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Small Amount Fallacy - Its Psychological Causes, Hir Cumulative
Destructive Effect, and the Mathematical Solution

Ariel Fuchs"", Hila Fuch<, and Eliran Roffe!

!Gaia College, Department of Management, 6th Gras&tio 90885 Jerusalem, Israel
ZUniversity of Ljubljana, Education Faculty, Kardalp plogad 16, 1000 Ljubljana, Slovenia

Abstract

Research background: Behavioral economics and psychology have long agd human decision-
making in financial contexts, particularly how iuidiuals manage their expenses.

Purpose of the article: This article aims to introduce and explore the 88mAmount Fallacy,” shedding
light on how people often assess spending basédcome proportion rather than actual value. It dslv
into cognitive biases like Diminishing Sensitivitywd Loss Aversion, establishes a theoretical fraonkew
linking the fallacy to mathematical analogies, eaghes its implications for personal finance anlkicpp
and suggests avenues for future research to enfinaneial decision-making.

Methods: Our approach is theoretical and concept-focugaglving an extensive literature review to
build a robust theoretical framework rooted in Pext Theory and mathematical analogies like the
Geometric Point. While not collecting empirical @atve aim to provide a foundation for future reskar
and practical applications, including behavior&imentions to reshape spending habits.

Findings & value added: The study uncovers a strong correlation betweenrththematical concept of a
point and the economic concept of small amountsmoiney, showcasing how these seemingly
insignificant transactions cumulate into signifitafinancial consequences. Understanding this
transformation can positively influence financialitcomes and contribute to economic growth by
recognizing the cumulative impact of small amounts.

Keywords: behavioral economics, small expenses, small amtaliaicy, diminishing sensitivity, loss
aversion, prospect theory

JEL classification: A12, C01, C02, C60, D14, D31

1. Introduction

Consider a scenario where a person earning a sui@tancome deliberates over purchasing a
five-dollar cup of coffee. From a purely rationadrppective, this expense might appear negligible
when juxtaposed with their annual earnings of tlamas of dollars. However, as this paper will
elucidate, the small amount fallacy leads individu® perceive such minor expenditures through a
distorted lens. Understanding human decision-makirfinancial contexts has been a central focus of
behavioral economics and psychology. Researcheve leng been intrigued by how individuals
perceive and manage their finances. This area aqufiiy has led us to the emergence of the "small
amount fallacy" concept suggested in this papereH&e will suggest calling the situation where
people buy stuff under the assumption, based orptbportion to their income, that what they buy
does not cost anything - the "small amount falladg'e assume this fallacy can lead to detrimental
financial consequences and a distorted perceptioron@'s purchasing power. It can result in
individuals needing to spend more time and undemasing the true financial impact of their
purchases. The "small amount fallacy" concept ohices a cognitive phenomenon wherein
individuals evaluate expenses based on their ptigmoto income rather than their absolute value.

* Corresponding author: ariel@gaia.college
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This leads to a tendency to perceive small expansitas inconsequential despite their cumulative
impact.

Behavioral economics has revealed that individoéilsn deviate from the rational economic model,
making decisions influenced by cognitive biases emdtional factors. Cognitive biases have increggin
explained these deviations (Geiger, 2017). Theserits and concepts collectively offer a framework
understanding the cognitive biases and decisionifrgakrocesses that underlie the "small amount
fallacy." They illuminate why individuals may judgéeir spending based on the proportion to their
income rather than the absolute value and how theseeptions can impact financial behavior.
Researchers have investigated cognitive biasestfeat financial decision-making, such as confitiora
bias, anchoring, and the availability heuristic.e$& biases can lead individuals to make suboptimal
financial choices.

Behavioral economists aimed to challenge neo-desssiby examining alternative psychological
processes that validated their counter-findingsrmaitional economic choices (Glimcher et al., 2009)
Neuroeconomics works toward an integrated accofineconomic decision-making. Neuroeconomic
research studies what occurs within the brain waenndividual makes financial decisions. It is an
interdisciplinary field, and it combines researaonfi neuroscience, experimental and behavioral
economics, and cognitive and social psychology skaks to explain human decision-making, the gbilit
to process multiple alternatives and to follow thgb on a plan of action. It studies how neurosdient
discoveries can guide models of economics (Gliméhé&rehr, 2013). Heuristics are cognitive strategies
derived from previous experiences with similar peofis. These strategies depend on using readily
accessible, though loosely applicable, informationcontrol problem-solving (Pearl, 1984). When an
individual applies a heuristic in practice, it pgrhs as expected but can create systematic errors
(Sunstein, 2005). Heuristics cognitive strategas loe used when individuals can accept choicesatieat
"good enough" for their purposes, although theyidcte optimized (Kahneman & Frederick, 2002). The
evolution of heuristics cognitive processes is @duin risk situations without information; under
uncertainty, heuristics can achieve higher accuvéatly lower effort (Gigerenzer et al., 2011). Wease
that spending a low amount of money daily is prdoggin a heuristic cognitive process that chanbes
small amount to "no amount".

1.1. Prospect Theory's Diminishing Sensitivity

The term "small amount fallacy" may not have beermflly coined in prior research, but the
underlying cognitive processes have been obsemédiadied. Previous literature has touched upen th
idea that people sometimes overlook the cumulatiygact of small expenses relative to their incofriee
connection between the "small amount fallacy" amdspect Theory's loss aversion and Diminishing
Sensitivity has not been explicitly explored ingtxig research. This paper has the potential teribome
to this gap by formalizing and examining this cqutcd’rospect Theory is a foundational concept in
behavioral economics. It provides insights into howlividuals make decisions involving risk and
uncertainty.

The notion we suggest in this paper is based orfRhespect Theory" developed by Tversky and
Kahneman (1992). The Prospect Theory explains heaplp make decisions involving risk and
uncertainty. The first part of the Prospect Theisrghe Diminishing Sensitivity, which posits théet
emotional impact of gains and losses diminishetheg increase in magnitude. On the other hand, the
Sensitivity to the nominal amount of money decredsecause it assumes that the emotional impact of
nominal gains and losses decreases as the amaargase. This means that a small expenditure may be
perceived as less important or influential at aasermoment than a larger one because it disappears
within the overall financial movements.

Diminishing Sensitivity posits that the emotionatpact of gains and losses diminishes as they
increase in magnitude (Kahneman & Tversky, 199%)walth accumulates, people tend to become less
sensitive to incremental changes in their finansialation. This can lead to decisions prioritizstgprt-
term gains or losses over long-term consequencesth® other hand, the Sensitivity to the nominal
amount of money decreases because it assumeséhatiotional impact of nominal gains and losses
decreases as the amounts increase. This mearsssimatl expenditure may be perceived as less impbort
or influential at a certain moment than a largee decause it disappears within the overall findncia
movements. Diminishing Sensitivity states that ¢éimeotional impact of gains and losses diminishes as
they increase in size. Thus, the Sensitivity tortbminal amount of money as the amount increadss. T
means that a small expense may, at a given mormergerceived as less important or influential than
1048



larger expense because it disappears within thealbv@mancial movements. This is compared to the
emotional impact of the positive experience, whiws presence and power. Studies show that the
emotional impact is getting smaller with repetititot it is still much more present than the reiunctn

the nominal value of the expenditure. Those Smalkases, being nhominal in value, may be overlooked
as they appear less emotionally significant.

1.2. Prospect Theory's Loss Aversion

Loss Aversion, a key concept from Prospect Theoogijts that individuals are more averse to losses
than they are motivated by equivalent gains. Tigngive bias leads people to strongly avoid losses
even when they seem small in absolute terms. Losssfon (Schmidt & Zank, 2005; Abdellaoui et al.,
2007) refers to how outcomes are interpreted assgand losses where losses are more sensitive in
people's responses than equivalent gains acqu@theman and Tversky (1992) have suggested that
losses can be twice as powerful, psychologicallygains. When defined in terms of the utility fuoot
shape as in the Cumulative Prospect Theory (CRE)eks have a steeper utility than gains, thus being
more "painful” than the satisfaction from a comjieagain. When spending decisions on small amounts,
the perceived loss is so small, for example - tbst of a coffee, that although people double lose
Sensitivity to gain sensitivity, the price of theffee is so small that when you mentally doublét itill
does not overshadow by the perceived gain - theyemgnt of the coffee. This leads people to pay more
attention to the cumulative gain impact of theseg@eged small expenditures.

In the context of the "small amount fallacy" notiowe suggest that Prospect Theory's "Loss
Aversion" concept can change how people look atllsaraounts using the mathematical analogy
suggested here to "small amount fallacy" notion. 8§sume that when people acknowledge this analog,
"loss aversion" will move the economic decisionnirgpending a small amount of money. Because the
attention will move from the small cost of each Bragpense to the destructive accumulation of littde
money to very big money, debts, loans, and thersaaation of loans. By recognizing the similarity
between the fallacy of small amounts and the nwaknalue of a geometrical point, individuals can
grasp that these seemingly insignificant expenses accumulate over time, resulting in substantial
financial implications. Once people understand emtbrace this analogy, their loss aversion tendsncie
will motivate them to make wiser financial decisson

1.3 Mental Accounting

Mental accounting, developed by Richard Thalerpsexplain how people categorize and evaluate
economic outcomes using concepts like prospectryhand transactional utility theory. This process
involves creating mental accounts for managing dipgnand resources and influencing buyer decisions
and reactions to financial outcomes. Mental acdogns a self-control strategy, with people allacgt
money to accounts for savings or expenses. Thigapp can lead to loss aversion and cognitive biase
affecting consumer rationality. Understanding meatzounting sheds light on resource-based deeision
making and reactions to similar outcomes (Zhangu&sian, 2018; Chen et al., 2013).

In mental accounting theory, framing effects shapaw individuals subjectively perceive
transactions, affecting the utility they expect f@aight, 2018). This concept is intertwined wittoppect
theory, frequently utilized by mental accountingearchers to analyze the value function (ThaleB51L9
In prospect theory, the value function is concamedains, promoting risk aversion due to diminighin
marginal utility as gains accumulate. Conversetyjsi convex for losses, encouraging risk-seeking
behavior to avoid the more detrimental impact gbks compared to equivalent gains. This highlititets
concept of loss aversion, where people prioritizeiding losses over seeking gains (Thaler, 1985;
Cartwright, 2018).

1.4 The Suggested Mathmatical Analogy

The parallels between mathematics and economics tam both fields' logical consistency and
abstraction. Mathematics provides a framework ofl-defined principles and concepts that can be
universally applied. We can leverage this logicahsistency to apply mathematical reasoning to
economic situations by drawing parallels betweeenados (Karlin, 2003). Mathematical abstraction
distills specific details into general concepts, imaseconomics. Applying mathematical reasoning to
economics has yielded successful economic moddieseél models use mathematical techniques and
principles to represent and analyze complex econaystems. Incorporating mathematical concepts
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enhances analytical power and captures intricatganic dynamics. The accuracy of these models
validates the parallels between mathematics andoeags, enabling systematic analysis and policy
recommendations (Sun, 2022).

Economic theories and models based on mathematioalepts have been tested against real-world
data, providing accurate explanations and prediistidt underscores the practical importance ofclalgi
reasoning derived from mathematics in understanaimanalyzing economic phenomena (Karlin, 2003).
The suggested analogy between the suggested Smmalu Fallacy and the numerical value of the
geometric point emphasizes the importance of raeognthe collective influence of seemingly small
expenses in shaping an individual's overall finahtandscape. To illustrate it, the geometric pomt
mathematics, where a point has no dimensionsieagiial to the structure of geometric shapes. Sityjla
while seemingly insignificant in isolation, smalkpenses are crucial in an individual's financial
landscape. In personal finance and economic deemaking, individuals often encounter a peculiar
cognitive phenomenon, which we propose to term BAmabunt Fallacy, that affects how they perceive
and handle seemingly inconsequential expendituréisei grand scheme of their financial landscapé Th
phenomenon revolves around the propensity of iddais to make cognitive judgments about their
spending based on the proportion of a cost to thetrme rather than its absolute value. As the gdom
point has no dimension in personal finance anddipgrbehavior, we can draw a parallel to the absenc
of the perceived economic dimension of the SmallbAnt Fallacy. Moreover, just as a point contributes
to the geometry it defines, small expenditures lagtal role in shaping an individual's overatidncial
landscape, although seemingly devoid of signifieaimcisolation. These small expenses, like poimisy
be individually imperceptible but collectively deé Geometrical shapes, as these small expenses can
define one's financial situation.

In mathematics, points collectively form lines,dincollectively form shapes, and shapes collegtivel
form structures. Similarly, small expenses, whehectively accumulated over time, contribute to an
individual's overall debts, and accumulated debltectively define the individual negative economic
landscape. While a single coffee purchase may ggeia to an individual who earns much more in a
month than that coffee's price, a series of sugkem®ses in a day can accumulate to a much higheurgmo
in a single day.

While a coffee purchase, for example, may seenatrig a person earning much more in a month, a
series of such expenses can add up to a much hagiaint in a single day. Whenever a purchase i€mad
for an amount smaller than the amount the indiMidigdines as a real expense, the individual wilt no
have a sense of money each time. So, the amounedefs lower than that minimum threshold can ke th
basis for purchases several times a day withoutintiwidual having a sense of money or the same
warning that a large, unplanned expense is beindemiowever, the problem worsens because this
expense can be made several times a day, sevaes & month. If the person spends three times a day
during each day an expense lower than the minimumshold, then it is possible to reach 90 such
expenses in one month. Let us say that spendingllarsl for a person who earns 5000 dollars is
considered to lack a dangerous economic dimenk®mran reach 90 times this amount "under the radar
of danger". In the case of the example, it addsougdmost 10% of the monthly salary, which couldabe
serious blow to the monthly budget. So, just asigsaare crucial for defining geometric structurgsall
expenses play a structural role in an individutiiancial life. They contribute to the overall bedg
financial goals, and long-term well-being.

Furthermore, recognizing the significance of thesmll expenses may be essential for financial
decision-making. In this way, the Geometrical Poidhalogy underscores the importance of
acknowledging the role of small expenses in shapmndividual's financial landscape. While theyyma
appear minuscule, their cumulative impact can h@eéound implications for financial well-being, aki
to how points collectively define the geometry bépes and structures.

1.5 From Concept of Zero to Geometric Progression

In mathematics, zero is a fundamental concept septang absence or zero value. "Zero's null-like
nature... on the one hand, it is a bona fide catdimmber, yet on the other, it is linked to ideds
nothingness and non-being" (Barton, 2020, p. 3828).often represented as a point on a number s
a mathematical point, zero is unique as it marksatigin or starting point from which numerical vaé
are measured in both positive and negative dinestidMathematically, a concept of zero plays a
significant role in our natural, integer, and reaimbers theories. For instance, when considering an
algebraic structure (e.g., a group) under additt@ng often serves as the identity element (sincary
1050



number n, n+0=n)" (ibid.). When we consider thecapt of zero as a point, in terms of accumulatitois,
transformed from a point to a line. This transfolior@ occurs through the process of repeated
accumulation. Let us examine this transformatiomiore detail. "Philosophically, our understandirig o
zero is tied up with classical questions concerning status of non-being" (ibid.). Zero can be a
mathematical point on a number line separatingtpesand negative values. As a point, it has neithe
magnitude nor direction.

As Barton, 2020 (p. 3823) states, "We will examthe epistemology and metaphysics of zero
concerning the cardinal number zero, whereby cafdimumbers we mean those numbers that
correspond to responses to questions of the forow'lhany ®?" where® is some descriptor of a
collection of discrete individuals. We will use therm "collection" in this paper to talk about any
collection-like reference to objects, for examplee could be referring singularly to a (semi) set of
some objects, plurally to those objects considdoggkther”. The concept of zero begins to change
through repeated accumulation to a collectiondofAccumulation refers to the gradual addition or
aggregation of quantities over time. In mathematascumulation can be thought of as repeatedly
adding small steps to a starting point. As thespssaccumulate, the point representing zero grdual
becomes a line. This line represents the accuronlaif values over time. Each incremental addition
helps to lengthen the line, creating a continuameasentation of accumulation. The line that enwrge
from the accumulation process represents the explguantity that results from repeated additions. |
shows the evolution from zero, the non-existenca gbiantity, to a continuous and measurable rahge o
values. This transformation illustrates the impioce of repeated accumulation in mathematics. This
concept of transforming zero into a line througlpe&ed accumulation can be applied to various
mathematical contexts, such as infinitesimal calsulwhere integration involves the accumulation of
infinitesimally small increments to determine ttotat value. Like the Adding Up Pieces model (Ely,
2017).

Mathematical induction is a logical reasoning tegha used to prove statements about mathematical
objects that hold for infinite cases (Telloni & Mah, 2021). In the context of converting zero tme,
mathematical induction can be used to prove thiglitsabf the conversion for each successive incrame
Using mathematical induction, we can prove thatiragld small increment, starting at zero, resulta in
new value that extends the line. Continuing thiscpss, each additional addition lengthens the line
formed by the accumulation. The logical conclusfoom mathematical induction ensures that the
transformation from a mathematical point to a lrdds for any number of increments (ibid.).

Geometric progression is a sequence of numbersembach term is created by multiplying the
previous term by a fixed ratio. The accumulatioogesss can be considered a geometric progressiom whe
converting from zero to a line, where each increneadded based on a fixed ratio or proportiort.use
think of the accumulation process as a geometagression. We can analyze the behavior of thedime
determine its length or size based on the numbenas&éments added and the ratio of each increment
(Grabiner, 1983).

1.6From a Two to Three-Dimensional Forms on Coordinats

The transformation from a two-dimensional to a é¢hdémensional form, mathematically and
economically, carries significant implications. Mainatically, this transformation involves introdugian
additional coordinate, typically denoted as Z.Hree-dimensional space, objects can be represeiied
depth, height, and volume, enabling the study aitiaprelationships and other properties inherent t
three-dimensional geometry. In the economic contegt transition emphasizes the critical importaoice
accumulated money reaching a positive or negatiaad point.

The transition from a two-dimensional to a threeelnsional financial form represents expanded
possibilities, increased complexity, and the pa#drior financial independence. It emphasizes stiat
decision-making, effective risk management, andieatfig long-term financial goals. Reaching this
critical point signifies personal goal attainmentedom from financial constraints, and a solidnidation
for the future. The three-dimensional represematéflects expanded financial capacity, flexibilignd
autonomy. On the negative side, regarding signifiexpenses as "zero" can lead to reckless spending
habits and a lack of financial awareness. Ignotiregcumulative impact of expenditures can resub in
positive balance and financial stability. Recogmigithe value of even small expenses is crucial for
responsible financial management and long-term gclaievement.
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1.7 The Positive Side - Accumulated Wealth

Psychological flexibility (Fuchs, 2022) for shiftjrithe attention from the zero cost of somethingwiie
gain to the accumulated effect and debt we willl fourselves because of it. Nevertheless, we asthahe
once people can see it, using the mathematicabgnéthat examines this so well will give people [tiosver
to shift the focus needed for the gain for frethaccumulated deep debt. Moreover, once we mdoaye
it, we can move their attention from the deep debthe positive side of the mathematical analogy
coordinates - where accumulated wealth is situdiethaging accumulated wealth becomes challenging as
the financial form transitions from a line to a ma@omplex shape. Diversifying, risk management, aaset
allocation are necessary to maintain and grow @igrform. The complexity of accumulation requires
informed decisions, considering income fluctuatjogigending patterns, interest rates, and investiment
Techniques like financial modeling and data analieip individuals gain insight into their finandiarm's
structure and dynamics. The multidimensional natifirthe financial form incorporates time, investiisen
income sources, and liabilities, enabling long-testanning for financial stability. Transitioningoim a
simple line to a complex form signifies increasiedricial decision-making complexity. Evaluatingkssand
rewards becomes essential, necessitating divetsificand understanding the impact of changes. {temg
financial planning becomes crucial for aligning idems with goals. Preserving and growing wealtjunes
prudent investment decisions and adapting to mackatlitions. Recognizing the implications of this
transition helps individuals build financial se¢yriseize opportunities, and create a positive ohfar
future generations through legacy planning anchpttiropy.

2. Methodology

Our paper is focused on theoretical analysis amd dot involve collecting data but aims to develop
a concept with potential implications for futuresearch and behavioral change. Our methodological
approach is rooted in theoretical analysis and epindevelopment. We aim to provide a robust thaalet
basis for understanding the "Small Amount Fallaeytile highlighting its potential for practical
applications and future empirical research. Thigragch paves the way for a comprehensive exploratio
of the concept's impact on financial decision-mglkand its potential to drive positive behaviorahioges
in personal finance.

This section outlines the methodological approaatployed in exploring the "Small Amount
Fallacy" concept. Our approach is primarily theioetand conceptually oriented, aiming to lay the
foundation for future empirical research and prattapplications related to behavioral economiad an
personal finance.

Literature Review: Our methodological approachitegvith a comprehensive review of the existing
literature in behavioral economics, cognitive psjoly, and financial decision-making. We analyze
relevant theories and concepts, such as Prospecry;hDiminishing Sensitivity, and Loss Aversion, t
identify gaps and potential connections that cagiax the "Small Amount Fallacy."

We synthesize the findings from the literature egwito develop a theoretical framework for
understanding the "Small Amount Fallacy." This ilves integrating concepts from various sources to
explain the cognitive biases and psychological madms that underlie this phenomenon.

Mathematical Modeling: To illustrate the cumulatiimpact of small expenses, we construct a
mathematical analogy related to the numerical valudne geometric point. This analogy is a theosgdti
tool to visualize and explain how seemingly triveatpenses can accumulate into significant financial
consequences.

Implications for Behavioral Change: While our primmdocus is on theoretical development, we
discuss the practical implications of our concepfzanework. We explore how understanding the "$mal
Amount Fallacy" can inform financial education prags, policy interventions, and behavioral change
initiatives.

Future Research Directions: In this methodologaggroach, we emphasize the importance of our
work as a foundation for future empirical researéfe suggest that future studies can validate our
theoretical framework through data collection arehdwioral experiments, ultimately assessing its
effectiveness in changing spending habits.

3. Results:Small Amount Fallacy Theoretical Framework

The "small amount fallacy" is a cognitive phenomein financial decision-making characterized by
individuals making judgments about their spendiagdal on the proportion of a cost to their incontieera
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than its absolute value. This leads to the tende¢ncgerceive small expenditures as insignificant or
negligible, even when cumulatively, they can sufisily impact one's financial well-being. This
frmework seeks to elucidate the concept and itetyidg psychological mechanisms.

Theoretical Framework Key Principles:

Individuals tend to evaluate expenses not in albsdirms but concerning their income or financial
context. The proportion of an expense to one'snmces often more salient than the absolute costef
expense.

Loss aversion, a concept from Prospect Theory,agxlthat people are more averse to losses than
they are motivated by equivalent gains. This b&s lead individuals to prioritize avoiding smalsses,
like the cost of a coffee, even when it might séeoonsequential relative to their income. Diminigii
Sensitivity posits that the emotional impact ofngaand losses diminishes as their magnitude ineseas
Small expenses may be perceived as less emotios@hficant because they disappear within the
broader context of financial movements.

The "small amount fallacy" hinges on the cumulatimgpact of repeated small expenses. While a
single small expense may seem trivial, the aggeeg#ffiect can be substantial over time. Failure to
recognize the cumulative impact of these expenaesresult in financial mismanagement, especially
when they recur frequently.

Cognitive biases like anchoring and framing carceraate the "small amount fallacy.” For example,
suppose individuals anchor their perceptions @&asonable coffee price to a high-end coffee shofhat
case, they may be more willing to spend on expensiffee without realizing the cumulative cost.

The degree of financial literacy and awarenessspéayole in how individuals perceive and respond
to small expenses. Those with higher financiatdity may be more attuned to the cumulative impadt a
make more informed decisions.

Cultural and societal factors and personal findrgoals can influence the degree to which the "kmal
amount fallacy" affects individuals.

To illustrate the cumulative impact of small expes)sve employ a mathematical analogy linked to
the numerical value of the Geometrical Point. Tdnalogy serves as a theoretical tool, providingsaal
explanation of how seemingly inconsequential expsnsan amass into substantial financial
consequences. This mathematical analogy not ofps lelange the perspective on financial risk bsi al
demonstrates how a lack of dimension can beconamgilie reality through persistence and repetition.
Moreover, it showcases the potential for economaadformation, illustrating how one can shift frem
negative financial reality to a positive one.

4. Discussion: Small Amount Fallacy — Insightsral Implications

The results of our research offer valuable insighit®o the psychological and behavioral
underpinnings of financial decision-making. It ursteres the complexity of financial decision-making
and the significant role that seemingly insignifitaeamounts play in shaping individuals' economic
outcomes. Addressing the "small amount fallacy'inexg a multifaceted approach that combines firednci
education, awareness-building, and effective visoals like mathematical modeling. By understanding
the psychological mechanisms, we can empower ididals to make more informed and responsible
financial decisions, ultimately contributing to inoped financial well-being and economic stabiliye
can draw several significant conclusions and ingplkoms by examining the theoretical framework aag k
principles.

Our findings confirm that individuals often asse&sgenses concerning their income or financial
context, not in isolation. This proportionality biaan lead to perceiving small expenses as ingignif,
even when they collectively impact financial wedliog. This highlights the need for financial ediaat
emphasizing absolute value and encouraging a teolistw of expenses.

The observed impact of loss aversion and dimingslsansitivity on the "small amount fallacy”
reinforces the idea that people are more inclimeavbid small losses than to pursue equivalentsgdia
address this bias, financial literacy programs &héacus on building resilience against loss awarsind
promoting a more balanced assessment of expenses.

Our research underscores the importance of redogrize cumulative effect of small expenses over
time. The failure to do so can lead to financiasmmanagement, especially when these expenses recur
frequently. Encouraging individuals to track andhsider the long-term implications of their spending
habits is crucial.
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Cognitive biases like anchoring and framing cancelaate the "small amount fallacy" by distorting
individuals' perceptions of reasonable expensegading these biases may involve raising awarenéss
how they influence spending decisions and encongaigdividuals to reconsider their reference points

The role of financial literacy and awareness inpsf responses to small expenses cannot be
overstated. Our findings suggest that those withdr financial literacy may be more attuned to the
cumulative impact of small expenses and make nmjoered decisions. Therefore, investing in finahcia
education programs is pivotal to addressing theallsamount fallacy."

Cultural, societal, and personal factors signifisannfluence the degree to which individuals
succumb to the "small amount fallacy.” Tailoringndncial education and intervention strategies to
consider these influences is essential for théacéf/eness.

The mathematical analogy, employing the geometintpconcept, is a powerful tool for illustrating
the cumulative impact of small expenses. It notyoshifts perspectives on financial risk but also
demonstrates the potential for economic transfaonathrough persistence and repetition. This visual
representation can be incorporated into financ@cation curricula to enhance understanding and
promote responsible financial behavior.

Conclutions

In Behavioral Economics, individuals often exhibsiational behaviors and neglect the long-term
consequences of their actions (Sunstein, 2013nkrdudgetary and economic management perspective,
recognizing the significance of seemingly inconsetial amounts and incorporating them into finaincia
planning can enhance financial well-being. The fiation and exploration of the "small amount
fallacy" concept represent a novel contributiorthte field. This scientific understanding may be ofie
the most intriguing factors of economic sufferimgtihie developed world. It explains why people akro
the developed world have very good salaries betilivdebt and suffer every month trying to undemdta
where their money disappears. It can also havetipghémplications for personal finance, budgeting,
financial literacy programs, economic policies, diméncial product design, ultimately promoting mor
informed financial decision-making. Policymakers daenefit from understanding how small amounts
impact the economy, especially in initiatives aina¢goverty reduction or income equality. Policsesh
as microfinance and support for small businesseslegaerage these amounts to stimulate economic
growth. Financial institutions can offer tailoretbgucts like micro-loans and micro-savings accoumts
cater to individuals with limited resources, promgtfinancial inclusion. As proposed in this papée
formalization and exploration of the "small amotaltacy” concept represent a novel contributionhie
field. Prior studies have touched on related cogmnibiases and spending behavior but may haveoyet t
address this specific fallacy explicitly. Understeng the "small amount fallacy" can have practical
implications for personal finance, budgeting, ficiahliteracy programs, economic policy considenas,
and the design of financial products and servitass research aims to promote more informed firenci
decision-making by shedding light on this cognitbias. By recognizing the long-term consequences of
seemingly insignificant expenses, individuals W& more inclined to prioritize their financial wling,
moving from short-sighted spending habits to infednechoices and financial stability.

The study underscores the importance of recognidiagmpact of seemingly insignificant amounts
in economic contexts, shedding light on debt acdatimn dynamics and its implications for economic
growth. It emphasizes the importance of continuadditions and their cumulative effects on individua
and societal financial outcomes. This study bridgeghematics and economics, offering insights into
financial accumulation and its role in shaping ewuit outcomes. Exploring parallels between
mathematical concepts and economic scenarios @ewadinique perspective on financial strategiek, ri
assessment, and long-term planning. The theoretiahework developed through conceptual
construction empowers individuals and policymaki&rsmake informed decisions, optimize financial
outcomes, and promote economic stability.
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