pa3oBaHue. DTUM (akTOM OOBACHICTCS HAJIMYUE Helopasy-
MEHHH B HayYHOH IUTEpaType TaHHOW oOmactu. HepocTaTok 3HaHUH B 00eMX Haykax MpPUBO-
JUT K KpallHOCTSM B BBIBOJIAaX, KOTOPBIE, B CBOIO OYEPE/b, HE IPU3HAIOTCS SKOHOMUCTAMU U
MICUXOJIOTAaMU KaK YHHMBEPCAJIbHO JACHCTBUTENbHBIMU. boliee TOro, Hay4Has JUTEparypa B
9TOH 00NacTH, HaNMCaHHAsI YKOHOMHCTAMU H IICHXOJIOTAMH, Ka)XETCsl OYeHb pa3HOH. JKOHO-
MUCTBI IPUJAIOT OoJibllee 3HAUCHHE pe3ysIbTaTaM 3KOHOMHYECKOI0 BBIOOpA, a IMCUXOJIOTH
AQHATM3HUPYIOT B MEPBYIO O4Yepensb ero NMpuyuHbL. OTHAKO CBA3b MEKAY OBYMS HayKaMu Oec-
crnopHa. HecMoTpst Ha MHOXECTBO HalpaBJIEHUU B SKOHOMUYECKOH IICUXOJOTHM, CIENyeT
00paTUTh BHIMAaHHE Ha IIEPBOE HAYYHOE HCCIIEIOBAHNUE B JAHHOW 00JIaCTH, HAMCAHHOE KO-
HoMuctoM. OHO JaeT (pyHAaMEHTANbHbIE OTBEThI Ha BOIIPOCHI, KOTOPBIE COBPEMEHHBIE YUCHBIE,
MOXOJKe, yryckaroT. Dcce Jlalionena PodOuHca mpecTapiser coboit cOalaHCUPOBAHHBIN aHATH3
HSKOHOMHUYECKUX U IICHXOJIOTHIECKUMHE Mpo0iIeM, 00beTMHEHHBIX B HCaTbHBIA CHMOHO3.

KmoueBble ciaoBa: scce Jlaionena Po60uHCca, 5KOHOMUYECKast ICUXOJIOTHs, BBIOOP, MPOIIECC
TIPUHSITHUS PEIICHUHN, UPPANMOHATBHOCTh
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Introduction

Decades ago, people were not faced to so many everyday decisions like
modern man. Today’s dynamics require people to make constant choices in every
plan: life, professional and even economic. For this reason, the decision-making
process acquired economic significance at the beginning of the 20th century when
the issue on the topic began to be studied more seriously. It can also be said that
this was first steps in the development of economic psychology science. At that
time, the relationship between economics and psychology was still not very clear
and according to some scientists it does not even exist. However, even in classical
economic theories the role of choice in production is mentioned, which is rede-
fined by the scarcity of resources. Despite the fact that classical economists accept
the understanding that man in economics is rational, in modern economic life
there is practical evidence that the individual acts irrationally in certain situations.
The role of economic psychology is to explain why there are discrepancies in
the understanding of rationality in classical economic theories in comparison with
the real practice. Although this paradigm is rejected by a number of economists,
gradually, it is assumed that psychology is able to help in explaining some eco-
nomic phenomena that are considered irrational by traditional economic theory.

Literature review

Several types of literature have been used for the purposes of the article,
though larger volume of interdisciplinary knowledge contributes to its conclusions.
The scientific literature on which the article is based can be divided into three main
types: psychological, economic and literature related to economic psychology. Psy-
chological literature includes classical and modern authors explaining basic terms
and concepts in psychology. This overview is important in order to make a refe-
rence to the economy. The economic part of the article is based on classical under-

588 ECONOMIC AND SOCIAL TRENDS



Tunesa U. Bectuuk PYJIH. Cepus: DxoHomuka. 2021. T. 29. Ne 3. C. 587-594

standings of economics during the years, which often rely on a sterile framework to
draw conclusions. The third type of scientific literature is used for two purposes.
First, an analysis of Lionel Robbins' essay is made, emphasizing on the psychologi-
cal contributions to the economic science. Second, a connection between the works
of important contemporary authors in the field of economic psychology and the re-
flections from Robbins’ essay is made. This is an important part of the article be-
cause it reveals, on the one hand, the foundation that Robbins laid as an economist.
On the other hand, it also presents the upgrade of economic psychology until nowa-
days and what is its significance in the real business practice.

Methodology

The main objective of the article is to present the early understandings of
the relationship between economics and psychology, which Lionel Robbins pre-
sented in his essay in the 30s of the XX century. This is achieved through
the method of analysis and synthesis of the psychological understandings underly-
ing in the essay. To make the relations between economics and psychology signi-
ficant theories in both disciplines are summarized. Hence, through logical connec-
tions, the psychological aspects which can be an influencing factor in the econo-
my are presented. In order to trace the development of economic psychology in
the modern world, the article includes a comparative analysis of contemporary
trends in the field and distinguishes on which psychological approach their expe-
riments rest. The aim is to present the development of economic psychology from
the time of Robins to the present days.

Theoretical interdisciplinary analysis

Though economic psychology is considered a relatively modern science,
the problem of excluding human choice as a factor in economics has been noticed
since the last century. Lionel Robbins was the first economist to analyze the rela-
tionship between economics and psychology in 1934. Until this moment, the topic
is not relevant in economic communities and it is viewed with skepticism. The re-
lationship between the two sciences has been poorly studied mainly by non-
economists.

Studying the correlation between two sciences requires interdisciplinary
knowledge and approach. In an essay entitled “Remarks on the Relationship Be-
tween Economics and Psychology”, Robbins sets out his views on the subject
from which several important conclusions can be drawn. The British economist
believes that due to ignorance and misunderstanding of basic ideas in economics,
non-economist authors hastily reject the conclusions of economics. In order to un-
derstand the opinion of the great economists for the connection between econom-
ics and psychology, Robbins reckon it is necessary to analyze their practical work
and sporadic statements on the subject, rather than their systematic works (Rob-
bins, 1934).

For this reason, a lot of studies aim to determine how rational man is in his
behaviour. On the one hand, some scientist believe that rationalism is a sterile
theory. On the other hand, researches are being conducted by supporters of
the rational choice theory, which prove that any logical and consistent human be-
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haviour leads to maximizing utility. However, the question about the psychologi-
cal mechanism that underlies their choice remains.

There is currently no specific definition of the relationship between eco-
nomics and psychology. On the other hand, the significance of most hypotheses
depends on the correct definition of the relationship. According to L. Robbins,
economists avoid introducing new statements in the analysis due to the lack of
interdisciplinary knowledge, which in turn blocks their work. Meanwhile, scien-
tists who are interested in studying the relationship between economics and psy-
chology have a different type of scientific views and interests (psychological, so-
ciological, etc.) than scientific and economic. The misunderstanding between
the scientists specialized in different fields creates a division between the two sci-
ences and skepticism towards their hypothetical correlation (Robbins, 1934).

Lionel Robbins is the first economist who comments the undoubted connec-
tion between economics and psychology. Despite all the claims that economics is
an independent science, Robbins believes that there are processes in it that can be
described as psychological or, more precisely, psychical. The distinction between
psychological and psychical process is made by L. Robbins after a terminological
correction by the English philosopher Horace Joseph. This terminological clarifica-
tion, voluntarily or involuntarily, becomes one of the most valuable things in Rob-
bins’ work and lays the foundations of different branches in economic psychology.

Joseph's remark on the terminological distinction between the concepts of
psychical and psychological process (Robbins, 1934) is extremely appropriate and
even necessary. Often the two terms are used as analogous, probably because
of the identical root psyche, which comes from ancient Greek and means soul,
spirit (yoyn). Psychically and psychologically, however, are not synonymous.
It is therefore important to present the difference in terms’ meaning. In fact, psy-
chical are those processes which take place in mind or, more precisely, in the psy-
chical apparatus of human being (Freud, 1926). The psychic apparatus is a term
coined by Freud and is sometimes translated as the mental apparatus. While, psy-
chological processes are psychical processes that are already a subject of analysis
by science. Therefore, psychical processes acquire the meaning of psychological
when they become a subject of scientific research (Danov, 2002).

The first major task of Robbins’ essay is to define what he calls psychological
elements in economics. The main object of analysis in economics (both in theory
and in practical aspect) are the limited resources that in the production process
should be allocated optimally. The complete realization of the set goals is impossi-
ble with the materials that humanity has at its disposal. For this reason, people are
forced to make choices — what to produce in larger quantities and what to sacrifice
at the expense of more efficient production. Meanwhile, the main objects of analy-
sis for economists are: interest rates, market prices, exchange rates, cyclical devia-
tions, etc., and their theoretical views on these issues are abstract. Models that are
not constant have been adopted. Over time, they are rejected due to the process of
development of economic thought. Change in the understanding of psychological
factors has a major contribution to this development (Robbins, 1934).

In his essay, Lionel Robbins makes a brief retrospective of the development
stages of economic thought. This retrospection is probably provoked by the state-
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ment that economics is an independent from psychology science and at the same
time the main question it should solve is related to the choice: what a country
should specialize in; where, how and how much to produce; at what price to sell
its goods. The author does not pay much attention to the theory of Malthus and
the theory of physiocrats, because they do not have psychological aspects, unlike
the classical school of thought. Even in Ricardo’s works, there are thoughts rela-
ted to the decision-making process. In Ricardo’s paradigm this process is strictly
framed. He assumes that price is the major factor for purchase and man in econo-
my always chooses the cheapest product and sells it at the highest price. This state-
ment is the foundation of classical economic theory. According to Robbins, in Adam
Smith’s works, the opposite trend can be observed — towards equalization. Smith
reckons that receiving money is not the only incentive to trade, but only part of it.
In his theory, the absolute advantages are important, which predetermine the choice
of what production a country should focus on in its international industry speciali-
zation. It is important to emphasize that in Smith's works, choice does not have
this liberated nature set in the content of the word.

The classics focus on technical issues, which are undoubtedly important,
but in modern economic dynamics, are not entirely decisive. Economic theories
draw conclusions based on strictly defined assumptions and conditions in which
the analysis of the economic situation is made. In the real world, such conditiona-
lities cannot be defined. For this reason, as a serious omission, Robbins notes
that the “demand” factor, which has a major influence on the economic system,
is in no way taken into account in the works of the classics. According to
the author, “demand” is a key element of economic relations and cannot be ig-
nored. This is the element that contains the psychological aspects that affect
the economic system. Focusing only on technical processes in the economy could
be extremely misleading. In practice, this helps to describe the conditions of equi-
librium, but does not explain how equilibrium can be made up of the supply of
units of goods that are not equally attractive to the buyer and therefore their sig-
nificance may vary in descending order (Robbins, 1934).

In the early days of new theories, William Jevons, among other economists,
assumes that the economic benefits that are the subject of analysis of their own
work are measurable. This is a statement that, according to Robbins, is somewhat
true, but contradicts philosophical thinking.

One of the works that Robins includes in his retrospective is the so-called
Pareto efficiency. Pareto’s theory states that: “A system is not able to produce
more than one product at the same level of investment without reducing the pro-
duction of another type of product — by transferring part of the investment be-
tween products or by improving production technology” (Hansson, 2004). The com-
parison of the benefits of different goods is often criticized by modern econo-
mists, as there is no precise definition to frame the concept of utility. In today’s
world, where new products are constantly entering the market, utility is becoming
increasingly difficult to define because its subjective nature. Through these reflec-
tions in the essay, Robbins raises the important question of where the connection
between economics and psychology is.
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Robbins believes that the utility of a commodity becomes a subjective con-
cept. In more modern economic developments, value theory is based on the as-
sumption that benefits can be compared, not measured. For one economic entity
a good could have much greater benefits than for another economic entity.
On the one hand, Jevons’ design assumes that the benefit of each commodity can
be replaced by the use of a certain quantity of another commodity (Donzelli,
2009). On the other hand, nowadays the claim that most identical goods are inter-
changeable sounds implausible because the consumer has become too demanding.
As a result of Pareto’s work and the early Austrian school of thought, it was con-
cluded that the claim of commensurability of benefits is unnecessary and useless.
Nowadays, the saturation of the market with different types of goods and services,
creates rather impossibility of commensurability, due to the growing specifics
of each individual product.

Relation between Robbins’ essay and contemporary theories

Subsequently, over the years economic psychology has developed many
branches (Lewis et al., 1995) based on different psychological approaches: psy-
choanalytic, cognitive and behavioural. The three main approaches in psycholo-
gy cannot exist in symbiosis, as their understandings are mutually exclusive (Mar-
tin, 2006). However, the similarity between them is related to the idea of existence
of conscious and unconscious. The father of psychoanalytic theory, Sigmund
Freud, compared human consciousness to an iceberg — a small part of the iceberg
is what is seen above the water or the so called conscious. The much larger part
that is hidden underwater is the unconscious (Freud, 2013). Behaviour is a func-
tion of a person’s inner world. In the conscious part of the human psyche, beha-
viour is a consequence of thoughts and impulses that the individual understands.
The person realizes why is taking a specific action. The rest of the unconscious
leads to certain behaviours that may be within normal behaviour. They may also
be abnormal, but it is a matter of pathology, which is out of the framework of
the article. Manifestation of unconscious mental processes is inexplicable for non-
specialists. They have no clear idea, and often do not even realize, why a certain
action occurs. According to Freud, human behaviour is mainly determined by
the unconscious processes that occur in the human mind (Freud, 2014). Carl Jung
introduced the term “collective unconscious”, which concerns all the minimal ex-
perience of humanity. According to Jung, the collective unconscious influences
people’s behaviour, because it is inherited and contains archetypes (Jung, 2016).

However, branches of contemporary economic psychology differ from Rob-
bins” work, but they are nonetheless related to the choice and the irrationality he
analyzes. These trends arise because of the sterile environment that classical eco-
nomists use in their analyzes. Underestimation of the human factor leads to con-
clusions that are valid theoretically but not always practically. Basically, the bran-
ches of economic psychology analyze human choice and the decision-making
process. Among the most cited works is the so called “Prospect Theory” of Daniel
Kahneman and Amos Tversky (1979). It develops the idea of how a person makes
a decision in situation of risk, taking into account the serious influence of emo-
tionality in the choice and in particular the fear of loss. Kahneman and Tversky
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also believe that The framing effect is of great importance for the human choice
(Tversky, Kahneman, 1981, 1986). A similar theory is developed by Richard Thaler,
who reckons that people’s choices can be managed in a better direction by nudging
and develops the idea of choice architecture (Thaler, Sunstein, 2008). As with Kahne-
man and Tversky, Thaler’s experiments are based on the behavioural approach in
psychology. Another notable scientist, Barry Schwartz, analyzes the effect of too
many options for purchase that modern man is faced. Schwartz’s theory claims
that too many alternatives can lead to serious confusion and exhaustion. Instead of
the purchase bringing satisfaction, the effect is a bad emotional state. This phe-
nomenon occurs because the individual asks itself questions such as, “Did I buy
the best product?” or “Did I make a sufficiently informed choice?” (Schwartz,
2009). Dan Ariely is another contemporary scientist who deals with practical as-
pects of economic psychology and its implementation in real business. Ariely
supports the understanding that man presumably makes irrational choices and this
is not difficult to predict (Ariely, 2018). David Thackett is the one who uses a dif-
ferent method in comparison with the other mentioned scientists to analyze the be-
haviour of financial market players. He conducts interviews based on the psycho-
analytic approach, through which he explains the behaviour of brockers in the fi-
nancial markets (Tuckett, 2011).

As can be seen, all modern trends in economic psychology have taken into
account the importance of human factor, something that Lionel Robbins has al-
ready discussed in his essay. All these scientists are one of the most significant
modern names in economic psychology with very different points of view. They
further developed the idea of Robbins’ essay so that their theoretical analyzes
could be applied in the modern economic practice. As can be seen, all contempo-
rary trends in economic psychology have taken into account the importance of
human factor, something that Lionel Robbins has already discussed in his essay
decades ago.

Conclusion

In conclusion, a huge contribution to science would be to overcome the dis-
tinctions between economics and psychology. This in turn will change the vision
of some already accepted hypotheses, which will avoid misunderstandings in fu-
ture analyzes. Lionel Robbins’ views and achievements in this area are relatively
poorly studied compared to modern theories of economic psychology. However,
Robbins lays a conceptual foundation on which many scientists step on and de-
velop in the context of the modern economic system. Due to the fact that Robbins
is the first economist to draw a correlation between economics and psychology
and because of his more in-depth analysis, which rests on interdisciplinary know-
ledge, he can boldly be defined as the father of economic psychology.

From the theoretical exposition it is clear that the analysis of the decision-
making process from the time of Robbins to the present day has undoubtedly
changed. With increasing consumption, the focus of scientific interest has shifted
from choices connected with allocation of resources for optimized production to
choices connected with purchase that the individual makes. The direction in which
economic psychology is possible to develop is to deepen the analysis of psycho-
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logical factors influencing business decisions in choosing an international partner
or supplier, viewed by individual psychological analyzes of the behaviour in par-
ticular companies
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