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There are lots of biases, and lots of ways we make mistakes, but two of the blind spots that
surprise me most are the continuous belief in the rationality of people and of the markets.
This surprises me particularly because even the people who seem to believe that
rationality is a good way to describe individuals, societies and markets, feel very differently
when you ask them specific questions about the people and institutions they know very
well. On one hand, they can state all kinds of high order beliefs about the rationality of
people, corporations, and societies, but then they share very different sentiments about
their significant other, their mother-in-law (and | am sure that their significant other and
mother-in-law also have crazy stories to share about them), and the organizations they
work at. Somehow when we look at a particular example of life up close, the illusion of
sensible behavior fades almost instantly. And the more we look at the small details of our
own life, the more our bad decisions seem to multiply.

As an exercise let’s each think about our own life and write down the number of time we
have done the following activities in the last thirty days. Two more points to keep in mind:
1) If you don’t fill in the numbers it will be much easier for you to keep the illusion of your
own rationality, so it is up to you if you prefer to confront your own behavior or not. 2) If
you leave lines empty, it feels very different from writing zero, so if you want to be truly
honest with yourself, don’t leave any line empty.
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In the last thirty days the number of times | ...

Overate is

Texted while driving is

Read email while driving is

Spent money and regretted it later

Spent too much time on social media

Procrastinated

Stayed up too late and did not sleep well

Drank too much

Was not as kind to my significant other as | want to be

Did not spend enough time with my kids is

Did not exercise as much as | wanted to is

Did not take my medications

Lied (and not a white lie)

Mismanaged my time

Said yes to something that | should have said no to
Said something inappropriate and then regretted it

Took a non-optimal flight just to get a few more frequent flyer points

[Please add any additional misbehaviors below]
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I did this exercise myself and for a few minutes | considered publicly posting my own
answers but when | tallied the numbers, | did not want to admit my own failing or increase
the number of times | lied — so | decided to keep the details of my own misbehaviors
private. Maybe the extent of undesirable behaviors is only prevalent in my own life and
maybe | am the most irrational person out there. But on the off chance that my experience
is on par with the general human experience, maybe we all need to update our
assessments of our abilities and think about how to improve our sorry state. And hopefully
sooner rather than later.

The first question that comes directly from this somewhat sad analysis of the state of bad
decisions and the modern world, is whether we should be depressed with all of these
illustrations and personal anecdotes of substantial personal failings. And the second
question that should follow it, is what are we to do?

In terms of being depressed, it might seem that the rational perspective is a much more
optimistic view of life and that the behavioral economics perspective is depressing. After
all, it seems wonderful to go about our daily life believing that the people around us are
perfectly rational superhumans who always make the right decisions. Plus, this perspective
has a certain level of respect for the marvel of humanity. In contrast, thinking about the
people we interact with both professionally and socially as myopic, emotional, vindictive,
unsure about what they want, easily confused, etc. seems rather sad. But let’s take a
different view on this — one that is rooted in the state of the world and not one that is
focused on individuals.

Think about the world. We have somewhere between 7 and 8 billion people in the world,
and as far as | can tell, things are far from ideal. We have wars, high crime rates, climate
change, pollution, our oceans are unhealthy, we have a large amounts of poverty, we have
obesity, smoking, etc, etc, etc. From this perspective, what is more optimistic? To think
about the state of the world as the result of 7-8 billion rational people, or to think about it
as the result of 7-8 billion irrational people? If we think about the world as an outcome of
7-8 billion rational people, then it means that this is the best we can hope for. But if we
understand that the state of the world as an outcome of 7-8 billion irrational people, this
means that we can do much better. It means that as long as we understand where we go
wrong, we can improve things. This is the version of optimism — and | deeply believe in.
True, we are flawed in many ways, and I'm sure that over the years we will find even more
ways in which we are flawed. But for me, this only emphasizes the vast room for
improvement. Now, this is optimism!

In terms of what to do next, in my mind the challenges are basically design challenges. As
long as we build the world around us assuming that people have limitless cognitive
capacity and no emotions to interfere with our decisions, we will fail, and we will fail often
and on larger scales. But, if we truly understand human limitations and build around this
understanding, we will end up with products and markets that are much more compatible
with our human ability and will ultimately allow us to flourish. In the same way that we
would never design a car assuming that people have an infinite amount of hands and legs
to operate the car, we must also recognize our social, cognitive, emotional, and attention
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limitations as we design our environment. This is a challenge, but this is also the path of
hope.

And finally, | would like to remind us about the wisdom of the Romans. At the peak of
Rome’s empire, Roman generals who won significant victories paraded through the middle
of the city displaying their spoils. The generals wore purple and gold ceremonial robes, a
crown of laurels, and red paint on their face as they were carried through the city on a
throne. They were hailed, celebrated and admired. But there was one more element to
the ceremony: Throughout the day a slave walked next to the general whispering
repeatedly in his ear “Momento mori,” which means “Remember your mortality.”

If | could create a modern version of this Roman phrase, | would probably pick “Remember
your fallibility” or maybe “Remember your irrationality.” Whatever the phrase is,
recognizing our shortcomings is a crucial first step in the path to making better decisions,
creating better societies and fixing our institutions.

Behavioral Economics Guide 2015 X



	Behavioral Economics: An Exercise in Design and Humility
	Behavioral Science: Theory and Practice
	Behavioral Economics in 2015
	BE Bits and Pieces
	Education and BE
	BE and development
	Thinking resources and trust
	Neuroeconomics
	Consumer experience and hedonics


	Applied Behavioral Science
	Behavioral Tools
	Nudging and Choice Architecture
	More Practical Nudging
	Test & Learn
	Differentiating Experiments
	1. Lab experiment
	2. Field experiment
	3. Natural experiment
	Bridges and boundaries

	Will my Intervention Work?
	1. Determine the hypothesis
	2. Design your test
	3. Execute your test
	4. Analyze the results
	5. Learn from your results


	Practitioner Contributions to this Guide
	References


	BEHAVIORAL TOOLS: A Basic Typology
	SPECIAL INTEREST: The Psychology of Disclosure 
	METHODOLOGICAL SPOTLIGHT: Three Traditional Types of Experiments 
	Selected Behavioral Science Concepts
	Affect heuristic
	Anchoring (heuristic)
	Asymmetrically dominated choice
	Availability heuristic
	Bias
	Bounded rationality
	Certainty/possibility effects
	Choice architecture
	Choice overload
	Cognitive Bias
	Commitment
	Confirmation bias
	Decision fatigue
	Decision staging
	Decoy effect
	Default (option)
	Discounting
	Diversification bias
	Dual-system theory
	Ego depletion
	Elimination-by-aspects
	(Hot-cold) Empathy gap
	Endowment effect
	Framing effect
	Gambler's fallacy
	(Behavioral) Game theory
	Habit
	Halo effect
	Hedonic adaptation
	Herd behavior
	Heuristic
	Hindsight bias
	Hot and cold states
	Hyperbolic discounting
	IKEA effect
	Inequity aversion
	Inertia
	Intertemporal choice
	Less-is-better effect
	Licensing effect
	Loss aversion
	Mental accounting
	Mindless eating
	Naive allocation
	Optimism bias
	Overconfidence (effect)
	Over-justification effect
	Pain of paying
	Partition Dependence
	Partitioning
	Peak-end rule
	Planning fallacy
	Possibility effect
	Precommitment
	Preference
	Preference reversal
	Present bias
	Priming (Conceptual)
	(Myopic) Procrastination
	Projection bias
	Prospect theory
	Ratio bias
	Reciprocity
	Recognition heuristic
	Regret aversion
	Representativeness heuristic
	Risk-as-feelings
	Satisficing
	Scarcity (heuristic)
	Social norm
	Social preferences
	Social proof
	Status quo bias
	Sunk cost fallacy
	System 1/2
	Take-the-best (heuristic)
	Time (temporal) discounting
	Utility
	Zero price effect
	References

	TED Talks on Behavioral Science
	2014
	2013
	2012
	2011
	2010 
	2009
	2008
	2007
	2006
	2005
	2004
	2003
	Scholarly Journals with Behavioral Economics Content
	Economics Journals
	Econometrica
	Experimental Economics
	Journal of Behavioral and Experimental Economics (formerly the Journal of Socio-Economics)
	Journal of Economic Behavior & Organization
	Journal of Economic Perspectives
	Quarterly Journal of Economics

	Psychology Journals
	Journal of Behavioral Decision Making
	Journal of Consumer Psychology
	Journal of Economic Psychology
	Journal of Personality and Social Psychology
	Judgment and Decision Making
	Organizational Behavior and Human Decision Processes
	Psychological Science

	Marketing/Management Journals
	Management Science
	Marketing Science
	Journal of Marketing Research

	Multidisciplinary Journals
	Behavioral Science & Policy
	Decision
	Games and Economic Behavior
	International Journal of Applied Behavioral Economics
	Journal of Behavioural Economics, Finance, Entrepreneurship, Accounting and Transport
	Journal of Consumer Research
	Journal of Marketing Behavior
	Mind & Society
	Psychology & Marketing
	Review of Behavioral Economics


	Postgraduate Programs in Behavioral Economics and Behavioral/Decision Science (Taught in English)
	United States
	United Kingdom
	The Netherlands
	Germany 
	Other Countries 
	Other Resources
	Behavioral Science in Practice
	Toward a Common Behavioral Economics Perspective
	Basic Experimental Design
	Many, but not all, BE studies use an experimental design that includes a choice decision with risk, payoff and often a reward. Results are interpreted as being reflective of how decisions are made and what decision commonalities or heuristics might be...
	
	Since any decision, even those in a laboratory setting, is not made in a vacuum, a more complete description of the decision process would be to include the presumed result of the decision, which we will call the “Obtained Utility” as shown below.
	Controlling Mental Process
	Utility Expectation Model
	Common Behavioral Economics Perspective
	References
	The author

	Catching the Careless Nudists: The Behavioural Regulators’ Agenda
	It’s all going a bit mainstream
	…and global
	Back to school
	New predictors of bad behaviour
	Naïve optimists?
	References
	The author

	Building Strong Brands through the Lens of Unthinking Emotional Behaviour
	References
	The author

	Learning from Experience: How Customers are Won and Lost
	Introduction
	Knacker the Tracker
	Begging Belief
	Synthetic Tracking
	Image, Schmimage
	Summary
	References
	The author

	From Branding to Action
	Action Follows Attitude?
	Behaviour Also Depends on the Situation
	The Two Sides of the Equation are Complementary
	Using the Two Levers as One
	What Signals Does a Brand Own?
	Branding into Action in Practice
	Conclusions
	References
	The author

	The Behavioral Change Matrix – A Tool for Evidence-Based Policy Making
	Two Deciding Drivers of Behavioral Change
	Social Norms and the Costs of not Following Them
	Burdens and Fairness Perceptions: Psychological Costs
	Economic Costs
	BEATM Preferences
	BEATM Behavioral Change Matrix
	Case Studies
	References
	The authors


	Author Profiles
	Alain Samson (Editor)
	Dan Ariely (Introduction)

	Contributing Organizations
	Behavioral Science Lab, LLC
	Behavioral Science Lab was created to help our clients understand the full picture of how people make decisions in their daily lives. We know that current market research techniques can tell you who, what, when and where, but not truly why people buy ...
	That’s why we set out to rethink and redesign the entire research process, creating behavioral economics research tools that help our clients understand how people really think. Today, Behavioral Science Lab helps clients redefine how they understand ...
	With MINDGUIDESM and BrandEmbraceSM, two of our signature tools, we not only provide a clear, holistic and multidimensional view of purchase decision requirements, but we also provide our clients with predictive models that help them satisfy customers...
	For more information, please visit www.behavioralsciencelab.com.
	Berkeley Research Group, LLC
	Berkeley Research Group, LLC is a leading global strategic advisory and expert consulting firm that provides independent advice, data analytics, authoritative studies, expert testimony, investigations, and regulatory and dispute consulting to Fortune ...
	BRG experts and consultants combine intellectual rigor with practical, real-world experience and an in-depth understanding of industries and markets. Their expertise spans economics and finance, data analytics and statistics, and public policy in many...
	For more information, please visit www.thinkbrg.com.
	BrainJuicer
	Decision Technology
	Decode Marketing
	FehrAdvice & Partners


