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At the intersection of economics and psychology is the field of behavioral economics.  Most of us would acknowledge that we should make rational economic decisions.  Most of us would also acknowledge that irrational behavior is a part of human nature.  So how do you study a field where rational behavior is expected of participants who are known to act irrationally?  Dan Ariely, the James B. Duke Professor of Behavioral Economics at Duke University, has made a career studying the forces of irrationality that often guide human decision making.

As the title of the book suggests, Professor Ariely has found in various settings that people do act “irrationally”. The Encarta World English Dictionary states that being rational is being “able to think clearly and sensibly, unimpaired by physical or mental condition, strong emotion, or prejudice”.   Yet in many cases these irrational acts are predictable.  
Business people try to offer products and services that meet the needs of their target customers.  They make rational decisions about what product/service features will be most attractive to their customers in meeting their needs.  But if customers can be counted on to act irrationally, then offering what “makes sense” may not be the right approach.  It is not what is rational that matters; it is how people actually act.

Ariely examines a multitude of economic theories and decisions people make.  He incorporates psychology and economics to explain why people predictably act irrationally.  For instance, in one chapter he examines why people feel that price reflects the quality or the level of benefit one will receive from the purchase.  His cleverly designed experiments on unsuspecting subjects demonstrated that if you drop the price of an aspirin, people will report that they get less pain relief.  
The lesson he is trying to teach us is that you have to understand human behavior to make rational economic decisions.  The subtext of chapters include “Why we are happy to do things, but not when we are paid to do them”; “Why the mind gets what it expects”; Why dealing with cash makes us more honest”; “Why we often pay too much when we pay nothing”; among other interesting insights into how we and our customers act.

The book is a fun read that makes you challenge some preconceived notions as well as explains some of the crazy things we do ourselves.  Dan Ariely offers greater understanding of the non-obvious forces that drive many of our economic and policy choices.  For those of us that work with or try to teach economic forces, the rational act would be to read the book.
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