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Decision and Human Nature: Biases
Behavioral economics studies the effects of psychological, social, 
cognitive, and emotional factors on the economic decisions of 
individuals and institutions and the consequences for market prices, 
returns, and resource allocation, although not always that narrowly, but 
also more generally, of the impact of different kinds of behavior, in 
different environments of varying experimental values. 
                                  https://en.wikipedia.org/wiki/Behavioral_economics
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THE BEHAVIORAL ECONOMICS OF DECISION MAKING 
Daniel Kahneman (the lead author) and Amos Tversky introduced the 
idea of cognitive biases, and their impact on decision making, in 1974. 
Their research and ideas were recognized when Kahneman was 
awarded a Nobel Prize in economics in 2002. These biases, and 
behavioral psychology generally, have since captured the imagination 
of business experts. 
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Some notable popular books on this topic: 
Thaler, R. H., Sunstein, C. R., 2008. Nudge: 
Improving Decisions About Health, Wealth, 
and Happiness, Caravan. 
Mauboussin, M. J., 2009. Think Twice: 
Harnessing the Power of Counterintuition, 
Harvard Business Review Press. 
Finkelstein, S., Whitehead, J., Campbell, A., 
2009. Think Again: Why Good Leaders 
Make Bad Decisions and How to Keep It 
from Happening to You, Harvard Business 
Review Press. 
Ariely, D., 2008. Predictably Irrational: The 
Hidden Forces That Shape Our Decisions, 
HarperCollins. 
Kahneman, D., 2011. Thinking, Fast and 
Slow, Farrar, Straus and Giroux.  
Kahneman, D., Lovallo, D., Sibony, O., 2011. 
Before you make that decision. Harvard 
Business Review, June 2011, 51-60.
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Decision and Human Nature: Biases

Six biases highly relevant to slowly developing threats (like climate change, sea 
level rise, extinction, overpopulation, …)


Positive illusions: unrealistically favorable attitudes about own abilities, control of 
events, and of the future.


Cognitive dissonance: a bias that emerges when facing information that is 
psychologically discomforting because it is inconsistent with current believes or 
opinion; is handled by selecting, organizing, or even distorting, conflicting 
information so that it matches preferred or pre-existing beliefs.


Fundamental attribution error: tendency to attribute the behavior of others to their 
personality or intentions, called dispositional causes, while one’s own behavior is 
attributed to limited choices, necessities, or competing concerns, called situational 
causes.


…

Ostrich Effect,
Confirmation Bias,
Normalcy Bias

Over confidence



Decision and Human Nature: Biases

Six biases highly relevant to slowly developing threats (like climate change, sea 
level rise, extinction, overpopulation, …)

…


Risk perception bias: Describes the way people choose between alternatives that 
involve risk, where people make decisions based on the potential value of losses 
and gains rather than on the final outcomes:

- risk-averse when choosing among potential gains (the domain of gains),

- risk-prone when choosing among potential losses (the domain of losses). 

In case of expected negative consequences: high apparent costs leads to doing 
nothing.


In-group bias: Based on the minimal group paradigm proposing that the minimal 
condition for this bias (such as favoritism towards one’s own group and prejudice 
towards other groups) is simply being a member of a group. More likely to emerge 
in the presence of strong categorizations into groups and in the presence of actual 
or perceived inter-group threats and low information flow between groups.


Present bias: disregarding of costs and benefits occurring in the future.

Band wagon bias,
Confirmation Bias,
Normalcy Bias

Selective perception
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Decision and Human Nature: Overcoming Biases
BIASES ARE EVERYWHERE …
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Decision and Human Nature: Fast and Slow Thinking - The Enigma of Reason



Herbert Simon on Intuition:
“The situation has provided a cue; this cue has given the expert 
access to information stored in memory, and the information 
provides the answer. Intuition is nothing more and nothing less than 
recognition.” 
Kahneman, Daniel. Thinking, Fast and Slow (p. 11). Farrar, Straus 
and Giroux. Kindle Edition. 

Decision and Human Nature: Fast and Slow Thinking - The Enigma of Reason



Herbert Simon on Intuition:
“The situation has provided a cue; this cue has given the expert 
access to information stored in memory, and the information 
provides the answer. Intuition is nothing more and nothing less than 
recognition.” 
Kahneman, Daniel. Thinking, Fast and Slow (p. 11). Farrar, Straus 
and Giroux. Kindle Edition. 

When confronted with a problem— choosing a chess move or deciding whether to 
invest in a stock— the machinery of intuitive thought does the best it can. If the 
individual has relevant expertise, she will recognize the situation, and the intuitive 
solution that comes to her mind is likely to be correct. This is what happens when a 
chess master looks at a complex position: the few moves that immediately occur to 
him are all strong. When the question is difficult and a skilled solution is not 
available, intuition still has a shot: an answer may come to mind quickly— but it is 
not an answer to the original question. The question that the executive faced 
(should I invest in Ford stock?) was difficult, but the answer to an easier and 
related question (do I like Ford cars?) came readily to his mind and determined his 
choice. This is the essence of intuitive heuristics: when faced with a difficult 
question, we often answer an easier one instead, usually without noticing the 
substitution. 
Kahneman, Daniel. Thinking, Fast and Slow (p. 12). Farrar, Straus and Giroux. 
Kindle Edition. 
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The spontaneous search for an intuitive solution sometimes fails— 
neither an expert solution nor a heuristic answer comes to mind. In 
such cases we often find ourselves switching to a slower, more 
deliberate and effortful form of thinking. This is the slow thinking of the 
title. Fast thinking includes both variants of intuitive thought— the 
expert and the heuristic— as well as the entirely automatic mental 
activities of perception and memory, the operations that enable you to 
know there is a lamp on your desk or retrieve the name of the capital of 
Russia. 

Kahneman, Daniel. Thinking, Fast and Slow (p. 13). Farrar, Straus and 
Giroux. Kindle Edition. 
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Conclusions 

I began this book by introducing two fictitious characters, spent some time discussing two species, and ended with 
two selves. The two characters were the intuitive System 1, which does the fast thinking, and the effortful and slower 
System 2, which does the slow thinking, monitors System 1, and maintains control as best it can within its limited 
resources. The two species were the fictitious Econs, who live in the land of theory, and the Humans, who act in the 
real world. The two selves are the experiencing self, which does the living, and the remembering self, which keeps 
score and makes the choices. 

Kahneman, Daniel. Thinking, Fast and Slow (p. 408). Farrar, Straus and Giroux. Kindle Edition. 
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Decision and Human Nature: Fast and Slow Thinking - The Enigma of Reason
Two Selves 

The possibility of conflicts between the remembering self and the interests of the experiencing self turned out to be a 
harder problem than I initially thought.  

The remembering self’s neglect of duration, its exaggerated emphasis on peaks and ends, and its susceptibility to 
hindsight combine to yield distorted reflections of our actual experience. 

The remembering self is a construction of System 2. However, the distinctive features of the way it evaluates 
episodes and lives are characteristics of our memory. Duration neglect and the peak-end rule originate in System 1 
and do not necessarily correspond to the values of System 2. We believe that duration is important, but our memory 
tells us it is not. The rules that govern the evaluation of the past are poor guides for decision making, because time 
does matter. The central fact of our existence is that time is the ultimate finite resource, but the remembering self 
ignores that reality. The neglect of duration combined with the peak-end rule causes a bias that favors a short period 
of intense joy over a long period of moderate happiness. The mirror image of the same bias makes us fear a short 
period of intense but tolerable suffering more than we fear a much longer period of moderate pain. Duration neglect 
also makes us prone to accept a long period of mild unpleasantness because the end will be better, and it favors 
giving up an opportunity for a long happy period if it is likely to have a poor ending. 

Kahneman, Daniel. Thinking, Fast and Slow (p. 409). Farrar, Straus and Giroux. Kindle Edition. 



Decision and Human Nature: Fast and Slow Thinking - The Enigma of Reason
Two Selves 

The possibility of conflicts between the remembering self and the interests of the experiencing self turned out to be a 
harder problem than I initially thought.  

The remembering self’s neglect of duration, its exaggerated emphasis on peaks and ends, and its susceptibility to 
hindsight combine to yield distorted reflections of our actual experience. 

The remembering self is a construction of System 2. However, the distinctive features of the way it evaluates 
episodes and lives are characteristics of our memory. Duration neglect and the peak-end rule originate in System 1 
and do not necessarily correspond to the values of System 2. We believe that duration is important, but our memory 
tells us it is not. The rules that govern the evaluation of the past are poor guides for decision making, because time 
does matter. The central fact of our existence is that time is the ultimate finite resource, but the remembering self 
ignores that reality. The neglect of duration combined with the peak-end rule causes a bias that favors a short period 
of intense joy over a long period of moderate happiness. The mirror image of the same bias makes us fear a short 
period of intense but tolerable suffering more than we fear a much longer period of moderate pain. Duration neglect 
also makes us prone to accept a long period of mild unpleasantness because the end will be better, and it favors 
giving up an opportunity for a long happy period if it is likely to have a poor ending. 

Kahneman, Daniel. Thinking, Fast and Slow (p. 409). Farrar, Straus and Giroux. Kindle Edition. 

System 2



Decision and Human Nature: Fast and Slow Thinking - The Enigma of Reason
Two Selves 

The possibility of conflicts between the remembering self and the interests of the experiencing self turned out to be a 
harder problem than I initially thought.  

The remembering self’s neglect of duration, its exaggerated emphasis on peaks and ends, and its susceptibility to 
hindsight combine to yield distorted reflections of our actual experience. 

The remembering self is a construction of System 2. However, the distinctive features of the way it evaluates 
episodes and lives are characteristics of our memory. Duration neglect and the peak-end rule originate in System 1 
and do not necessarily correspond to the values of System 2. We believe that duration is important, but our memory 
tells us it is not. The rules that govern the evaluation of the past are poor guides for decision making, because time 
does matter. The central fact of our existence is that time is the ultimate finite resource, but the remembering self 
ignores that reality. The neglect of duration combined with the peak-end rule causes a bias that favors a short period 
of intense joy over a long period of moderate happiness. The mirror image of the same bias makes us fear a short 
period of intense but tolerable suffering more than we fear a much longer period of moderate pain. Duration neglect 
also makes us prone to accept a long period of mild unpleasantness because the end will be better, and it favors 
giving up an opportunity for a long happy period if it is likely to have a poor ending. 

Kahneman, Daniel. Thinking, Fast and Slow (p. 409). Farrar, Straus and Giroux. Kindle Edition. 

System 2 System 1



Reason, we are told, is what makes us human, the source of our 
knowledge and wisdom. If reason is so useful, why didn’t it also 
evolve in other animals? If reason is that reliable, why do we 
produce so much thoroughly reasoned nonsense? In their 
groundbreaking account of the evolution and workings of reason, 
Hugo Mercier and Dan Sperber set out to solve this double enigma. 
Reason, they argue with a compelling mix of real-life and 
experimental evidence, is not geared to solitary use, to arriving at 
better beliefs and decisions on our own. What reason does, rather, 
is help us justify our beliefs and actions to others, convince them 
through argumentation, and evaluate the justifications and 
arguments that others address to us. 
In other words, reason helps humans better exploit their uniquely 
rich social environment. This interactionist interpretation explains 
why reason may have evolved and how it fits with other cognitive 
mechanisms. It makes sense of strengths and weaknesses that 
have long puzzled philosophers and psychologists―why reason is 
biased in favor of what we already believe, why it may lead to 
terrible ideas and yet is indispensable to spreading good ones.
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Core concepts: 
- modules are tasks with highly specialized tasks 
- representations and metarepresentations
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GETTING USED TO IT (NORMALCY BIAS) …
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THE VALUE OF EVIDENCE …
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“Repeat a lie often enough and it becomes the truth”, is a law of propaganda often 
attributed to the Nazi Joseph Goebbels.
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Creating the ‘Illusion of Truth’



Creating the ‘Illusion of Truth’
Science-Society Dialog



Recently, a team led by Lisa Fazio of Vanderbilt University set out to test how the illusion of truth effect interacts 
with our prior knowledge. Would it affect our existing knowledge? They used paired true and un-true statements, 
but also split their items according to how likely participants were to know the truth (so "The Pacific Ocean is the 
largest ocean on Earth" is an example of a "known" items, which also happens to be true, and "The Atlantic 
Ocean is the largest ocean on Earth" is an un-true item, for which people are likely to know the actual truth).

Repetition can even make known lies sound more believable
What Fazio and colleagues actually found, is that the biggest influence on whether a statement was judged to be true 
was... whether it actually was true. The repetition effect couldn’t mask the truth. With or without repetition, people 
were still more likely to believe the actual facts as opposed to the lies. 
This shows something fundamental about how we update our beliefs – repetition has a power to make things sound 
more true, even when we know differently, but it doesn't over-ride that knowledge

Science-Society Dialog
Creating the ‘Illusion of Truth’

https://www.apa.org/pubs/journals/features/xge-0000098.pdf


If repetition was the only thing that influenced what we 
believed we'd be in trouble, but it isn't. We can all bring to 
bear more extensive powers of reasoning, but we need to 
recognise they are a limited resource. Our minds are prey to 
the illusion of truth effect because our instinct is to use short-
cuts in judging how plausible something is. Often this works. 
Sometimes it is misleading.

Once we know about the effect we can guard against it. Part of this is double-checking why we believe what we 
do – if something sounds plausible is it because it really is true, or have we just been told that repeatedly? This is 
why scholars are so mad about providing references - so we can track the origin on any claim, rather than having 
to take it on faith. 

But part of guarding against the illusion is the obligation it puts on us to stop repeating falsehoods. We live in a 
world where the facts matter, and should matter. If you repeat things without bothering to check if they are true, you 
are helping to make a world where lies and truth are easier to confuse. So, please, think before you repeat.

The illusion of truth is not inevitable – when armed with 
knowledge, we can resist it

Science-Society Dialog
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“Repeat a lie often enough and it 
becomes the truth”, is a law of 
propaganda often attributed to the 
Nazi Joseph Goebbels.

Science-Society Dialog
Creating the ‘Illusion of Truth’

“Repeat a truth often enough and 
eventually it will become widely accepted.”

Creating Knowledge 
(as in “justified true belief”)


