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Introduction to Decision Making Theory

(Risk and Reward – Rules of Thumb)

"Progress always involves risk. You can’t steal second base and keep your foot on first." [image: image1.png]



– Frederick B. Wilcox
People make most decisions by heuristics, which is a fancy word for “rules of thumb.”

Teenagers tend to make decisions based upon pure logic….using only positive outcomes that will transpire soon as their data base. They neglect negative information.

People (not necessarily including teenagers) are very risk-averse. 

People vary significantly in their individual rate of risk aversion.

Typically, pain is 2.5 times the motivator of pleasure.

Reward centers of the brain activate when considering positive results much like they do when they actually are participating in the positive experience.

Thinking about winning money turns on the same reward centers as does people using cocaine or eating chocolate.

When people make decisions about rewards, their brains respond in like manner as when they actually receive the rewards.

As potential losses increase, this does not increase activity in the fear centers of the brain (amygdala or insula).

Neural responses to loss are much greater than neural responses to gain.

PROSPECT THEORY is an important decision-making theory (we will talk about a lot) that includes the asymmetry of how losses and gains are valued.

The greater the deactivation in the neural pathways of the reward centers of the brain, the more loss-averse people are.

A woman in a bad marriage won’t leave unless there is a MUCH BETTER option that is certain.

People most willing to gamble are least turned on by stakes that increase positive or negative.


People less willing to gamble are MORE turned on by stakes that increase positive or negative.

People willing to take very risky gambles have brains that respond less as stakes increase.

A key principle in PROSPECT THEORY is Loss Aversion…the fact that people tend to value pain and fear far significantly more than gain and pleasure.
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