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David Leiser is a Full Professor specializing in Social and Economic Psychology
at Ben-Gurion University of the Negev, Israel, and his focus is on studying lay
conceptionsoftheeconomy.Between2011and2014,heservedasthePresidentof
theInternationalAssociationforResearchinEconomicPsychologyandsince2014,
heisPresidentoftheEconomicPsychologyDivisionoftheInternationalAssociation
ofAppliedPsychology.YhonatanShemeshfocusesonanalyzinghowevolutionary
cognitiveendowmentinfluenceshowpeoplethinkandbehaveinthemodernworld,
holdingaMAincognitivescienceatBen-GurionUniversityoftheNegev,Israel.

Theprimaryaimofthisbookistoexplain,fromabehavioralperspective,how
peopleunderstand,ormorepreciselymisunderstand,broadereconomicandfinancial
issues,aswellastheconsequencesofthesemisconceptionsoneconomicandsocial
environment.Theauthorsstartfromtheideathatavastmajorityofpeopledoesnot
graspeconomicsasmuchastheyshould,and,unlikeotherdomains(e.g.medicine:
whatyouthinkaboutyourspleendoesnotaffecthowitworks),thislimitedknowledge
has practical consequences both on individual’s personal finances and nation’s
economy, ingeneral.Thebookaddressesageneralaudience, thoughIbelieve this
work isahelpful toolespeciallyforeconomicsandbehavioraleconomicsstudents
throughitscrispexemplificationofhowpeopleinteractwitheconomicsandhowtheir
mentalmodelsandcognitivebiasesinfluencetheireconomicandfinancialdecisions.

Inthefirsttwochaptersofthebook,LeiserandShemeshintroducefolk-economic
beliefsandproposeananswerforwhyeconomicsissohardtounderstandbyordinary
people and, sometimes, even by economics students. The difficulty in mastering
the principles of economics lays in the fact that “people have poor understanding
ofcausal theories inalldomains”(p.10),notonly ineconomics, togetherwithan
extentofignorancetheyareunawareof.Amainreasonforthislimitedhorizonand
poorcausalitythatpeoplemanifestineverydayfinancialandeconomicdecisionsis
that theytendtorelytoomuchontheirSystem1(i.e. theintuitivethinkingmode,
cf.below),usingtheinformationthatcomeseasilytomindtoconstructtheiranswer.
“Economicsismisunderstoodbythepublicbecauseofthemismatchbetweencentral
featuresofeconomictheoryandthehumancognitiveendowment”(p.22).

In Chapter 3, the discussion centers on the cognitive structure of individuals;
the focus is on cognitive failures, biases and heuristics, analyzing how people
unconsciously base their decisions and perceptions on those mental limitations.
Therefore,cognitivepsychologistsviewthehumanmemoryasbeingtheassociation
of two components (namely, working memory and long-term memory) and two
modesofcognitive functioning(namely, intuitionanddeliberation);moreover, the
correlation between them is that the intuitive thinking mode (also called Type 1
or System 1) relies on associative processing in long-term memory, whereas the
deliberate,analyticthinkingmode(alsocalledType2orSystem2)involvesworking
memory.Regardingtheseconcepts,previousresearchshowedthat,inseveraleveryday
activities–economicsmakesnoexception–,peoplerelyontheassociativesystems
inlong-termmemoryandSystem1appearstobe“thethinkingmodeofchoicewhen
answeringinferencequestionsineconomics”(p.30).Furthermore,theintentionality
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bias(i.e.instinctiveassumptionthatsomeoneintentionallydidsomething)isrelated
tothelimitedfunctioningofSystem1,anextremeexpressionofthisbiasbeingthe
tendency to see conspiratorial or occult causes behind economic events. Another
manifestationofcognitive limitations is theopportunitycostneglect,which refers
tothetendencytofocusonasingleopinionwhileneglectingthecostsandbenefit
ofconcurrentalternatives.Thishassignificantconsequencesonhowthepopulation
judgesnationalexpensesandpublicpolicies(e.g.peoplefavorspendingmoremoney
onmostgovernmentservice,suchashealthcare,nationaldefense,education,social
security,etc.,butdisliketaxesanddonotwantthemraised).Otherconceptswhich
arediscussedandexplainedinthischapterincludetheaggregateeffectsthatpeople
tendtonotconsider,theso-called“paradoxofthrift”(e.g.peoplesavemoreandspend
less),aswellasuni-dimensionalityandhaloeffect, the last twoconceptsblinding
peopletothe“possibilityoftradeoffs,where[riskperceptionandreturnexpectations]
areinverselycorrelated”(p.36).

Chapter4dealswiththemostimportantmacroeconomicvariableslaypeoplecare
about,namelyunemploymentandinflation,whichareincorporatedineconomicmodels
and,consequently,affectpeople’seconomicbehavior.Ashumanbeings,peopletend
toputtheblameonsomeoneorsomethingwhenabadthinghappens,i.e.theblame
instinct(astheorizedbyHansRoslinginFactfulness).Inparticular,whenitcomesto
unemployment,peopleputtheblameonindividualisticfactors(e.g.will-power,effort,
etc.),societalfactors(e.g.governmentshouldbeblamed)andfatalisticfactors(e.g.
luck,chance,etc.).Moreso,itseemsthatpoliticalaffiliationinfluencestheimportance
attributedtothethreefactorsmentionedabove.Unfortunately,whenaskedaboutthe
causesofunemployment,peoplethinkatsimpleanddirectcauses.Therefore,when
theyhavetocomeupwithsolutionsforunemployment,theirproposalsimplydirect
causation.Asforinflation,twowidelyspreadmisconceptionsare,ontheonehand,
people’sbeliefthatinflationmakesthempoorer,and,ontheotherhand,thebelief
thatinflation“providesanopportunityforsomeeconomicagentstotakeadvantage
ofothers”(p.51).

Afterhavingdiscussedunemploymentandinflationastwodistinctconceptsinthe
previouschapter,theauthorsconcentrateinChapter5ontherelationbetweenthese
macroeconomicvariables,whichareperceivedasthehealthofeconomy.Moreover,
whenpeopletendtooverestimate/underestimateoneofthem,theytendtooverestimate/
underestimatetheothertoo.The“goodbegetsgood”heuristicisintroducedatthis
point,whichtellsusthat the“economicworldisviewedbythepublicasa largely
undifferentiated whole, one that can be in more or less good shape, more or less
healthy” (p.59).Bycontrast, economists consider thesevariables as elementsof a
more complex model, where the rate of unemployment modifies the link between
monetarymassandinflation.

Chapter6isdevotedtotheeconomicmetaphorsthatshapepeople’sunderstanding
about thisdomain:howeconomy ispresentedbymedia (e.g. asanorganism,asa
machine)andhowthesemetaphorsinfluencepeople’seconomicknowledge.Inorder
tounderstandandmakewisedecisions inanarea inwhich theyknowlittleabout,
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peopledrawanalogiesbetweenfamiliarconcepts(i.e.theexistingknowledge)andnew
information.Economicmetaphorscanbethoughtofasakindofheuristic,namely“a
mentalshortcutthathelpsusreachaconclusioninastateofuncertainty,withlittle
tonodeliberation”(p.75).

Differentperceptionsaboutcapitalismandmoral-psychologicalissuesderivedfrom
it,likegreedandinequality,arealsofoundworthdiscussingbyLeiserandShemesh
in Chapter 7, in relation with the misunderstanding of economy. Anti-capitalist
people seegreedasa force thatcanmotivate individuals todoanything to satisfy
theirappetite,whilepro-capitalistseeself-interestassomethingthatcanbringoverall
benefits.Furthermore,biasesandcognitiveconstraintsarepresentinthelayviews
ofcapitalism,aleadingonebeingthetendencytomoralizeeconomicaffairs–since
economicpoliciesarenotjustefficientornot,butalsorightorwrong,goodorbad.

AsdiscussedinChapter8,thesamemisconceptionsarepresentinthewaypeople
understandthedifferencebetweenmoneyandwealth,thetruthbeingthatmostofnon-
economistsdonotmakeacleardistinctionbetweenthesetwoconcepts,thisconfusion
leadingtoan“irrationalattachmenttothemedium”,adifferencebeingmadebythe
mediumitself“assomeformsarefelttobeintrinsicallymorevaluablethanothers”
(p.108).Inlinewiththis,“thewaysmoneyfunctionsinamoderneconomyarenot
clearlydifferentiatedbyitsusers”(p.108)leadingtoanirrationalperceptionofthe
realeconomyandtoamisconceptionabouthowfinancialmarketsworkingeneral.

Inthelasttwochaptersofthebook,thedebateconcentratesonifandhowfinancial
and economic literacy could help cover the gap in people’s understanding about
economicsandwhataretheconsequencesonpublicpolicies.Theconclusionofthese
twochaptersisthat,overtime,“educatingpeopletohandletheirpersonalfinances
betterhasprovendisappointing,because the issue is rarelyoneofknowledge,and
moreoneofcommitment”(p.121);consequently,thosewhomakepublicpoliciesmust
takeintoconsiderationtheboundariesthathumannatureimposesuponrationality.
Moreover,“policymakersmustmakesuretheylearnwhatpeoplethinkandwant[…]
toengagetheminatrueifchallengingdialogue”.Allofthiscallsfor“moreresearch
intopeople’sconceptionsofeveryaspectoftheeconomicworld”(p.136).


