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The challenge of embracing Behavioral Economics

The mar ketero6os paradox:

We all want to get to deeper insights

Weore all Il ntrigued by new met hods and phi

Butnewbei ng good dotdesdhaddot mean

o To To Do

|t 6s difficult to know how to apply new ap



So, what is Behavioral Economics?




So, what is Behavioral Economics?

Nl tos |Just eeapeoment ¢cs wi th
Instead of those fictional, hyper-rational
creatures that pop up in economics
textbooks. 0O

-Richard Thaler,

author of Nudge,
one of BEGs founding fat




Where did it come from?

A Thinking on this topic among philosophers and
psychologists dates to the 18" and 19t centuries

A But advances in medical imaging technology in the 21st
century has immensely evolved the understanding of
human psychology

A Leading to a new and clearer understanding of how people
make decisions

A Behavioral Economics is an outgrowth of this
understanding
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A Definition

Behavioral Economics is an approach to human
decision-making that contends we make decisions
not through rational reasoning, rather by using
error-prone rules of thumb and faulty, antiquated
(often reptilian), pre-programmed, decision
processes.
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Or sal d mor e

We
think as
much as we

think we
think.



An important note:

a methodology
nor a specific vendor

framing an issue

a different lens

Problems
Opportunities
Potential solutions



https://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&ved=0ahUKEwjxjdHNv8rUAhWGGz4KHTJhAkMQjRwIBw&url=https://sellorelse.ogilvy.com/2010/11/29/behavioral-economics/&psig=AFQjCNFQbuKfDSqCOaRNVle3ttKz9Exang&ust=1497976445478910

et SR
Dan Ariely = \ﬁ;j”
— RN

fiPredictably Erik du PleNS_I_ShiS @ =

Irrational® .z nige 4
FBTNKING, Advertised & L
ASTSLOW Mindo ‘ | DESCARTES’
FAST..SLOW : _ l !

™HE :Antonlo Dzilmasu? ERROR
j R ADVERTISED fiDescatesd E D
ARIELY Daniel Kahneman ]
fiThinking Fast and DANIEL

ERIK DU MLESSIS

Slowo KAHNEMAN

Antonio Damasio

i
T gngi(r;]ign Gladwell Gerald Zaltman
fAHow Customers Thinko 4
POLITICAL BRAIN
. PanielLevitin Drew Westen i fiThe Political " rio:

Brain: The Role of Emaotion in
. Deciding the Fate of the
GERALD ZALTMAN Nationo

AThis is Your
Brain on Musico

Malcolm Gladwell

— b N or man D d‘med e ﬁ
Behavioural Economics g

L / - s Brain That Changes
in Action s ltselfo
e /
LDA Strategies and insights from the IPA Effectiveness Awards (
ByiNick Southgate and withifan introdbchion by Rony: Sutherland TH AT C HAN G E S
) Charles DUhlgg THE POWER OF
‘ ‘ J?Seph Ha”lnan “Chack-ull ot tascimating exampies * NEW TORK rfwxa»at:»!xn I TS E l— F ﬁThe POWer Of H A B I T
oyt nbdpt ooy nWhy We Make 1‘)‘,'x.v:::.:--:le[-‘.‘..;.':’”I-.”," Hablt(‘) WAT NI DO WNAT WE DO
H M|Stakeso Why We —/"/‘ NORMAN DOIDGE, M.D. the invisible gorilla
ow We T e
Make h .
Decide ' &l | ,
Mictakes 92 | charisa
a3 T Richard a® W Simons
JE N e Rl e ATHhe Invisible
J T %ﬂ ‘20 nah Lehrer - i JOSEPH T. HALLINAN b el N dg eo Gorillao
JONAH LEHRER  AiHow We Decideo (] SREEIEE o ns



http://www.amazon.com/gp/product/images/B001E3GTGG/sr=8-3/qid=1229093529/ref=dp_image_0?ie=UTF8&n=283155&s=books&qid=1229093529&sr=8-3
http://www.amazon.com/gp/product/images/1586485733/sr=1-1/qid=1229093731/ref=dp_image_0?ie=UTF8&n=283155&s=books&qid=1229093731&sr=1-1
http://www.amazon.com/gp/reader/0316010669/ref=sib_dp_pt
http://www.amazon.com/gp/reader/0143113100/ref=sib_dp_pt
http://www.amazon.com/gp/reader/1578518261/ref=sib_dp_pt
http://www.google.com/url?sa=i&rct=j&q=thinking+fast+and+slow&source=images&cd=&cad=rja&docid=Z65h6QWyrU-vuM&tbnid=9aS22-IhMHiQJM:&ved=0CAUQjRw&url=http://www.forbes.com/sites/billfrezza/2012/01/10/thinking-fast-slow-and-not-at-all/&ei=6st-UeOEE-Xh4AO2kIDoBA&bvm=bv.45645796,d.dmg&psig=AFQjCNExBIdYUa4hGw6Z0kS5U0bw_SUmSw&ust=1367350627185663
http://www.google.com/url?sa=i&rct=j&q=the+power+of+habit&source=images&cd=&cad=rja&docid=5hfrHJMplzkIGM&tbnid=yb2NMkmgLxkjNM:&ved=0CAUQjRw&url=http://dearauthor.com/book-reviews/overall-b-reviews/b-plus-reviews/review-the-power-of-habit-why-we-do-what-we-do-in-life-and-business-by-charles-duhigg/&ei=r8x-UZeFPIzE4AP1nYHwDg&bvm=bv.45645796,d.dmg&psig=AFQjCNF5VUQoVk0zU7DJJbosyIdtlGqROA&ust=1367350826171368

THINKING, (X@) :

i DESCARTES’
FAST..SLOW i !
! THE Antonio Damasio ERROR

ADVERTISED fiDescates6 E D
ARIELY Daniel Kahneman St
fiThinking Fast and DANIEL
Slowd KAHNEMAN

Antonio Damasio

/s = B HOW
; £ CUSTOMERS

TH NK PULITICALBRAIN

GERALD ZALTMAN

|
Behavioural Economics ; e
in‘Action THE
I

ll% Strategies and insights fromithe IPA Effectiveness Awards! (-

vaNick Southgate and wathifanintrodbichion! by Ren:Sutherland THAT CHANGES

ITSELF THE POWER OF
I s v HABIT
- WY NI DO WRAT WE DO

’ Why We ;
How We Mgke mm le gorilla @ @

Decide Miztakes Mudse ‘* a
o

Improving Decisions About
Health, Wealth, and Happin

@ % 2 Richard H. Thaler and Cass R. Sunstein RiChard “
JOSEPH T. HALLINAN = fANudgeo
JONAH LEHRER

Charles Duhigg

10


http://www.amazon.com/gp/product/images/B001E3GTGG/sr=8-3/qid=1229093529/ref=dp_image_0?ie=UTF8&n=283155&s=books&qid=1229093529&sr=8-3
http://www.amazon.com/gp/product/images/1586485733/sr=1-1/qid=1229093731/ref=dp_image_0?ie=UTF8&n=283155&s=books&qid=1229093731&sr=1-1
http://www.amazon.com/gp/reader/0316010669/ref=sib_dp_pt
http://www.amazon.com/gp/reader/0143113100/ref=sib_dp_pt
http://www.amazon.com/gp/reader/1578518261/ref=sib_dp_pt
http://www.google.com/url?sa=i&rct=j&q=thinking+fast+and+slow&source=images&cd=&cad=rja&docid=Z65h6QWyrU-vuM&tbnid=9aS22-IhMHiQJM:&ved=0CAUQjRw&url=http://www.forbes.com/sites/billfrezza/2012/01/10/thinking-fast-slow-and-not-at-all/&ei=6st-UeOEE-Xh4AO2kIDoBA&bvm=bv.45645796,d.dmg&psig=AFQjCNExBIdYUa4hGw6Z0kS5U0bw_SUmSw&ust=1367350627185663
http://www.google.com/url?sa=i&rct=j&q=the+power+of+habit&source=images&cd=&cad=rja&docid=5hfrHJMplzkIGM&tbnid=yb2NMkmgLxkjNM:&ved=0CAUQjRw&url=http://dearauthor.com/book-reviews/overall-b-reviews/b-plus-reviews/review-the-power-of-habit-why-we-do-what-we-do-in-life-and-business-by-charles-duhigg/&ei=r8x-UZeFPIzE4AP1nYHwDg&bvm=bv.45645796,d.dmg&psig=AFQjCNF5VUQoVk0zU7DJJbosyIdtlGqROA&ust=1367350826171368

Behavioral Economics is about taking account of the different brain

systems that comprise our Aconsciouso an

Individuals think in an intuitive, subconscious way, using heuristics to make
| eaps e

ébut al so, of ddiberaegrationalwmaya mor e

It Is critical to take account of these different kinds of thinking.

Sources: Dani el Kahneman (Nobel Laureate), AThinking, Fa8l®) and Slowo (2011); Professor Steve Peters, fiThe Chi mp Padlle
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SYSTEM

2. EMOTIONAL
AANI MALO

3. RATIONAL

AHUMANO

Sources:

Dani el Kahneman ( Nobel Laureate),

)

SYS

The brai nbds ewradassdaciationg basefl har d
on formative memories and experiences i without a lot of
considered thought

Primal emotions and behaviors triggered by deeply held,
subconscious sensitivities

Deliberate, conscious, rational thinkingt hat I s moir e
Dani el Kahnemanoés f#fsl|l ow tihbutrcdni
often be effective.

AThinking, Fast and Slowo (2011)

Professor Steve Peters, fiThe Chi mp Paradoxo (2012)
Justin Fox fAFrom 6Economi c iMdamwvad BusinesBreview 2015)r a | Economicso
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& Biases

Gomg Wlth
your gut

ff
ng,

Decision
Analysis
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SEsss=p, T he brainds ewiredassdciationg basefli har d
SYSTEM on formative memories and experiences i without a lot of
considered thought

2. EMOTIONAL Primal emotions and behaviors triggered by deeply held,
nNANI MALO S subconscious sensitivities

Goingwit
your gut
3. RATIONAL Deliberate, conscious, rational thinkingt hat I s moir e neff f ul
SN s Deni el Kahnemanods fisl ow tihbuteani ng, ¢ St
often be effective.
Decision
Sources: _ ' Analysis
Dagpirgd: Kahneman (Nobel Laureate), fAThinking, Fast and Slowdo (2011) y
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Why is Behavioral Economics relevant to the world of marketing?

For us as marketers, understanding
consumer decision making is about
understanding consumer
behavior, or more specifically, the
roots and drivers of consumer
choice and behavior change.

| Fou amg wone |

el

14



Why is Behavioral Economics relevant to the world of marketing?

Helps us understand Helps us understand what

w h a hdding people we can do to help people
back from changing change

15



Why does Behavioral Economics feel so difficult to use, and why does it

seem so shrouded in mystery?

| t 6 s eanergihgfieldeo theredos Tittle
agreement even among BE experts as to its
scope, scale, definitions and applications.

Therebds |l ittl e ianthatdy m
use BE or much understanding of a
process to deploy BE.

And there are so many BE principles,
often with different names and variations,
that it becomes difficult to know the forest
from the trees from the weeds.

16
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And chances are, you are already using some of Iit!

Many standard marketing Obest practic
youol | probably have an i ntuitive f ee

Our goal today Is to explain the framework behind these, so you can
apply them more consistently and intentionally.

17



18

LT p—

®
£y
% 5, 58 4 -
@ g d\'&é’.{,i:q %Eﬂm‘m‘m;%' : ) §
ot 5 @--&% S S B g
e Persop &S S %.» ™ :l___g%. S B £ G Rorgnakey &
= Ea,- Dllﬂﬂlng i ] g & % t ff{j’ % é‘
=51 low & . - nra’lyﬁﬂch ; Ut'lt}" Risk &= Fas f . “Ar gumﬁ‘ , o 13’@9
£ Brang Cost 5 Dominatey g A Oring Inattention, "’flflijziaﬁiaﬁ‘! e Ea%, Qfﬁ'aﬁ“ Sef Serving Q‘:? 2 £ {@m@ 3
N §§ £ Eu,::;ﬁiﬁéniam Subje(:ﬁﬁ S Ar gument Reciprocity, E’m@?ﬁez&ﬁ%‘?;ﬁ?f ' %\1%\?3 _:;f«,% x\ Q: N S gﬁ‘ﬂ
5 £85S Adaptar: . Wersiﬁcaﬁm ff =, nfébﬂéfﬂan n, & Wa o™ & &/ :
§ 3 = S ptatmnme;d il Str AW Peak-eng e E = %’%@Eﬂmﬁﬁé&ﬁyﬁmﬁaﬁ@ﬁm@ ﬁi%
Texas 2 E &« Y ‘?-'ilﬂfé'rﬁempoﬁ'-al Projectign > _ i
d - 2S¢l iEappifgs s
& P

Y R___ ﬂl@gﬁ"ﬁ
Introspectig e
ion p |
leamed_ D AVH L:YEm i
Controf _,_,‘ Stereotyping Asymimetricap, Husist = ) B
U) Formi i B o , Z

. inatig i & <le

S %—n v *

S= Plapn

\ 5 qared %7 Rz 200 &
2T SV

. ec
theg N lrranona’ Pﬁjl’ﬂhﬂph Sic
Price Thir E'BHQI:bO’Ce . , % F‘N? (&
Affec't: Th D',y"ﬂ.'.' N Mﬂment ‘
eelings

18



Distilled these down to six key themes

Ingrained Behavior

The Potency of Loss

-\
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1. Ingrained
Behavior

AAut omat i-wited har d
associations and responses that
create mental short-cuts, and limit
our ability to make reasoned
choices.



1. Ingrained Behavior
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1. Ingrained Behavior

How many had nSuga
How many had nPi e

How many had nSwee



Implicit Associations

Automatic associations between objects or concepts
that can be intentionally or unintentionally triggered.

Project Implicit®

25


https://implicit.harvard.edu/implicit/
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Anchoring Effect

P e o p firstdnspressions tend to linger in their minds,
affecting later perceptions and decisions.

Guess what percentage of United
Nations countries are African.

Group #1
Wheel rigged
to land on 10

Group #2
Wheel rigged (7

72X\
to land on 65 \\(1 ,\//
“‘\ﬁ 4/” Guess of % of UN Nations that are African

—
UNITED NATIONS

m Wheel Rigged to Land on ®Wheel Rigged to Land or

Kahneman, Tversky
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Anchoring Effect - Comparisons

People are not very good at assessing value (or
utility) in the abstract.

We often require a
nNcompari son pointo of ref

T RIDE MY
ICYCLE ON
THE RQOF ?

()
CALVIN..
J=




Anchoring Effect - Comparisons

What do you think this
griddle would cost?

28
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Anchoring Effect - Comparisons

B> W GRILL CBT GRI
RETAIL PRICE
N\

Anchors nhel po us | $
value.

1| I JUNLLL NN U

0080-0006-0006
110118 Ca p8 NONE 556536705

Our bias in assessing value A7 g e
IS to compare to the past =
(t he $24.88 anch[ie——

éas opposed to t
possible (what else could |
do with $14.887?).



A Quick Test of your Biblical Knowledge

&4

-
L T

How many animals?

30



Framing - The Moses lllusion

Setting a norm or expectation of
what will come next will frame a
personos under standiI
whatever comes next, causing the
pbraintoarti fi ci ally n.
dissonant information. |

Initial framing channels thinking in a
specific direction from which it is
difficult for people to shift away
from.

31
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Framing T Default Choice (a.k.a. The IBM Effect)

People have a tendency to stick with the status quo, or what they know Customers are busy,

best. lazy and often confused,
they are surprisingly
Different frames can establish a different status quo. likely to take whatever

option is made the default." b

RICHARD THALER
Behavioral economis’

economist and co-author of Nudge

Automobile Insurance 1 Limited Right to Sue

Il n New Jersey, 80% of dr i v eThstweshesfamed thedefault choicet e d
right to sued option whil e differentyn g out aut o
insurance
In New Jersey, the driver automatically got the
In Pennsylvania, only 25% chose it. Ol i mited ri ght speafiedtheyye 6 un|
wanted the full right.
Why the difference?
In Pennsylvania, the driver automatically got the
of ul | ri ght tspecifiedthey wanted e s
the limited right.



Conditioned Responses (Related: Classical, Operant
Conditioning)

Many actions are not choices,
but rather repeat actions of normal routines and habits.

/" WATCHWHATICAN N\ o
MAKE PAVLOV DO. e S
HELL SMILE AND WRITE i (5o

IN HIS LITTLE BOOK. JJ|. i

W ’ o .
Yers | VoSARTY, 9 u
A 1 S\ WP/ B
1o . - o
R B A i
"/ \ > g b
| sV 4 '
SOy
\',
:/
’ v
%

’

-
o
’
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Conditioned Responses (Related: Classical, Operant Conditioning)

BEFORE Conditioning

Ve,

Unconditioned Stimulus Unconditioned Response

Christmas Emotions: Excitement,
Happiness, Family

DURING Conditioning

Unconditioned Response

Christmas + Coca-Cola Emotions: Excitement,

Happiness, Family

BEFORE Conditioning

— (@9

No Conditioned Response

MNeutral Stimulus

Coca-Cola Emations: None
AFTER Conditioning
— > l '
Conditioned Stimulus Conditioned Response
Coca-Cola Emotions: Excitement,

Happiness, Family




Priming (a.k.a. Nudging)

People are unaware of the constant nudging they receive
from their environment and the ideas it creates In their
unconscious mind.

35



Priming (a.k.a. Nudging)

Fill in the
missing word

1.Red
2.Blue
3.0range
4. Yellow
ST

Now fill in the
missing word

1.Plum
2.Nectarine
3. Pear

4 Apple
5.G6r0

36



Priming (a.k.a. Nudging)
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Priming (a.k.a. Nudging)




Decoy Effect

Choices often occur relative to what is on offer rather than
based on absolute preferences.
And peopl eds preference for one
as a result of adding additional options.

The Decoy Effect has also been found in employee selection (e.g.
Slaughter et al., 2006), apartment choices (Simonson, 1989), and
hand hygiene (Li et al., 2018).

PORT

$8 $18 $32 $65

(Bateman et al., 2008)
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Zelgarnik Effect

People tend to remember unfinished or interrupted tasks
better than completed tasks.

Two
Types
Of

Memory Rememberinc

Remembering

On Finished and Unfinished Tasks, Zeigarnik, Bluma , 1927

40



Zelgarnik Effect

People tend to remember unfinished or interrupted tasks
better than completed tasks.

The effect was tested on advertising jingles.
Findings:

People recalled ad content better with known jingles
than those without, as viewers were focused on hearing
the jingle to the end.

An interruption in the known jingle, especially towards
the end of the commercial, prompted even better
attention and recall.

(Heimbach and Jacoby, 1972)

41




1. Ingrained
Behavior

nAut omat i-wired hard
associations and responses that
create mental short-cuts, and limit
our ability to make reasoned
choices.

Implicit Associations
Anchoring Effect
Framing
Conditioned Responses
Priming
Decoy Effect
Zelgarnik Effect



Distilled these down to six key themes

Ingrained Behavior

43
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2. The Justifying
Narrative
We seek to create meaning when
we explain our behavior, but d_or@ |
have access to our full range of K)\
motivations, emotions, and

memories. "D~
\f\
Therefore, we create fictional )
reconstructions based on what'is ¥
immediately accessible and

plausible.



2. The Justifying Narrative

Confabulation

Introspection
Loyalty & Past Choice Bias
Misinformation Effect
Prospect Theory
Consistency Bias
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Confabulation

People are often ignorant of their own motivations‘and
therefore create fictional narratives to explain their decisions,
emotions, and history 1 filling in gaps in what they actually know

orrememberi usuallywi t hewut realil zing t hi
NHI s¢«“ory 1 s the version O
people have deci ded t o a

- Napoleon Bonaparte



Confabulation

False Memories




Confabulation




Introspection (a.k.a. Emotional Block)

The origin of certain emotions

and motivations is unavailable

to people, particularly when

asked to express emotional

states using their rational brain “1D

-~
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Loyalty & Past Choice Bias

People tend to believe they
choose one brand over another
due to their rational reasoning of

benefits.

Yet more often, people prefer
things due to a rationalization of
their past choices, to protect
their sense of self.



Loyalty & Past Choice Bias







Misinformation Effect (a.k.a. Memory Reconstruction)

Memories are not played back like recordings.

Rather, memories are constructed-anew each time
one is recalled, from whatever-available information is
currently available, making them highly permeable and
malleable to present influences.

People are largely unaware of this phenomenon.

53



Misinformation Effect (a.k.a. Memory Reconstruction)

WERAR 4D

THE FORGETTING PILL ERASES PAINFUL MEMORIES
FOREVER

54


https://www.wired.com/2012/02/ff_forgettingpill/
https://www.youtube.com/watch?v=u-SBTRLoPuo
https://www.youtube.com/watch?v=GtelV9lmzQc

Prospect Theory (a.k.a. Change Sensitivity)

People are more sensitive to changes In
states than to the states themselves -
consumers detect and react less to

things,
rather to changes in them.

+WUNDERMAN
THOMPSON

55



Consistency Bias p

People tend to make the incorrect assumption that the way they T eel
is rarely true.
This bias I s observed fregueMmN1y I n he "

a condition can fluctuate on a daily basis, especially when in front of their doctor,
and therefore what they report may not be representative of their full experience.
Journaling is a common research technigue to battle Consistency Bias.

AWhen | was a boy of
ignorant | could hardly stand to have the
old man around. But when | got to be 21, |
was astonished at how much the old man

had | earned I n se

my father w

'ears. o

56



2. The Justifying
Narrative

We seek to create meaning
when we explain our behavior,
but donot have
full range of motivations,
emotions, and memories.

Therefore, we create fictional
reconstructions based on What'
IS Immediately accessible and

plausible.

acCesSsS

-

¢

}\f\

t

o)

Confabulation

Introspection
Loyalty & Past Choice Bias
Misinformation Effect
Prospect Theory

Consistency Bias



Distilled these down to six key themes

Ingrained Behavior

p

The Potency of Loss

58
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3. The Potency of
LOoSS

Fear of loss is a more powerful
driver than hope of gain.

When control is lost (or
perceived to be), the emotional
ramifications can be especially

severe.

8o






3. The Potency of Loss

‘ Suppose your company is considering a change in the way they
. pay out bonuses.

You have a choice, eitheré

They will give everyone a flat bonus at the begining of the yearr,
and then may take a proportion of it back in December based on
your individual performance.

OR

They will give you a bonus at the end of the year based on
individual performance.




3. Ttﬂ Potenc}y of Lo@s

».
-




| oss Aversion

People are more afraid of losses than they are attracted
to potential gains (disproportionately averse to losing
something).

63
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~Figure 1. Penalty contracts boost productivity significantly relative to bonus contracts ———,

A A . : 90 -
A 150 teachers in nine poor K-8'schools in
icago Heights . = Bonus contract
T &= B Penalty contract
A e group of teachers got $4,000 in a 8 £
e start of the school year, | 3 a
yod |53
” improve E
= 50
AT fered a 40

[1] [3] - Burkina Faso [3] - Canada [4]

he
trﬂ)nal bonus, also $4,000, payable at

Sowrce: Author's elaboration of data published in Hannan, L. R., V. Hoffman, and D. Moser. “Bonus versus penalty:
the end Of the year ( B onus CO n t raCt) 5 Does contract frame affect employee effort? In: A. Rapoport and R, Zwick (eds). Experimental Business Research:

Economic and Managerial Perspectives. Morth Holland: Springer, 2005; pp. 151-169 [1]; Armantier, O., and
A. Boly. “Framing of incentives and effort provision.” International Economic Review 56:3 (2015): 917-9238 [3]; and
Imas, A., 5. Sadoff, and A, Samak. "Do people anticipate loss aversion? Management Science (Forthcoming) [4].

PAIN L OAIN

*Roland G. Fryer, Jr, Steven D. Levitt, John List, Sally Sadoff
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L oss Aversion

clite:

A UK fithess company i elite: Transform

program

A People sigh up to lose 20 lbs by a six-week
deadlines
A $20 administration fee
A $200 program fee

A Ifthey successfully lose 20 Ibs, the $200
program fee is returned

Al f they

d [bs) thay lode the $2002 C
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Total weight loss 30lbs

www.elitetogether.com
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Total weight loss 25.1lbs
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Total weight loss 20lbs
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Total weight loss 24.7Ibs
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Total weight loss 22.3lbs
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Total weight loss 23.2lbs
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Total weight loss 28.2lbs
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Total weight loss 22.2lbs

www elitetogether.com
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lllusion of Control

People often believe they have control over outcomes that
are either random or are too complex to predict or alter.
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lllusion of Control
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lllusion of Control

A One group of people were given lottery tickets among
a pile of tickets

A A second group of people were able to select which
lottery tickets they wanted among a pile of tickets

A When asked to trade the tickets they had for ones
that were guaranteed to a better likelihood of
winning, those who selected their own tickets were
significantly less likely to trade their tickets.

Dr. Ellen Langer, Ph.D.,
Professor of Social Psychology, Harvard University
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$40
Odds = $40

Range of Outcomes

$0, $150
Odds = $75

'
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Which would you choose?

AR,

$40 $0, $150
Odds = $40 Range of Outcomes Odds = $75 |
\ /

\/
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Regret Aversion (a.k.a. Anticipated Regret)

Instead of considering the range of all possible outcomes,
people tend to think about the worst possible outcomes,
and how they would feel with those outcomes (their level

of regret),

and then choose the option that minimizes regret, even if it

IS not optimal.
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Negativity Bias (Related: Pessimism Bias)

Even when presented with equal intensity, things

of a more negative nature have a greater effect on

one's psychological state and decision processes
than neutral or positive things.

Criticisms often have a greater impact than
compliments.
Bad news frequently draws more attention than
good.
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Negativity Bias (Related: Pessimism Bias)

Negative reinforcement leads to faster learning than positive reinforcement (in both humans and
animals). (Garcia, Hankins, & Rusiniak, 1974; Logue, Ophir, & Strauss, 1981; Ohman & Mineka, 2001)

Negative stimuli carry greater informational value than positive stimuli, and thus require greater
attention and cognitive processing. (Peeters & Czapinski, 1990)

Adults spend more time looking at negative stimuli than at positive stimuli, and perceive negative
stimuli to be more complex than positive ones (Ducette & Soucar, 1974; Fiske, 1980; H. Miller & Bieri, 1965)

People consistently weight the negative aspects of an event or stimulus more heavily than the positive
aspects (Kahneman and Tversky, 1984; see Peeters & Czapinski, 1990)
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3. The Potency of
LOSS

Fear of loss is a more powerful
driver than hope of gain.

When control is lost (or
perceived to be), the emotional
ramifications can be especially

severe.
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Distilled these down to six key themes

Ingrained Behavior

7S
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4. The Commitment
Conundrum

Decisions do not always
reflect our overall desires or
Interests.

Once we have committed to
something, we are more
likely to stick with it T even if
doing so runs counter to our
best interests.



4. The Commitment Conundrum
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Sunk Cost Fallacy

Once a person has invested a certain amount of
time/money/energy in something, they desire to see that thing
through (even if doing so is counter to their happiness) because
they will feel loss of their investment if they do not.
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Sunk Cost Fallacy

The Belief

We make rational
decisions based on

the future value of
objects, investments
and experiences.

The Reality

Our decisions are
often tainted by
accumulated
emotional
Investments, and
the more we invest
In something, the
harder it becomes
to abandon fit.
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Sunk Cost Fallacy

A Overeating at a buffet to figet their mo
A Continue reading a book you do-waythrodgh. k
A If the costs outweigh the benefits, the extra costs incurred (inconvenience, time or

even money) are held in a different mental account than the one associated with
the decision to continue or not. (Thaler, 1999).



Sunk Cost Fallacy

Scenario A

Scenario B
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WEST STANDS

cate W\
sic. 2086

ROW

902  sonvs

A Youodre a
fan.

A Six months ago, you A
bought a season
ticket package for
the NY Giants.

A As the next game A
approaches,
feeling tired and like
you might be coming
down with a cold.

A Do you go to the A
game?

NY AGYanbHse a

yapPpreaches,

I

61

1¥3S Moy NOILIIS  1SIm
JIHO1L NMO HNOA 010H - T18YINFI0IH-NON

NEW YORK GIANTS FOOTBALL - ESTABLISHED 1325

N Y
fan.

A friend has an extra
ticket and offers to
take you to the game
for free.

B % Who Go To The Game

As the game

youo
feeling tired and like

you might be coming

down with a cold.

Scenario A Scenario B

Do you go to the
game?

(Arkes & Blumer, 1985)



Irrational Escalation of Commitment

Occurs when someone reaffirms and escalates their commitment
to an idea or endeavor, even if faced with negative outcomes, as
opposed to altering their course.

e,

-

KEEP
CALM AND

DON'T DISTURBE

THE REALITY
DISTORTION FIELD
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Irrational Escalation of Commitment

]

natgeotv.com




The IKEA Effect (Similar: Endowment Effect)

We place more value on
things we have partially
created, or had a hand iIn
creating, or believe we
did.
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The IKEA Effec

sy




4. The Commitment
Conundrum

Decisions do not always
reflect our overall desires or
Interests.

Once we have committed to
something, we are more
likely to stick with it T even if
doing so runs counter to our
best interests.

Sunk Cost Fallacy

Irrational Escalation of
Commitment

IKEA Effect



Distilled these down to six key themes

Ingrained Behavior
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5. Processing
Problems

Though we like to think our
decisions are based on
representative information
and rational processing, in
reality our processing Is
faulty and often based on
perceived meaning vs. fact.



5. Processing Problems

Over-Weighting Low Probabilities
Availability Heuristic
Hyperbolic Discounting
Attention/Inattention Bias

Apophenia
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Overweighting Low Probabilities

People are not good at understanding
probabilities, especially on the low end, and tend
to assume that rare events will occur more
frequently than they do.

For this reason, large numbers are easier to
understand and process, and can have more
Impact.
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