
Two people can receive the same offer and make different decisions for sensible 
reasons. An employer offers an additional Saturday shift with extra pay. One employee 
accepts because the earnings will help purchase equipment for a developing business. 
Another declines because Saturday is the only day available to spend with an elderly 
parent. Both understand the money involved. Both recognize an opportunity. What differs 
is the value they place on the alternatives and the responsibilities surrounding them. 
Economic behavior begins to make more sense when we recognize that people respond 
to what a choice means in their lives. An incentive is a reward, cost, or other 
consequence that makes an action more or less attractive. Extra pay can encourage 
someone to work, but its influence depends on what that person must give up and what 
the additional earnings can accomplish. 

Incentives are everywhere, including places where no one uses that word. A business 
offers a discount for booking during a quiet period, giving customers a reason to choose 
that time. An employer provides paid training, making skill development more accessible. 
A customer returns to a company because its staff consistently resolve problems 
respectfully. Financial incentives involve money, while nonfinancial incentives can 
involve convenience, recognition, independence, enjoyment, or trust. A disincentive 
makes an action less attractive by increasing its cost or reducing its benefit. A 
complicated registration process, for example, may discourage participation even when 
the service itself is useful. The Federal Reserve’s introduction to incentives explains how 
rewards and penalties influence choices. Yet influence is not the same as control: people 
interpret and respond to an incentive through their own circumstances and priorities. 

A. G. Gaston’s work in hospitality offers a historical example of recognizing what 
customers valued. In 1954, the accomplished Black businessman opened the Gaston 
Motel in Birmingham, providing high-quality lodging and dining to African American 
travelers during segregation. The establishment served business travelers, performers, 
and others, and later became an important meeting place for civil rights leaders. The 
National Park Service documents the motel’s accommodations and significance. Its 
history helps us see why a customer’s decision involves more than the lowest advertised 
price. Respectful treatment, comfort, dependable access, and the ability to conduct 
business can all matter. Applying that economic interpretation does not require 
pretending we know every guest’s private reasoning. It allows us to recognize the value 
of Gaston creating a service that addressed real conditions in people’s lives. 

That observation introduces preferences, the relative importance people place on 
different outcomes or experiences. Imagine two photographers offering graduation 
portraits. One charges $180 and delivers edited pictures in two weeks; another charges 
$220 and delivers them in three days. These are invented offers for comparison. A family 
with no deadline might prefer the lower price, while a graduate preparing announcements 
for an upcoming celebration might value the faster delivery. The additional $40 buys 
something meaningful to the second customer. Economists sometimes use utility to 
describe the satisfaction or benefit a person receives from a choice. Utility can come 
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from saving money, obtaining quality, avoiding inconvenience, or helping someone else. 
We do not need to attach a precise score to every feeling to understand the principle: a 
worthwhile choice depends on the benefits the decision-maker values. 

The information available also affects the decision. Suppose the first photographer’s 
price includes digital downloads, while the second charges separately for them. 
Someone who compares only the advertised session prices may misunderstand the full 
offer. This is incomplete information: making a decision without knowing all the relevant 
details. Sometimes information is missing because the future is uncertain; sometimes it 
is difficult to find or understand. Asymmetric information occurs when one participant 
knows something important that the other does not. The photographer may understand 
editing methods, print quality, and delivery limitations much better than a first-time 
customer. Clear explanations, complete prices, and examples of finished work can help 
close that gap. A business can strengthen customer confidence by making its service 
easier to evaluate, allowing people to choose with a more accurate understanding of 
what they will receive. 

Even when information is available, there are limits to how much anyone can examine. 
Comparing every photographer in a state, studying every camera, and reading thousands 
of reviews would require enormous time. People therefore use shortcuts: a 
recommendation from someone they trust, a portfolio they admire, or a provider with a 
dependable record. Bounded rationality describes decision-making under limits of 
information, time, and mental processing. It recognizes that practical reasoning happens 
within those limits. A shortcut can be useful, especially for a familiar, low-cost purchase; 
it can also overlook something that matters. Behavioral economics studies how 
psychological factors such as attention, habits, and self-control influence economic 
choices. The Nobel Prize’s account of Richard Thaler’s research describes contributions 
that brought these human characteristics into economic analysis. 

One influence worth recognizing is anchoring, the tendency to give substantial weight to 
an initial number or piece of information. Imagine a photography package advertised as 
“Originally $600, now $300.” The $600 figure may become the customer’s reference point, 
making $300 feel like an unusually attractive offer. But a crossed-out number does not 
establish the service’s quality or what comparable photographers charge. If a similar 
package is available elsewhere for $250, the apparent bargain deserves another look. The 
useful comparison includes the actual services, the complete price, and the available 
alternatives. Anchoring can influence negotiations as well, because the first proposed 
number may shape later discussion. The Federal Reserve’s explanation of the anchoring 
effect shows how an initial price can guide judgment. Recognizing the reference point 
gives us an opportunity to choose a better one. 

Timing creates another influence. A person can sincerely value a future goal while 
repeatedly choosing something immediately rewarding. Present bias is the tendency to 
give disproportionate weight to immediate benefits or costs compared with those 
arriving later. Consider an aspiring musician who intends to organize a portfolio for paid 
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performance opportunities. Each evening, the work feels easy to postpone because the 
effort is immediate and the possible benefit is distant. This does not tell us that every 
delay reflects poor judgment; exhaustion, caregiving, and urgent work may genuinely 
deserve priority. The distinction is whether the repeated choice serves the person’s 
considered goals or keeps moving them out of reach. A practical response might be to 
reserve one manageable work period, prepare the necessary materials beforehand, and 
define a small task that can actually be completed. The arrangement makes acting on the 
goal less demanding at the moment of decision. 

The way a choice is organized can influence whether people act on their intentions. A 
default is the option that takes effect when someone makes no active selection. In a 
well-known study of one company’s retirement plan, researchers Brigitte Madrian and 
Dennis Shea found that automatic enrollment substantially increased participation, while 
many employees also remained with the default contribution rate and investment choice. 
The findings showed that the starting arrangement could shape behavior even when 
alternatives were available. Their study, “The Power of Suggestion,” connects directly 
with the importance of enrollment design in retirement saving. The broader lesson is that 
a form, setting, or routine can guide action without changing someone’s underlying goal. 
A useful default should be understandable and easy to reconsider, because an option 
that suits one person may be unsuitable for another. 

Habits can perform a similar organizing function in everyday life. Imagine a 
small-business owner who reviews unfinished customer requests at the same time every 
afternoon. Repeating that routine reduces the need to remember each request separately, 
and customers benefit from more dependable follow-through. Now imagine the owner 
has developed a different habit: immediately accepting every new request before 
checking the workload. That routine may gradually create missed deadlines. Neither 
pattern requires a fresh, deliberate decision every time it occurs. Recognizing the pattern 
allows the owner to change the process—for example, by checking capacity before 
promising a date. The economic benefit could appear in fewer refunds, better scheduling, 
and stronger customer relationships. We often think of business improvement as 
obtaining more equipment or working more hours, but improving a repeated decision can 
also change results. 

How a choice feels can depend on whether we experience it as gaining something or 
losing something we already possess. Loss aversion describes a tendency for losses to 
weigh more heavily than comparable gains, although its strength varies across people 
and situations. Imagine an event organizer who has long used a particular booking 
platform. A new service offers promising features, yet abandoning the familiar system 
feels uncomfortable because the organizer focuses on what might be lost. Some caution 
may be justified: transferring records and learning new software involve real costs. A 
careful comparison separates those practical concerns from attachment to the familiar. 
The organizer could examine the terms, test the new service on a limited task, and 
compare its performance before deciding. The Federal Reserve’s discussion of loss 
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aversion and ownership helps explain why giving something up can carry special 
psychological weight. 

Other people’s opinions and actions enter economic decisions as well. Social norms are 
shared expectations about behavior within a group, including what seems appropriate, 
admirable, or expected. Suppose a group of friends routinely celebrates every milestone 
with an expensive trip. Someone may enjoy the tradition while also feeling pressure to 
participate when the cost conflicts with another goal. The price of declining can feel 
social rather than financial: missing shared memories or worrying about disappointing 
others. The same influence can support constructive behavior. A professional group that 
celebrates completing certifications, paying collaborators promptly, and sharing useful 
knowledge can make those actions more visible and valued. The point is not that people 
mindlessly imitate one another. Belonging matters, and the standards surrounding a 
person can affect which choices feel rewarding or difficult. 

Within a business, incentives need to support the result the organization actually wants. 
Consider a hypothetical appliance-repair company that pays technicians a bonus solely 
for the number of visits completed each day. Management wants faster service, but the 
reward might encourage some technicians to hurry through difficult jobs or favor simpler 
repairs. Customers could receive more visits without receiving more lasting solutions. 
These would be unintended consequences, results that were not the purpose of the 
decision. The company might improve its approach by considering repair quality, 
appropriate completion time, and whether the same problem returns. No single 
measurement will describe every aspect of good work, so managers must also listen to 
employees and customers. The Federal Reserve’s lesson on unintended consequences 
encourages examining the broader results of a policy rather than stopping at its intended 
benefit. 

Rewards also work alongside intrinsic motivation, the desire to do something because 
the activity itself is meaningful or satisfying. A technician may take pride in diagnosing a 
difficult problem. A teacher may enjoy helping a learner understand. An artist may value 
producing work that meets a personal standard. Extrinsic motivation comes from an 
outside consequence, such as payment, a prize, or recognition. Both can exist in the 
same person: someone can care deeply about excellent work and expect fair 
compensation. Imagine the repair company giving employees paid time to learn a new 
diagnostic method, acknowledging careful work, and providing the tools needed to 
perform it. That arrangement supports ability, professional pride, and earnings together. 
It also recognizes that encouraging performance involves creating conditions in which 
good work is possible, rather than assuming a reward can compensate for missing 
training or inadequate equipment. 

Expectations—the beliefs people hold about what may happen—help explain why an 
attractive incentive sometimes produces little response. Suppose the company promises 
a bonus for completing a demanding training program, but previous promises have 
repeatedly gone unfulfilled. Employees may reasonably place little value on the new 
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offer. A smaller benefit delivered dependably could influence behavior more than a larger 
promise people doubt. Similarly, someone may decline a discounted course because the 
advertised job opportunities seem uncertain, or accept a less glamorous assignment 
because the client reliably pays. Trust changes the practical meaning of an offer. This 
gives business owners a valuable responsibility: make commitments clear, explain 
conditions honestly, and deliver what has been promised. Reliability allows customers 
and employees to plan with greater confidence. 

When an effort to encourage behavior falls short, understanding should come before 
judgment. Imagine a business offering employees a useful evening course, only to find 
that few attend. Management could assume they lack ambition, but a conversation might 
reveal that the last available bus leaves before the class ends. Moving the course into 
paid working hours or arranging transportation would address a barrier that a 
motivational speech could not remove. In another setting, the course might simply teach 
something employees do not need. Identifying the actual obstacle helps distinguish a 
lack of incentive from a lack of access, time, information, or relevance. That habit of 
investigation respects people’s intelligence while giving the organization a better chance 
of improving its results. 

Economic judgment grows stronger when we notice what an offer rewards, what 
information it leaves unclear, and what conditions make acting on it possible. A customer 
can compare a discounted price with real alternatives. An employee can assess an 
opportunity against personal responsibilities. An owner can reward careful work and 
examine whether the reward is producing the intended result. We can also arrange our 
own routines so that learning, preparation, and follow-through require fewer repeated 
battles with distraction. None of this demands becoming emotionless or treating every 
relationship as a calculation. It means understanding our motives well enough to act with 
greater intention—and building workplaces, businesses, and daily practices that make 
worthwhile choices easier to carry out. 

 


