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The Emotional Economy 

Economists have long been captivated by the rational model of human behavior, where 
individuals make decisions by coolly weighing costs and benefits. Yet, in reality, human 
behavior is far more complex, driven not just by rational calculations but by a swirl of 
emotions. Recent advancements in behavioral economics have begun to unravel this 
complexity, showing that emotions play a crucial role in decision-making. Now, a new 
unified theory aims to bridge the gap between psychology and economics, offering a 
comprehensive framework for understanding human emotions and motivation. 

At the Heart of the Matter 

The theory hinges on two key concepts: expectation violations and subjective 
importance. These principles provide a foundation for explaining how emotions are 
generated and how they influence behavior. 

1. Expectation Violations: 

o Emotions emerge when reality diverges from what we anticipated. 

o Positive surprises, where outcomes exceed expectations, spark joy and 
delight. 

o Negative surprises, where outcomes fall short, trigger anger. 

2. Subjective Importance: 

o The intensity of our emotional responses depends on how much we value the 
expected outcome. 

o When the stakes are high, emotions run strong; when they are low, the 
emotional response is muted. 

Emotions Through an Economic Lens 

By framing emotional responses in economic terms, this theory provides an intuitive way to 
understand complex psychological phenomena and their evolutionarily derived social 
functions. 

1. Anger: 

o Economic Analogy: A reaction to a negative supply shock. 



o Explanation: Anger flares when outcomes are worse than expected, driving 
efforts to rectify the situation. 

o Evolutionary Function: Anger mobilizes energy and motivates individuals to 
address perceived injustices or threats, promoting social order and personal 
boundaries. 

2. Joy: 

o Economic Analogy: A reaction to a positive supply shock. 

o Explanation: Joy arises when reality exceeds expectations, encouraging 
behaviors that replicate these positive outcomes. 

o Evolutionary Function: Joy reinforces behaviors that lead to beneficial 
outcomes, fostering social bonds and group cohesion by sharing in positive 
experiences. 

3. Sadness: 

o Economic Analogy: Anticipation of a future shortage. 

o Explanation: Sadness reflects a belief that future needs will go unmet, 
prompting a search for alternatives or support. 

o Evolutionary Function: Sadness signals to others that help or comfort is 
needed, strengthening social bonds through empathy and support. 

4. Anxiety: 

o Economic Analogy: Anticipation of a future loss. 

o Explanation: Anxiety stems from the expectation of negative outcomes, 
increasing caution and risk aversion. 

o Evolutionary Function: Anxiety heightens vigilance and preparedness, 
helping individuals anticipate and avoid potential dangers. 

5. Contentment: 

o Economic Analogy: Expected surpluses. 

o Explanation: A relaxed state is akin to the assurance of abundant resources, 
fostering well-being and reducing stress. 

o Evolutionary Function: Relaxation promotes recovery and conservation of 
energy, enabling individuals to maintain health and well-being in stable 
environments. 



6. Laughter: 

o Economic Analogy: Response to a neutral shock. 

o Explanation: Laughter is triggered by unexpected but non-threatening 
events, providing amusement and relief. 

o Evolutionary Function: Laughter enhances social bonding and reduces 
tension, signaling safety and shared understanding within a group. 

Mood as Emotional Wealth 

In this framework, mood functions similarly to wealth or income in economics: 

• Positive Mood: 

o Economic Analogy: High emotional wealth. 

o Impact: Enhances resilience and encourages risk-taking, much like financial 
wealth promotes investment and spending. 

• Negative Mood: 

o Economic Analogy: Low emotional wealth. 

o Impact: Increases vulnerability to stress and risk aversion, akin to how 
financial insecurity leads to cautious behavior. 

Mood influences risk tolerance and decision-making, shaping our responses to various 
situations. A positive mood decreases risk aversion, fostering proactive behaviors, while a 
negative mood heightens risk aversion, leading to defensive actions. 

Depression as a Behavioral Economic Trap 

1. The Dynamics of Depression: 

o Lower Moods: Depression is characterized by persistently low mood, akin to 
a state of low emotional wealth. 

o Net Motivation: In this state, the value placed on potential losses is greater 
than that placed on potential gains, leading to reduced motivation. 

2. Dynamic Risk Aversion: 

o Heightened Risk Aversion: As mood decreases, individuals become more 
risk-averse, avoiding actions that could potentially lead to positive outcomes 
due to the heightened perceived threat of loss. 



o Behavioral Trap: This dynamic creates a behavioral economic trap, where 
the individual’s capacity to engage in rewarding activities diminishes, 
perpetuating the cycle of low mood and high-risk aversion. 

3. Implications for Treatment: 

o Expectation Management: Therapeutic interventions can focus on 
realigning expectations with achievable outcomes to reduce the perceived 
value of potential losses. 

o Positive Reinforcement: Increasing positive reinforcement through 
manageable goals can help lift mood and break the cycle of depression. 

o Medication: Various psychotropic medications can boost mood directly, or 
indirectly, helping to not only treat depression but smooth emotional 
volatility. 

Conclusion 

This unified theory represents a new way of understanding human emotions and motivation, 
bridging the gap between psychology and economics. By conceptualizing emotions through the 
lens of expectation violations and subjective importance, and viewing mood as emotional wealth, 
we gain a comprehensive understanding of the interplay between psychological states and 
economic behavior. This model not only enriches theoretical perspectives but also offers practical 
strategies for improving mental health, economic behavior, and overall human welfare. As the lines 
between disciplines blur, the promise of a more nuanced understanding of human behavior 
emerges, offering profound implications for both theory and practice. 

 


