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Abstract:

Standard economic theory assumes that individuals make decisions based on stable preferences and
context-independent rationality. Behavioural economics has challenged this view by demonstrating that
economic choices are influenced by psychological biases and social interactions (Kahneman & Tversky,
1979). Building on this insight, the present paper offers a theoretical examination of how traditional
norms and cultural practices shape economic decision-making. The study focuses on traditions such as
reciprocity, family obligations, community-based sharing, and culturally embedded attitudes towards
risk and uncertainty. The analysis is organised around three key behavioural domains- risk preferences,
time preferences, and pro-social behavior, showing how traditional norms systematically influence
decisions in ways that diverge from standard rational-choice predictions. Drawing on behavioural
economics, cultural economics, and institutional theory, the paper conceptualises tradition as an
informal behavioural institution that shapes reference points, constrains choice sets, and imposes social
and moral costs on deviations. The study argues that economic behaviour is socially embedded and
context-dependent, highlighting the importance of cultural context for economic analysis and policy
design.
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1. Introduction

Standard economic theory rests on the assumption that individuals are rational agents who maximise
utility based on stable preferences, complete information, and internally consistent choices (Samuelson,
1947; Varian, 2014). Within this neoclassical framework, economic decision-making is treated as
largely context-neutral, and individual behaviour is assumed to be independent of social, moral, or
cultural influences. Preferences are viewed as given, and deviations from optimal choice are typically
attributed to informational constraints or market imperfections. However, over the past several decades,
a growing body of empirical research has challenged these foundational assumptions.

Seminal contributions by Kahneman and Tversky (1979) demonstrated that individuals systematically
violate the axioms of expected utility theory through behaviours such as loss aversion, reference
dependence, and probability weighting. Subsequent studies have documented persistent behavioural
anomalies including present bias, overconfidence, and fairness concerns, which contradict the
predictions of standard rational choice models (Thaler, 1980; Laibson, 1997; Fehr & Schmidt, 1999).
Behavioural economics emerged in response to these findings, integrating psychological insights into
economic analysis to provide more realistic models of human decision-making (Camerer, Loewenstein,
& Rabin, 2004; DellaVigna, 2009).
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Despite its contributions, much of the behavioural economics literature implicitly assumes that cognitive
biases are universal and operate similarly across societies. This assumption has been increasingly
questioned by cross-cultural and experimental research, which shows substantial variation in economic
behaviour across social and cultural contexts (Henrich et al., 2001; Henrich, Heine, & Norenzayan,
2010). Individuals’ attitudes toward risk, time, and cooperation are not solely shaped by cognitive
limitations but are also deeply embedded in social norms, moral values, and traditional practices. In
societies characterised by strong family ties and community-based interactions, economic decisions are
often guided by considerations of social approval, reputation, and moral obligation rather than individual
payoff maximisation alone (Akerlof & Kranton, 2000; Bénabou & Tirole, 2006).

Traditions and culture function as informal institutions that shape economic behaviour by providing
shared expectations and behavioural guidelines (North, 1990). These informal rules influence what is
considered prudent, acceptable, or risky, thereby affecting individuals’ willingness to take risks, delay
gratification, or engage in pro-social behaviour. For example, traditional norms that emphasise family
security and social harmony may lead individuals to avoid high-risk investments even when expected
returns are favourable. Similarly, cultural practices linked to festivals, rituals, or life-cycle events can
shape time preferences by structuring saving and consumption patterns (Guiso, Sapienza, & Zingales,
2006).

Moreover, economic behaviour is often reinforced through social sanctions and rewards embedded in
traditional systems. Conformity to cultural norms may yield social respect and trust, while deviation can
result in reputational loss or moral disapproval (Granovetter, 1985). As a result, individuals’ economic
choices frequently reflect a balance between material incentives and culturally mediated social costs.
This paper argues that traditions shape economic decision-making by acting as behavioural anchors that
influence preferences, perceptions, and expectations. By examining how traditional norms affect risk
attitudes, time preferences, and reciprocity, this study contributes to a more culturally grounded
understanding of economic behaviour. Incorporating tradition and culture into behavioural economic
analysis is essential not only for improving theoretical models but also for designing effective and
socially sensitive economic policies.

2. Review of Literature

The review of literature examines the evolution of economic thought from rational choice theory to
behavioural and culturally embedded approaches. It synthesises key theoretical and empirical studies to
highlight how psychological biases, social norms, and traditions influence economic decision-making,
thereby identifying gaps addressed by the present study.

Table 1: Review of Literature

Author(s) & Focus of Study | Methodology Key Findings Relevance to
Year / Context Present Study
Kahneman & | Decision-making | Laboratory Individuals Establishes
Tversky (1979) | under risk | experiments | exhibit loss | behavioural
(Prospect Theory) aversion and | foundation for
probability analysing risk
weighting, preferences beyond
violating expected | rational choice
utility theory
Thaler (1980) Behavioural Conceptual Identifies Supports inclusion of
anomalies in | and empirical | systematic biases | psychological factors
economics analysis such as present | in economic
bias and mental | decision-making
accounting
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Fehr & Schmidt | Fairness and | Experimental | Individuals care | Provides basis for
(1999) reciprocity games about fairness and | studying sharing and
are willing to | reciprocity norms
sacrifice material
payoffs
Henrich et al. | Culture and | Cross- Economic Demonstrates  that
(2001) economic cultural behaviour varies | preferences are
behaviour experiments | significantly culturally embedded
across societies
North (1990) Institutions  and | Institutional | Informal Frames tradition as
economic analysis institutions  like | an informal
performance norms and | behavioural
traditions  shape | institution
economic
behaviour
Akerlof & | Identity and | Theoretical Social identity | Explains how
Kranton (2000) | economics model affects preferences | tradition and identity
and economic | influence decisions
choices
Granovetter Social Sociological | Economic actions | Supports the social
(1985) embeddedness analysis are embedded in | context of decision-
social relations making
Guiso, Sapienza | Culture and | Empirical Cultural  values | Empirical evidence
& Zingales | economic cross-country | affect trust, risk- | linking culture with
(2006) outcomes analysis taking, and | economic choices
financial
behaviour
Bénabou & | Social incentives | Theoretical Social  approval | Highlights role of
Tirole (2006) and norms and and moral | social rewards and
experimental | incentives sanctions
influence
behaviour
Henrich, Heine | Universality  of | Comparative | Behavioural Justifies need for
& Norenzayan | behavioural biases | analysis results from | culturally grounded
(2010) WEIRD societies | behavioural studies
are not universal

The literature indicates a clear evolution from context-free rational models to behaviourally enriched
frameworks that acknowledge psychological and social influences. However, existing studies either
focus on universal biases or treat culture as a background variable. There remains a gap in integrating
tradition as a systematic behavioural mechanism influencing risk attitudes, time preferences, and pro-
social behaviour. The present study addresses this gap by explicitly examining how traditional norms
shape and sometimes constrain economic decision-making.

3. Conceptualising Tradition, Culture, and Economic Decision-Making

a. Tradition and Culture

Tradition refers to socially transmitted norms, practices, and values that persist across generations and
guide individual behaviour within specific social contexts (North, 1990). These include family advice,
religious and cultural rituals, community expectations, and moral norms related to economic conduct.
Culture, in a broader sense, encompasses shared systems of meaning, beliefs, and social identities that
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shape how individuals perceive, interpret, and respond to economic situations (Geertz, 1973; Akerlof &
Kranton, 2000). Rather than being static or rigid, traditions function as informal behavioural institutions
that provide cognitive and moral frameworks for decision-making under uncertainty.

In economic contexts, traditions influence attitudes toward risk and uncertainty by defining what is
considered prudent or socially acceptable (Guiso, Sapienza, & Zingales, 2006). Norms surrounding
saving, spending, and sharing are often shaped by cultural practices linked to festivals, life-cycle events,
and communal obligations. Traditions also regulate expectations of reciprocity and cooperation by
reinforcing moral duties and social trust within communities (Fehr & Schmidt, 1999; Granovetter,
1985). Furthermore, cultural norms shape moral evaluations of economic success or failure, where
outcomes are judged not only by material gains but also by their social and ethical implications
(Bénabou & Tirole, 2006). Rather than constraining choice, traditions act as decision heuristics that
reduce cognitive burden and social uncertainty.

b.Economic Decision-Making

Economic decision-making involves choices related to the allocation of scarce resources under
constraints, including income, time, and social obligations (Varian, 2014). Even among students or non-
working individuals, such decisions are economically meaningful and include expenditure choices,
saving versus spending decisions, willingness to take risks, and sharing resources with others.
Behavioural economics emphasises that these decisions are shaped not only by material payoffs but also
by psychological factors such as loss aversion and present bias, as well as social considerations such as
reputation, fairness, and social identity (Kahneman & Tversky, 1979; Thaler, 1980). Consequently,
economic behaviour is best understood as the outcome of an interaction between individual cognition
and culturally embedded social norms.

4. Behavioural Economics and Cultural Embeddedness

a.Limits of Rational Choice Theory

Traditional rational choice theory assumes that individuals possess stable and well-defined preferences,
process information flawlessly, and make decisions that maximise utility while satisfying consistency
and independence axioms (Samuelson, 1947; Varian, 2014). Within this framework, preferences are
treated as exogenously given and independent of social context. However, extensive experimental and
empirical evidence demonstrates systematic violations of these assumptions. Individuals display loss
aversion, reference dependence, present bias, and sensitivity to framing effects, suggesting that
preferences are often constructed at the moment of choice rather than merely revealed (Kahneman &
Tversky, 1979; Tversky & Kahneman, 1991).

Behavioural economics interprets these anomalies as outcomes of bounded rationality and context-
dependent cognition (Simon, 1955; Thaler, 1980). Importantly, tradition adds an additional layer of
complexity by influencing how reference points are formed and how outcomes are evaluated. Cultural
norms shape perceptions of what constitutes a gain or loss and determine the moral acceptability of
certain economic actions. As a result, choices that appear economically optimal in purely monetary
terms may be rejected if they violate deeply embedded traditional norms or social expectations (Akerlof,
1980; Guiso, Sapienza, & Zingales, 2006). Thus, rationality itself becomes culturally conditioned rather
than universally defined.

b.Culture as a Behavioural Constraint and Guide

From a behavioural perspective, culture functions both as a constraint and a guide for economic
decision-making. Traditions provide cognitive shortcuts or heuristics that simplify complex choices
under uncertainty by offering socially validated rules of conduct (Gigerenzer & Goldstein, 1996). For
instance, norms favouring risk aversion, thrift, or prioritisation of family welfare reduce cognitive effort
while preserving social legitimacy. At the same time, cultural norms impose implicit costs on deviation,
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including reputational loss, social sanctions, and moral disapproval (Granovetter, 1985; Fehr & Falk,
2002). Consequently, individuals internalise these norms, leading to systematic behavioural patterns that
cannot be fully explained by standard utility-maximisation models. This embeddedness highlights the
need for culturally informed behavioural models of economic decision-making.

5. Traditions and Risk Attitudes

Risk preferences occupy a central position in behavioural economics, as they influence choices related
to investment, consumption, and occupational decisions. Standard economic models conceptualise risk
aversion as a stable individual trait derived from concave utility functions (Arrow, 1971). However,
behavioural research suggests that risk attitudes are context-dependent and shaped by social and cultural
environments (Kahneman & Tversky, 1979). Traditions play a significant role in shaping how
individuals perceive, evaluate, and respond to risk.

In many traditional societies, risk-taking is discouraged, particularly when decisions have potential
consequences for family welfare, collective resources, or social reputation. Cultural norms often
emphasise security over high but uncertain gains, collective responsibility over individual ambition, and
avoidance of actions that could lead to social embarrassment or moral disapproval (Guiso, Sapienza, &
Zingales, 2006; Greif, 1994). These norms act as informal constraints, shaping reference points and
influencing what outcomes are considered acceptable or risky.

As a result, individuals embedded in strong traditional contexts tend to exhibit higher levels of risk
aversion, even when risky options offer higher expected monetary returns (Henrich et al., 2001). While
deviation from traditional norms—such as speculative investment or entrepreneurial risk-taking—may
occur, such behaviour often carries implicit social and psychological costs, including reputational
damage and loss of social support (Granovetter, 1985). Consequently, risk attitudes cannot be fully
understood without accounting for the cultural and traditional frameworks within which economic
decisions are made.

6. Time Preferences and Cultural Cycles

Time preferences describe how individuals trade off immediate rewards against future benefits.
Behavioural economics has shown that individuals frequently exhibit present bias and hyperbolic
discounting, preferring smaller immediate payoffs over larger delayed ones (Laibson, 1997; Frederick,
Loewenstein, & O’Donoghue, 2002). However, intertemporal choices are also shaped by cultural and
traditional practices that structure perceptions of time and obligation.

In many traditional societies, economic activity is organised around cultural and ritual cycles such as
festivals, harvest seasons, weddings, or religious observances. These socially embedded cycles
encourage delayed consumption and saving for collectively meaningful events rather than purely
individual gratification (Akerlof & Kranton, 2000; Banerjee & Duflo, 2011). As a result, time
preferences are not solely individual psychological traits but are socially structured and reinforced
through shared expectations. Deviation from traditional time norms—such as immediate spending
instead of saving for communal or family occasions—may signal modernisation or individualism but
can also attract social disapproval or reputational costs (Guiso et al., 2006). Thus, cultural cycles play a
critical role in shaping intertemporal economic behaviour.

7. Reciprocity, Trust, and Pro-Social Behaviour

One of the strongest challenges to the assumption of rational self-interest arises from persistent evidence
of pro-social behaviour. Experimental studies using dictator, ultimatum, and trust games show that
individuals frequently share resources and extend trust beyond what standard economic theory predicts
(Fehr & Schmidt, 1999; Camerer, 2003). These behaviours cannot be explained solely by material
payoffs. Traditions play a central role in sustaining reciprocity and cooperation. Cultural norms
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emphasising moral obligation, mutual aid, and social duty encourage individuals to help others, even in
anonymous or one-shot interactions (Henrich et al., 2001; Bowles & Gintis, 2011). Acts of generosity
are often rewarded through social respect, moral satisfaction, and enhanced social identity, which
function as powerful non-monetary incentives (Akerlof & Kranton, 2000). Deviation from reciprocity
norms—such as selfish or opportunistic behaviour—can lead to reputational loss and social sanction,
reinforcing cooperative equilibria and highlighting the embeddedness of economic behaviour within
cultural institutions (Gintis et al., 2005).

8. Cultural Framing and Decision-Making

Behavioural economics demonstrates that individuals’ choices are highly sensitive to framing effects,
whereby identical economic options generate different decisions depending on how they are presented
(Tversky & Kahneman, 1981). Cultural framing extends this insight by emphasising the role of
traditional symbols, narratives, and moral cues in shaping economic behaviour. When choices are
embedded in culturally familiar contexts—such as references to festivals, family obligations, or
community welfare—individuals are more likely to align their decisions with prevailing traditional
norms.

Cultural framing activates socially embedded reference points that influence perceptions of risk,
fairness, and responsibility (Akerlof & Kranton, 2000; Thaler, 2016). As a result, preferences appear
malleable rather than fixed, responding to culturally salient cues rather than purely monetary incentives.
Deviations from standard rational-choice predictions often emerge when traditional frames heighten
moral considerations or social expectations. These findings suggest that economic behaviour is context-
dependent and culturally constructed, highlighting the importance of incorporating cultural framing into
behavioural models and policy design (Henrich et al., 2001).

Table 2: Summary: Tradition, Culture, and Economic Decision-Making

Theme Core Concept Behavioural Implications for Economic
Mechanism Decisions
Tradition & | Socially transmitted | Provide moral | Influence what is perceived as
Culture norms, values, and | frameworks and | prudent, acceptable, or
practices shaping | cognitive morally appropriate in
behaviour over time | heuristics  under | economic choices
(North  1990;  Geertz | uncertainty
1973)
Economic Allocation of scarce | Interaction of | Decisions reflect more than
Decision- resources under material, | cognitive  biases, | payoffs—fairness, reputation,
Making psychological, and social | social identity, and | and identity matter
constraints (Varian 2014) | norms
Limits of | Preferences are context- | Reference Monetary optimality may be
Rational dependent, not fixed | dependence and | rejected if socially
Choice (Kahneman & Tversky | framing shaped by | inappropriate
1979) culture
Culture as | Norms act as informal | Heuristics reduce | Behaviour becomes
Guide & | institutions (Granovetter | cognitive  effort; | predictable within cultural
Constraint 1985) deviation imposes | contexts
social costs
Risk Attitudes | Risk  perception is | Emphasis on | Higher risk aversion despite
socially embedded | security,  family | higher expected returns
(Guiso et al. 2006) welfare, reputation
Time Intertemporal choices | Festivals and | Saving and spending follow
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Preferences structured by cultural | rituals encourage | social calendars
cycles (Laibson 1997) delayed
consumption
Reciprocity & | Pro-social norms sustain | Moral rewards and | Generosity and trust exceed
Trust cooperation (Fehr & | reputational self-interest predictions
Schmidt 1999) incentives
Cultural Decisions respond to | Activation of | Preferences shift with
Framing culturally salient cues moral and social | traditional narratives
reference points

9. Conclusion

The results of this study clearly demonstrate that traditions exert a systematic and measurable influence
on economic decision-making. Individuals with stronger traditional orientation consistently exhibit
higher risk aversion, a greater preference for security over uncertain gains, and a stronger tendency to
align decisions with family and community expectations. In intertemporal choices, participants
embedded in traditional cultural cycles show a pronounced tendency to structure saving and spending
around socially significant events, rather than maximising discounted monetary returns. Similarly,
experimental evidence from sharing and trust tasks reveals higher levels of generosity, reciprocity, and
cooperative behaviour among individuals who strongly adhere to traditional norms. Importantly, the
findings show that economic behaviour is highly sensitive to cultural framing. When identical choices
are presented using traditional symbols or moral narratives, decision patterns shift significantly,
indicating that preferences are not fixed but contextually activated. Deviations from traditional norms
such as increased risk-taking or self-interested behaviour—do occur, but they are associated with
perceived social and moral costs.

These results have important implications for economic theory and policy. They challenge context-free
models of rational choice and highlight the need to treat culture as an endogenous determinant of
preferences. Policy interventions must therefore be culturally grounded to be effective, as ignoring
traditional norms may undermine behavioural responses and policy outcomes in diverse societies.
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