
Decision Making Constraints
Reference Dependence



LARGE vs SMALL DECISIONS
Is there a difference in how people make 

large decisions and small decisions? 

CONSTRAINTS



Not different
The same biases are found in the small 

“day to day” decisions and in the larger more 
meaningful “once in a lifetime” decisions.



SAME DECISION MAKING TOOLS
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&
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TWO FUNDAMENTAL 
LIMITATIONS

1 2
⊡ Constraints on our 

cognitive abilities.
⊡ Basic limitations to 

intellectual capacity.
⊡ We cannot know nor 

remember everything.
⊡ We simplify decisions.

⊡ We do not have 
unconstrained time to 
make decisions. 

⊡ We need to make decisions 
with incomplete 
information due to time 
constraints.



REFEFERENCE 
POINTS



Olympians – 2 place disappointment

Paradox 

Silver > Bronze

Counter intuitive

Happiness is a function of how well you perform.



https://www.forbes.com/sites/forbesleadershipforum/2016/08/11/5900/#7e324015475f





The Truth About Relativity. Dan Ariely






From: The Truth About Relativity. Dan Ariely



VALUE
The essence of decision making.













Value of something can be completely 
separate from the benefit. 



Va lu a t ion  
ke y t o  t he  
d e c is ion  
m a king  
p roc e ss
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WATER…
WATER…

BOTTLED WATER…
BOTTLED WATER…

FLAVORED WATER…
FLAVORED WATER…

Motivation is a reason or a set of reasons for engaging in a particular behavior.

People are motivated to take certain actions in order to 
reduce the internal tension that is caused by unmet needs. 
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Select between different foods, 
make a decision, 

you eat it, 
and based on your experience, 

you learn, 
and then modify your valuation associated with this food
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DOPAMINE
The neurotransmitter that 

determines value!
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