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The challenge of embracing Behavioral Economics

The marketerôs paradox: 

Å We all want to get to deeper insights

Å Weóre all intrigued by new methods and philosophies

Å But newbeing good doesnót mean old is bad

Å Itós difficult to know how to apply new approaches for the best effect...with minimal risk
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So, what is Behavioral Economics?
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So, what is Behavioral Economics?

ñItôs just economics with real people, 

instead of those fictional, hyper-rational 

creatures that pop up in economics 

textbooks.ò

-Richard Thaler,

author of Nudge,

one of BEôs founding fathers
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Where did it come from?

Å Thinking on this topic among philosophers and 

psychologists dates to the 18th and 19th centuries

Å But advances in medical imaging technology in the 21st

century has immensely evolved the understanding of 

human psychology

Å Leading to a new and clearer understanding of how people 

make decisions

Å 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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7

We donôt 

think as 

much as we 

think we 

think.

Or said more simplyé
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An important note:

Behavioral Economics is not

Å a methodology

Ånor a specific vendor

Rather, itôs a way of

Å framing an issue

Å a different lens

Through which we look at

ÅProblems

ÅOpportunities

ÅPotential solutions
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Behavioral Economics is about taking account of the different brain 
systems that comprise our ñconsciousò and ñunconsciousò

Individuals think in an intuitive, subconscious way, using heuristics to make 
leapsé

ébut also, of course, in a moredeliberate, rational way. 

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

Sources:   Daniel Kahneman (Nobel Laureate), ñThinking, Fast and Slowò (2011);  Professor Steve Peters, ñThe Chimp Paradoxò (2012)
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We conceptualize them as three different brain systems:e

Deliberate, conscious, rational thinking that is more ñeffortfulò ï

Daniel Kahnemanôs ñslow thinking,ò ñSystem 2 thinkingò ïbut can 

often be effective.

3. RATIONAL

ñHUMANò SYSTEM

Primal emotions and behaviors triggered by deeply held, 

subconscious sensitivities

2. EMOTIONAL

ñANIMALò SYSTEM

The brainôs circuitry of hard-wired associations based

on formative memories and experiences ïwithout a lot of 

considered thought

1. ñHARD-WIREDò 

SYSTEM

Sources: 

Daniel Kahneman (Nobel Laureate), ñThinking, Fast and Slowò (2011)

Professor Steve Peters, ñThe Chimp Paradoxò (2012)

Justin Fox ñFrom óEconomic Manô to Behavioral Economicsò ïHarvard Business review (2015)

Decision

Analysis

Heuristics

& Biases

Going with

your gut

12
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Sources: 

Daniel Kahneman (Nobel Laureate), ñThinking, Fast and Slowò (2011)

Professor Steve Peters, ñThe Chimp Paradoxò (2012)

Justin Fox ñFrom óEconomic Manô to Behavioral Economicsò ïHarvard Business review (2015)

We conceptualize them as three different brain systems:e
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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.
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Helps us understand 
whatôs holding people 
back from changing

BEBs 

(Behavioral 

Economic 

Barriers)

BETs 

(Behavioral 

Economic 

Triggers)

Helps us understand what 

we can do to help people 

change

Why is Behavioral Economics relevant to the world of marketing?
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Why does Behavioral Economics feel so difficult to use, and why does it 
seem so shrouded in mystery?

Itôs still an emerging field, so thereôs little 
agreement even among BE experts as to its 
scope, scale, definitions and applications.

Thereôs little information on how to actually 
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.
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So weôve worked to demystify it a bit,
and lay out a bit of a process so you can actually use BE.

Many standard marketing óbest practicesô are based on BE principles, and 

youôll probably have an intuitive feel for them based on your experience.

Our goal today is to explain the framework behind these, so you can 

apply them more consistently and intentionally.

And chances are, you are already using some of it! 

17
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So many Behavioral Economic principlesé

18
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Distilled these down to six key themes

19

1. Ingrained Behavior

2. The Justifying Narrative

3. The Potency of Loss

4. The Commitment Conundrum

5. Processing Problems

6. Social Herding

19
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Weôve distilled these down to six key themes
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1. Ingrained Behavior 

2. The Justifying Narrative

3. The Potency of Loss

4. The Commitment Conundrum

5. Processing Problems

6. Social Herding
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1. Ingrained 
Behavior

ñAutomatic,ò hard-wired 
associations and responses that 

create mental short-cuts, and limit 
our ability to make reasoned 

choices.
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1. Ingrained Behavior

Implicit Associations

Anchoring Effect 

Framing

Conditioned Responses

Priming

Decoy Effect

Zeigarnik Effect

22
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To illustrate, letôs play a little memory game....

Iôm going to read you 17 words.

When Iôm done reading them, you write down as many of the 17 words that 

you can remember.

Ready?

1. Ingrained Behavior 23
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1. Ingrained Behavior

How many had ñSugaryò?

How many had ñPieò?

How many had ñSweet?ò 

24
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Automatic associations between objects or concepts

that can be intentionally or unintentionally triggered.

Implicit Associations
25

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

Peopleôs first impressions tend to linger in their minds,

affecting later perceptions and decisions.

26

Kahneman, Tversky

Guess what percentage of United 

Nations countries are African.

Group #1

Wheel rigged 

to land on 10

Group #2

Wheel rigged 

to land on 65

25

45

Guess of % of UN Nations that are African

Wheel Rigged to Land on 10Wheel Rigged to Land on 65
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Anchoring Effect - Comparisons

People are not very good at assessing value (or 

utility) in the abstract.

We often require a

ñcomparison pointò of reference.
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Anchoring Effect - Comparisons

What do you think this 

griddle would cost?
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Anchoring Effect - Comparisons

Anchors ñhelpò us to  assess 

value.

Our bias in assessing value 

is to compare to the past 

(the $24.88 anchor)é

éas opposed to the 

possible (what else could I 

do with $14.88?).
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A Quick Test of your Biblical Knowledge

How many animals?

30
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Framing - The Moses Illusion

Setting a norm or expectation of 

what will come next will frame a 

personôs understanding to accept 

whatever comes next, causing the 

brain to artificially ñsmooth overò 

dissonant information. 

Initial framing channels thinking in a 

specific direction from which it is 

difficult for people to shift away 

from.
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Framing ïDefault Choice (a.k.a. The IBM Effect)

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

best.

Different frames can establish a different status quo.

The two states framed the default choice 

differently:

In New Jersey, the driver automatically got the 

ólimited right to sueô unless they specified they 

wanted the full right.

In Pennsylvania, the driver automatically got the  

ófull right to sueô unless they specified they wanted 

the limited right.

In New Jersey, 80% of drivers chose the ólimited 

right to sueô option while taking out auto 

insurance 

In Pennsylvania, only 25% chose it.

Why the difference?

Automobile Insurance ïLimited Right to Sue

32



33

Conditioned Responses (Related: Classical, Operant 

Conditioning)

Many actions are not choices,

but rather repeat actions of normal routines and habits.

33
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Conditioned Responses (Related: Classical, Operant Conditioning)
34
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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.
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Priming (a.k.a. Nudging)
36



Priming (a.k.a. Nudging)
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Priming (a.k.a. Nudging)
38



Decoy Effect

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).

Choices often occur relative to what is on offer rather than

based on absolute preferences. 

And peopleôs preference for one option over another changes

as a result of adding additional options.

$8 $18 $32 $65

(Bateman et al., 2008)
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Zeigarnik Effect

People tend to remember unfinished or interrupted tasks

better than completed tasks.

Remembering 

things that have 

already 

happened.

(The Past)

Remembering 

things that have 

to happen.

(The Future)

On Finished and Unfinished Tasks, Zeigarnik, Bluma , 1927

Two

Types

Of

Memory

40



Zeigarnik 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)
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1. Ingrained 
Behavior

ñAutomatic,ò hard-wired 
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

Zeigarnik Effect
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Distilled these down to six key themes

43

1. Ingrained Behavior 

2. The Justifying Narrative

3. The Potency of Loss

4. The Commitment Conundrum

5. Processing Problems

6. Social Herding

43
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2. The Justifying 
Narrative

We seek to create meaning when 

we explain our behavior, but donôt 

have access to our full range of 

motivations, emotions, and 

memories.

Therefore, we create fictional 

reconstructions based on what is 

immediately accessible and 

plausible. 

44
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2. The Justifying Narrative

Confabulation

Introspection

Loyalty & Past Choice Bias

Misinformation Effect

Prospect Theory

Consistency Bias

45
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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 ïfilling in gaps in what they actually know 

or remember ïusually without realizing theyôre doing so.

ñHistory is the version of past events that 

people have decided to agree upon.ò

- Napoléon Bonaparte
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Confabulation

False Memories 

47
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Confabulation
48
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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 

processes. 
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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.

50
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Loyalty & Past Choice Bias
51
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Loyalty & Past Choice Bias

Vs.

52
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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.
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Misinformation Effect (a.k.a. Memory Reconstruction)
54

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

55
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This bias is observed frequently in healthcare research, as patientsô experiences of 

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 technique to battle Consistency Bias.

People tend to make the incorrect assumption that the way they feel today is the way theyôve always felt. It 

is rarely true.

Consistency Bias

ñWhen I was a boy of 14, my father was so 

ignorant I could hardly stand to have the 

old man around. But when I got to be 21, I 

was astonished at how much the old man 

had learned in seven years.ò

56
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2. The Justifying 
Narrative

We seek to create meaning 

when we explain our behavior, 

but donôt have access to our 

full range of motivations, 

emotions, and memories.

Therefore, we create fictional 

reconstructions based on what 

is immediately accessible and 

plausible. 

Confabulation

Introspection

Loyalty & Past Choice Bias

Misinformation Effect

Prospect Theory

Consistency Bias
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Distilled these down to six key themes

58

1. Ingrained Behavior 

2. The Justifying Narrative

3. The Potency of Loss

4. The Commitment Conundrum

5. Processing Problems

6. Social Herding
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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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An Exampleé

3. The Potency of Loss
60
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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 year, 

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.        

61
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Loss Aversion

Illusion of Control

Regret Aversion

Negativity Bias

3. The Potency of Loss
62
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People are more afraid of losses than they are attracted 

to potential gains (disproportionately averse to losing 

something).

Loss Aversion
63
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Loss Aversion

Å Experiment by National Bureau of 

Economic Research*

Å 150 teachers in nine poor K-8 schools in 

Chicago Heights

Å One group of teachers got $4,000 in a 

lump sum at the start of the school year, 

but were told theyôd lose some or all of 

all of it if their students did not improve 

sufficiently (Penalty Contract).

Å The other group was simply offered a 

traditional bonus, also $4,000, payable at 

the end of the year (Bonus Contract).

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

ÅUK fitness company ïelite: Transform 

program

ÅPeople sign up to lose 20 lbs by a six-week 

deadline

Å$20 administration fee

Å$200 program fee

ÅIf they successfully lose 20 lbs, the $200 

program fee is returned

ÅIf they donôt lose 20 lbs, they lose the $200

65



66

People often believe they have control over outcomes that 

are either random or are too complex to predict or alter.

Illusion of Control
66
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Illusion of Control
67
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Illusion of Control

Dr. Ellen Langer, Ph.D.,

Professor of Social Psychology, Harvard University

ÅOne group of people were given lottery tickets among 

a pile of tickets

ÅA second group of people were able to select which 

lottery tickets they wanted among a pile of tickets

ÅWhen 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.
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$40

Guaranteed
A Coin Flip

and $150 if Heads

Which would you choose?

$40

Odds = $40

$0, $150

Odds = $75
Range of Outcomes

69



70

$40

Guaranteed
A Coin Flip

and $150 if Heads

$40

Odds = $40

$0, $150

Odds = $75
Range of Outcomes

Which would you choose?
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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; Öhman & 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. 

Loss Aversion

Illusion of Control

Regret Aversion

Negativity Bias
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Distilled these down to six key themes
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1. Ingrained Behavior 

2. The Justifying Narrative

3. The Potency of Loss

4. The Commitment Conundrum

5. Processing Problems

6. Social Herding

75



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 ïeven if 
doing so runs counter to our 

best interests.



Sunk Cost Fallacy

Irrational Escalation of Commitment

IKEA Effect

4. The Commitment Conundrum
77
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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. 

Sunk Cost Fallacy
78
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Sunk Cost Fallacy

The Belief

We make rational 

decisions based on 

the future value of 

objects, investments 

and experiences.

Our decisions are 

often tainted by 

accumulated 

emotional 

investments, and 

the more we invest 

in something, the 

harder it becomes 

to abandon it.

The Reality
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Å Over-eating at a buffet to ñget their moneyôs worthò. 

Å Continue reading a book you donôt like because youôre already half-way through.

Å 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
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Scenario A

Å Youôre a NY Giants 

fan.

Å Six months ago, you 

bought a season 

ticket package for 

the NY Giants.

Å As the next game 

approaches, youôre 

feeling tired and like 

you might be coming 

down with a cold.

Å Do you go to the 

game?

Sunk Cost Fallacy

Scenario B

Å Youôre a NY Giants 

fan.

Å A friend has an extra 

ticket and offers to 

take you to the game 

for free.

Å As the game 

approaches, youôre 

feeling tired and like 

you might be coming 

down with a cold.

Å Do you go to the 

game?

81

62

21

Scenario A Scenario B

% Who Go To The Game

(Arkes & Blumer, 1985)



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. 

Irrational Escalation of Commitment
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Irrational Escalation of Commitment
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We place more value on 

things we have partially 

created, or had a hand in 

creating, or believe we 

did. 

The IKEA Effect (Similar: Endowment Effect)
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Pre-Assembled Assembled by Test Subjects

Test subjects were willing to pay 63% 

more for the bookcase they had a 

hand in assembling.

Source: Michael I. Norton (Harvard Business School), Daniel Mochon (Yale), and Dan Ariely (Duke)

The IKEA Effect (Similar: Endowment Effect)
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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 ïeven if 
doing so runs counter to our 

best interests.

Sunk Cost Fallacy

Irrational Escalation of 

Commitment

IKEA Effect
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Distilled these down to six key themes

87

1. Ingrained Behavior 

2. The Justifying Narrative

3. The Potency of Loss

4. The Commitment Conundrum

5. Processing Problems

6. Social Herding
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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.



Over-Weighting Low Probabilities

Availability Heuristic

Hyperbolic Discounting

Attention/Inattention Bias

Apophenia

5. Processing Problems 
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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. 

Overweighting Low Probabilities
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