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Main characteristics

Absolutely rational

|. Perfect information

Know all

+

No biases

[1. Infinitely intelligent

Able to optimize
I
Find best solution

+

[11. For his own well
being

Utility
(frequently money)




Man, considered not merely as an organized
being, but as a rational agent is perhaps the
most wonderfully contrived and the most
Interesting specimen of Divine wisdom that we
have any knowledge of.

Richard Whately
(1787-1863)

The efficient market theory is one of the better
models In the sense that it can be taken as true
for every purpose | can think of.

Eugene Fama (1939 -)

There is no other proposition in economics that
has more solid empirical evidence supporting it
than the Efficient Market Hypothesis... In the
literature of finance, accounting, and the
economics of uncertainty, the EMH Is accepted

: as a fact of life.
Michael Jensen (1939 -) 3




LTCM.

The financial tecknology company

Two Nobel Prize winners
(classical economists)
+

Several former University Professors

Assets: 100 billion US dollars

$

Bankruptcy

(Bailout by Fed + all major banks)

BUSINESS
INSIDER

‘Genius’ Hedge Fund
Almost Caused a Global
Financial Meltdown

NATIUNAL BESTSELLER

GENIUS
FAILED

THE RISE AND FALL OF LONG-TERM CAPITAL MANAGEMENT

BROGER LOWENSTEIN




SO WHAT?
Classical Economics |
hypothesis Perfect
Examples information
<

THE HEBREW
UNIVERSITY
OF JERUSALEM

(Stereotypes)

NO

I
Optimization

Rationality
(people make sense)




Brad Pitt George Clooney



ORGANS DONATION?

100
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Source: Johnson & Goldstein (2003)



Default

Mental aids/habits
. 4o Used by 'AT“'
Types of heuristics Not constiously
Systematic
Imply =
Biases
SURVIVAL 1 Present =+ A future
2 Risk aversion
3 Loss aversion
A 4 Horror to word loss
5 Bad evaluation of probabilities
SURVIVAL / SAFETY / 6 Endowment effect
7 Framing
SAFETY CRLIAINTY 8 Relative = + A absolute
9 Fit in (authority/ conformity)
10 Trust
11 Fairness / sense of responsibility
12 Vanity
B.| HAPPINESS / FEEL WELL WITH T < Regrets
MYSELF 14 Rationalization
15 Path least resistance (laziness + fear)
NON-INTELECTUAL | ¢ Dark side
17 Can’t see what don't expect
C 18 Gender
’ 19 Stereotypes (representativeness)
HUMAN NATURE 20 Halo effect
LIMITATION 21 Anchoring (reference points)
INTELECTUAL 22 Past influence
23 Memory influence
@4) Transitivity
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Prospect theory / Behavioral economics

Organs donation

Society — Pension plans
Taxation
Etc.
Organizations

\\‘ Incentives

‘ Rules
Marketing \ Definition of
29 , functions

techniques /- < Price and sales Etc.

Contact centers 40
techniques



1 Price

10 ———

" . PRICE DIFFERENTIATION

1000 3000

6000 Quantity

2.  Companies choose to: P=3 = Qt=6 = Sales=18

3.  That s, they opt for

4,  Butthey give up on earning: _

=3x(5-3)=6

5.  That s, with price differentiation they could earn: 18 + 6 + 5 = 29

—

=1x(10-5)=5
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w Hindsight
Representativeness bias

\

\

Loss aversion)—"

\
Hi

Halo effect

-~

s’ [
?

Future less
Important
than present

@

x
, wo¥’ ‘

Behavioral economics technigues
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MIRRORING
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We fear what Is different and are drawn to

NEVER what is similar.
spl—" THE Mirroring is the art of insinuating
DlFFERE,N.gE similarity and facilitates bonding.

NEGOTIATING AS

_ IF YOUR LIFE Mirrors work: repeat the last three words
Chris Voss DER R (or the critical one) of what someone just
(former FBI said

hostage negotiator) i el '
Study on o B _ _
mirroring § Two groups of waiters Tips
Use praise Great
) +
First: No problem 100%
Encouragement on Sure
patrons with words such as Etc.
_ Mirrored customers by repeating orders back
Second: 0 therm )




CONCLUDING: SO... WHAT?
PRICING:
I Individual NEW
Cost Minimum Scale economies
Experience effects
1. - Direct
Competition Reference
Indirect
1. 31 Ffrac'gice_: pri_ce Clients !
Heterogeneous dlscglr:]nolrr]\atlon Channels 2
J Time 3
; Differentiate client and buyer 4
M | nd Price only client value 5
Of Best price = zero 6
3.2. Fidelization 7
CUStome I Homogeneous :
Bundling 8
Sales promotion 9
U / _ Quantity 10
rgency/scarcity Time 1
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PRICING:

Cost

Individual

MIimnizaraunaan Scale economics

Expericence coffects

| . | Competition

Direct

Reference
Indirect

Practice rice il !
3.1. Heterogeneous dISCél‘lH‘]ﬂdna. o] Channels 2
Time 3
Differentiate client and buyer 4
Price only client value 5
Best price = zero 6
Fidelization 7
Bundling 8
Sales promotion 9
Urgency/scarcity Q;j_?::;ty 1(1)
- Secrecy 12
Specialty — :
M In d Individuality / status 13
f > Discount 14
L Feel lucky / . .
0 Homogeneous happy Initial price 15
Free 16
CUStOmeI’ Price = relative (not absolute) 17
Rule of 100 18
Psychological pricing 19
Anchoring 20
Decoys 21
Framing 22
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PRICING:
T P ——
_ _ 1ents 1
@ 3.1. Heterogeneous dischFARSER Fhong Channels 2
Time 3
Differentiate client and buyer 4
Price only client value 5
Best price = zero 6
Fidelization 7
Bundling 8
Sales promotion 9
Urgency/scarcity Q;J_?rr::y ﬂ
Specialt Secrecy 12
- d peclelly Individuality 7 staius 3
I\/I I n Discount 14
Feel lucky / happy Initial price 15
Free 16
Price = relative (not absolute) 17
Of Rule of 100 18
32 Psychological pricing 19
Homogeneous Anchoring 20
Decoys 21
C u Sto I I l e r Framing 22
Up-selling 23
Absorption pricing 24
Payment in species 25
Payment deferral 26
V Risk 27
Consistency 28

Stability

Inflation

)
O
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_RULES | NEGOTIATION / SALES:
! CTTIN BATNA Mine
'FAQ\ B GZT”NGTO Other’s y
o | ZOPA A VE[@R! i
+ B Difsengage A |'
| _di Who is the other ‘ \
ﬁ B ”"“*&%‘ﬁ%‘%&%&%ﬂ What is value? AN
A | | Toueben U Find common interests
Lo Avoid price wars
E Environment 1
X Framing 2
N E Authority 3
C Price reference 4
E T Recommendations 5
? Hindsight bias 6
| Piecemal 7
W (N) Unexpected changes Surprise 8
S Foot in the door 9 .




[ m=w i m _ mea—s |

e~
-
=

-

T™d B - » O T N e T—J N e, E WS =

e W T e

% i ==

NEGOTIATION / SALES:
SIMPLICITY AND Default / Path least resistance 10
SHORTCUTS Aeasy evaluation / V regrets 11
Associations 12
Conformity 13
S Cognitive dissonance 14
E S Demonstration 15
C A Asymmetry of information 16
U / F Divide and reign 17
R E _ Quantity 18
| T Scarcity —— T
T Y Regret

Y Aversion Risk
20

Horror Loss

Bad evaluation of probabilities
Individuality 21
SELF-ESTEEM Imitation 22
Save face 23
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NEGOTIATION / SALES:

PLEASANT / Aspect 24
AGREEABLE Rimes 25
Listen 26

KISS 27

Use positive words (and appropriate tone of voice) 28

VERBAL Ask questions 29
MESSAGE Use other’s mindset 30
ABC 31

Sequence of arguments 32

Small victories approach 33

Before meeting .Tl’f.iln (5 Ps) 34

PREPARE Institutional memory 35
Psyche 36

Psyche in meeting 37

Use gender 38

OTHERS Adapt to culture 39

Helpers

18



Opus artificem probat

To act upon one’s convictions, while others sit on the sidelines.

To create a positive force, when cynics do nothing.

To offer a choice, to those who languish.

To make things better, by venturing into the seemingly impossible.
To do that and bring understanding where discord reigns.

That is to make a difference: to leave footprints in life. (-)

Office: Vasconcellos e S& Associates, S.A. Tel: (+351) 21 482 1544
Alameda Combatentes da Grande Guerra (+351) 21 482 1563
Edificio S. José — 405 (+351) 21 484 1028
2750-326 Cascais Fax : (+351) 21 482 1566
Portugal Email: associates@vasconcellosesa.com

Website: www.vasconcellosesa.com

Twitter: @VasconcelloseSa e LinkedIn: http://www.linkedin.com/in/vasconcellosesa
Weekly articles and diagrams: http://economiadasemana.blogspot.pt/ e Blog: www.institutoliberdadeeconomica.blogspot.com 19



