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How & Why Pec

Be rational




Rational animal

,Man is a rational anir
told. Throughout ¢
diligently for evide
statement, but so far
fortune to come

What does “
Reasonable




Rational choice




Example 1: Crockery story




Example 1: Crockery story




Example 1: Crockery story

Hsee, C. K. (1998). Less is better: When lo
than high-value options. Journal of Be
o

Set A:
24 pieces

@ Dinner plates 8, :
good condition

m Soup/salad b
good conditior

@ Dessert plates 8,
good conditio:



Example 1: Crockery story

Hsee, C. K. (1998). Less is better:
than hlgh -value options. Jourt

Three groups:

Offered price

Offered price




Example 2: Dictionary story

Hsee, C. K. (1996). The evaluability h
reversals between joint and separat
behavior and human decision proce

Dictionary A:

@ Published 1993
= 10,000 entries
= Like new |




Example 2: Dictionary story

Hsee, C. K. (1998). Less is better:
than high-value options. Jour

Three groups:

Offered price Offered price




Conclusions

= Preference reversal

In certain conditions, o
evaluations may cha
attributes of the object

Rational prioritize
A is more thar

Irrational prioriti




Conclusions

= Preference reversa

= Evaluability effect
Our evaluation of options

information in

We do not consic
alternatives i
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How our mind actually works...

HEURISTICS




Conclusions

m Preference reversal

= Evaluability effect

We invest more
achieving gail

When negative
give it special




Loss aversion

Daniel Kahneman

Behavioural economics

Amos Tversky




Risk aversion

People avoid uncertz

(Daniel Bernoulli)




Loss v. r|sk aversion
Kahneman & Tversky | ;'-'_Z' -

Situation A:

You have been given
$1,000. You are now
asked to choose
these options: 50

chance to wi
OR get $500 f

50% chance of $1,0(




Loss V. risk aversion

Kahneman & Tver:




Loss v. risk aversion

YES!!! No, thanks.

Not if I can avoid THANKS FOR
it. THE CHANCE!!!




Loss v. risk aversion

YES!!! No, thanks.

Not if I can avoid THANKS FOR
it. THE CHANCE!!!




Loss v. risk aversion

YES!!! No, thanks.

Not if I can avoid THANKS FOR
it. THE CHANCE!!!




Loss aersion

A matter of FRAMING.

"Let’s go for a hike! Adam ¢
be going!”

"Let’s go for a
be going, but,




Loss aversion, preference
reversal & any choice

A matter of FRAMING.

Influenced by CC XT.




Dictionary story revisited

Hsee, C. K. (1998). Less is better:
than high-value options. Jour

Three groups:

Offered price Offered price




Additional materials

= Before attempting the fir
videos available in the
the IS: ‘

Dan Ariely’s TED talk on

Daniel Kahneman’s TED tal
future selves

= Recommenc
economics:

Kahneman, Danie
Ariely, Dan. Prea
- Avriely, Dar




Rationality Myth
To be continued...
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Thank you!



