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At a time when anyone interested in business must realize that poor decisions by business leaders played a pivotal role in producing our current economic woes, Dan Ariely’s “The Upside of Irrationality” should be considered required reading.  Instead of telling us that we should be rational in how we make decisions, Ariely recognizes the simple reality that human beings are not rational, and then proceeds to tell his readers that this might not be all bad.

Ariely does a good job of showing us a number of typical biases, and of explaining how many of our cherished approaches to managing other people fail.  While all of this is pretty standard in the management literature on the topic, Ariely tills new ground by describing how our flights of irrational thinking are both good and bad.  

For example, Ariely explains that a rational perspective suggests that we should seek to maximize our rewards while minimizing the effort we expend in doing our jobs.  However, in contrast to this rational approach, we will often work harder than is required.  One way that this excess effort can be obtained is by ensuring that the individual engaged in the task views this effort as contributing to meaningful outcomes.  When people are deprived of this sense of meaning by, for example, not being allowed to feel a sense that they have completed jobs that provide some real value, we can effectively demotivate people.

In another twist of irrationality, Ariely shows that people tend to overvalue things that they create.  This can lead to a distinct bias against ideas that other people generate, irrespective of the merits of those ideas.  On the positive side, ensuring that people have the opportunity to feel a sense of contributing to the design and implementation of new initiatives represents a powerful way to gain support.

We have seen plenty in the news recently about how the structure of incentives leads to poor decisions by managers.  Ariely addresses this concern by describing how incentives can serve to both support and detract from performance.  His analysis leads to suggestions such as keeping bonuses relatively small, or even perhaps eliminating them.  While these suggestions may strike some readers as irrational, Ariely’s logic is well presented and is worthy of serious consideration.

Ariely completes his descriptions of irrationality affecting the workplace by considering the drive to exact revenge when we feel wronged.  For businesses, the importance of this topic can be seen in recent news stories describing the cost and effort that some consumers expend to punish firms that are perceived as not adequately addressing consumer concerns.  An important lesson is that business leaders need to adopt a proactive stance, and when the inevitable problems do arise, they need to remember that apologies have real power.

While the topics that I have described above provide ample reason to recommend this book for inclusion on your bookshelf, the value is enhanced by an examination of how irrationality is featured at home.  As he did for the business setting, Ariely covers both the good and bad points of common displays of irrational behavior in our personal lives.

Overall, this book is a fun and valuable read.  Ariely’s descriptions are lively, and the prescriptions that he provides for better decision-making are useful.
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