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Predictably Irrational 
The Hidden Forces That Shape Our Decisions 

by Dan Ariely 

Have you ever wondered why so many of us start every New 
Year with a heart-felt promise to ourselves to diet and exercise, 
only to have that motivation vanish by the end of January? Or 
why we routinely find ourselves at the mall buying things we don't 
really need? Or how did we ever start spending $4.15 every day 
on a single cup of coffee when, just a few years ago, we used to pay about a 
dollar for basically the same thing? 

A fascinating book called Predictably Irrational: The Hidden Forces that Shape 
Our Decisions, by MIT professor Dan Ariely, offers answers to these and many 
other puzzling behavior-based questions that often have profound implications for 
our business and personal lives, and for the way we perceive the world around us. 
Through a series of surprising (and occasionally hilarious) social experiments, 
Professor Ariely disproves the commonly-held assumption that we humans 
behave in fundamentally rational ways. By blending everyday research with 
leading-edge economic theory (much in the same vein as Steven D. Levitt and 
Stephen Dubner with their game-changing bestseller Freakonomics), Ariely 
explains how our expectations, emotions and other invisible — and seemingly 
illogical — forces skew our decision-making abilities. 

Professor Ariely's enduring fascination with the subject of human irrationality 
came about many years ago while he was overcoming horrific injuries sustained 
in an explosion. The range of painful treatments he was forced to undergo in a 
hospital burn department made him question a variety of the standard — but also 
seemingly ridiculous — behaviors that were going on around him. He came to 
realize that many of the misguided medical practices he witnessed every day 
were not random. They were systematic and predictable — meaning the entire 
system itself was predictably irrational. 

Upon leaving the hospital, Ariely became engrossed with the idea that human 
beings repeatedly and predictably make the wrong decisions in many aspects of 
their lives. And so he dedicated his life to finding new ways to change some of 
these patterns. In that regard, his research focus has grown and expanded over 
the years, looking at everything from drinking coffee to losing weight, and from 
buying a new car to choosing a romantic partner. Basically, if the issue at hand 
involves making a decision, Ariely is likely interested in studying it. In doing so, 
he's looking for any sort of consistent trend, or systematic pattern of thought, that 
will help people facing similar types of issues make better decisions in the future. 
His book, Predictably Irrational, encapsulates his key findings to date. 

Traditional Economics vs. Behavioral Economics 

William Shakespeare once wrote: "What a piece of work is man! How noble in 
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reason and how infinite in faculty! He is the beauty of the world; the paragon of 
animals" (Hamlet, Act II). Hundreds of years later, that particular view of human 
nature — i.e. that humans are predictable, thoughtful and rational creatures — is 
still the prevailing one held by most economists, policy makers and company 
executives. In economics, this basic idea provides the foundation for all traditional 
economic theory. 

A couple of fundamental assumptions lie at the heart of the traditional economic 
understanding of people's behavior: The first assumption holds that people 
behave consistently and rationally. The second holds that human beings are 
capable of clearly identifying, and understanding, their needs and wants. 
Traditional economics assumes that we are thinking people, naturally equipped 
with a profound sense of self. This supposedly enables us to calculate the value 
of the different choices we face. 

However, exciting new research in the fields of behavioral psychology, sociology 
and economics has begun to disprove these long-held assumptions. Yes, human 
beings may come equipped with a calculating, rational self. But it appears that our 
rational self is not our only self; nor is it the one that's most often in charge. The 
emerging research holds that there are a bunch of different versions of each of us, 
who come to the fore under different conditions. And there's a growing consensus 
that human beings aren't "cool calculators who sometimes behave irrationally," as 
was previously thought. Rather, it turns out that we're all "crazy" people who only 
occasionally behave rationally. 

Dan Ariely counts himself among the growing list of social scientists who 
subscribe to this new view of the world. But unlike some of his peers, he's quick to 
point out that he's not on a personal mission to undermine classical economic 
theory. Instead, he hopes to work with those on both sides of the debate to build 
on the traditional economic model to better reflect the impact of the real, 
underlying forces that drive human decision-making. 

At least that was the main objective behind the experiments that follow, each of 
which is designed to show how human beings are, indeed, predictably irrational 
creatures. 

Anchoring 

Through the first couple of chapters of his book, Ariely sets out to disprove "the 
fallacy of supply and demand" through a series of clever experiments. 

Traditional economic theory holds that prices in the market are determined by a 
balance between two forces: production at each price (defined as supply) and the 
desires of those with purchasing power at each price (defined as demand). The 
price at which these two forces intersect on a supply vs. demand curve 
determines the actual price in the marketplace. 

This is an elegant idea, and one that has prevailed for several generations. But 
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the results of all the experiments conducted by Dan Ariely challenges this set of 
assumptions in very profound ways. If nothing else, his experiments show that the 
price consumers are willing to pay can be easily manipulated; and this is in fact 
because consumers do not have a good handle on their own personal 
preferences, and more fundamentally, demand is not a separate force from 
supply. 

A series of Ariely's experiments, focused around a common marketing technique 
called "anchoring," drives this point home. The concept of anchoring comes from 
the study of biology, where decades ago, a naturalist named Konrad Lorenz 
discovered that goslings, upon breaking out of their eggs, become anchored to 
the first moving object they encounter (which is thankfully their mother, in most 
instances). Well, it appears that the average human consumer's brain is not wired 
any differently than that of a gosling. Because when we encounter a new good or 
service in the market whose characteristics are uncertain to us, the first price we 
see often becomes an anchor that has a long-term effect on the prices we're 
willing to pay for similar products from then on. 

This anchoring effect holds true, even if the initial price tag is completely arbitrary, 
and bears no real world connection to the actual supply of, or demand for, the 
product. 

In one example, Ariely asked his students at MIT's Sloan School of Management 
to write down the last two digits of their Social Security number. He then told his 
students to record, on the same piece of paper, whether or not they would be 
willing to pay that same amount of money for a fancy bottle of wine versus a not-
so-fancy bottle of wine. 

The students were to write down the maximum figure they would be willing to 
spend for each bottle. Once they'd finished, Ariely asked them whether they 
thought that their Social Security numbers had had any influence on their bids. 
The students dismissed this idea, but when Ariely tabulated the results he found 
that they were kidding themselves. The students whose Social Security numbers 
randomly happened to end with the lowest figures (00 - 19) were also the lowest 
bidders. By contrast, the group with highest numbers (80 — 99) bid three times as 
much as those in the lower groups. 

Clearly, the arbitrary Social Security numbers were having a direct impact on the 
price students were willing to pay for wine. According to Ariely, this anchoring 
effect blows a massive hole in traditional economic theory. How so? Well, think 
about it in terms of the price of coffee at Starbucks. If a traditional economist 
walked into your local Starbucks, she might say that the prices on the menu board 
were determined by carefully looking at the supply of fancy flavored coffees on the 
one hand, and cross-referencing that with the demand for those beverages on the 
other. But the anchoring effect shows that the mere act of putting numbers on the 
board influences most people's sense of what a coffee is actually worth. Again, 
the price is not being determined by the forces of supply and demand. Rather, the 
price is simply determining itself. 
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If you are a marketer by profession, it is obvious that having a basic 
understanding of the power of anchoring could come in extremely handy in the 
workplace. But for the rest of us who aren't in sales or marketing, it's probably 
even more important that we be aware of the anchoring effect as we go about our 
daily lives. Shopping may never be the same. 

The High Cost of Zero Cost 

Another key chapter in Ariely's book focuses on the amazing power of giving away 
things for free. It turns out that getting something for free makes most people feel 
very good. In this way, zero is not just another price. Psychologically, zero is very 
special. 

A few Halloweens ago, Ariely conducted an interesting experiment on this very 
subject. To explore the effect of free chocolate on trick-or-treaters, Ariely started 
with a supply of Hershey's Kisses (which hold about one-tenth of an ounce of 
chocolate) and two kinds of Snickers bars — regular-sized bars, and one-ounce 
Halloween miniature-sized bars. 

When the first children came to his door, Ariely handed each of them three little 
Kisses. He then offered to make a deal. If they wanted to, the kids could trade one 
Kiss for a mini-Snickers bar OR two Kisses for a full-sized bar. Almost all of them 
were able to do the math in their heads on the spot, and traded the two Kisses for 
a full-sized Snickers. 

Half way through the evening, Ariely shifted the terms of the deal. The kids could 
now trade one of their three Kisses for the larger bar, OR get a mini-Snickers 
without having to give up anything in return. In terms of sheer volume of 
chocolate, the trade for the larger bar was still by far the better deal. But, faced 
with the prospect of getting one mini-Snickers for free, most trick-or-treaters lost 
all ability to do the simple math in their heads. Most of them refused the trade, 
even though it cost them overall. Tellingly, when Ariely later performed this 
experiment on his MIT students, they made the same mistake. 

Ariely speculates that the underlying reason for the chocolate miscalculation was 
anxiety. People are naturally risk averse, he explains. But "there's no visible 
possibility of loss when we choose something for free." Accordingly, most people 
are drawn to it. 

Again, if you're in sales or marketing, and you come to understand the power of 
FREE!, you can do some pretty marvelous things. Want to draw a crowd? Give 
away something for free. Want to sell more products? Just make part of the 
purchase free! 

The Problem of Procrastination 

According to recent figures, Americans collectively earned over ten trillion dollars 
in disposable income last year. And we spent nearly all of it; saving next to 



 

 
 
 

5 |    The Business Source     www.thebusinesssource.com      All Rights Reserved 
 

nothing. 

If we listen to traditional economic theory, our virtually non-existent national 
savings rate represents rational choice. Conventional economic wisdom holds that 
most Americans, having carefully reviewed their options, deliberately chose to 
spend virtually all the money they earned in the previous year. But behavioral 
economists like Dan Ariely see things differently. In his view, America's dismal 
savings rate has a more human explanation: most of us have trouble acting in our 
own best interests. And we tend to procrastinate. 

It's worth noting that Americans, even as we continue to spend like drunken 
sailors, also feel strongly that we should be putting more money away. Countless 
public opinion polls have found that more than two-thirds of us feel our personal 
savings rate is far "too low." 

To get right to the heart of this urgent social problem and offer prescriptions for 
improvement, Ariely did what he always does: he conducted a series of 
experiments. 

Ariely teaches three first-year economics classes at MIT, and so one of his 
experiments involved allowing students in one of the three classes to set their own 
deadlines for term papers due during the year. For the second class, Ariely set the 
deadlines himself (as teachers normally would). And for the third class, no 
deadlines were set. In that class, everything was due all at once at the end of the 
year — or sooner if the kids wanted. 

Not surprisingly, Ariely found that most of his students — when given the 
opportunity to do so — did procrastinate. The students who were given no 
deadlines tended to receive the worst grades on their assignments, overall. The 
students who were allowed to set their own deadlines performed second best. 
And the students who had rigid deadlines imposed upon them from the professor 
at the outset tended to do the best, overall. 

What does this have to do with everyday life? Well, based on these and other 
experiments, Ariely says the most obvious conclusion is that the best cure for 
natural human procrastination is an authoritative, "external voice" that gives 
people orders. Almost all of us have challenges with delaying gratification, and so 
we need help to combat it. So, if you can't manage to save much from paycheck 
to paycheck, why not take advantage of your employer's automatic deduction 
option? Or, if you don't have the will to exercise regularly alone, why not make an 
appointment to exercise with someone else? These kinds of tools may seem 
unnecessary at first, but they're simple enough to use, and Ariely has proven they 
can be immensely helpful. 

The Advantages of Closing Doors 

The next time you're having trouble deciding multiple options — like which house 
to buy or which career to pursue — try asking yourself this question: What would 
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Xiang Yu do? 

Xiang Yu was a Chinese general in the third century B.C. who took his troops 
across the Yangtze River into enemy territory and performed a profound 
experiment in human decision making. Once all his troops had emptied 
themselves and their weapons from their boats, he proceeded to crush their 
cooking pots, and then set the ships ablaze. 

As his shocked soldiers stood watching their only retreat option go up in flames, 
the General explained to his troops that now they had no choice but to move 
forward (a great motivational speech if ever there was one). And in the end, Xiang 
Yu's boldness was vindicated, both on the battlefield and in the annals of social 
science research. 

Fast-forward to modern times. Admittedly, you may not have any villages to burn 
and pillage today. But let's imagine you may be going shopping for a new digital 
camera. There's a good chance, he says, that you never bothered to learn how to 
work most of the features on your old camera, but there's still a good chance you'll 
be willing to pay extra for even more features this time; just in case. Or, imagine 
your phone rings just as you're about to go shopping. It's an old friend from high 
school who you no longer have anything in common with. But she keeps calling 
you every few months, and you can't bring yourself to end the relationship. It's 
always good to have one more friend, you say to yourself. She might come in 
handy! 

Most of us can relate to this type of situation, or one like it. Human beings, it turns 
out, have an irrational compulsion to keep doors open. Most likely, this is because 
we are hardwired to avoid loss at all costs; even when the effort isn't worth it in the 
end. 

The economic cost of keeping too many doors open may not be immediately 
obvious, says Ariely, but make no mistake, it's there. "Running around helter-
skelter to keep doors from closing is a fool's errand," writes Ariely. "Before you 
realize it, it will not only wear out your emotions, but also wear out your wallet." 

Again, Dan Ariely offers a simple enough solution: start closing some doors. In 
concrete terms, this means it's high time to drop out of that committee that's a 
total waste of your time. And it's time to stop sending holiday cards to people who 
have moved on to other lives and friends. Maybe it's even time to give up on trying 
to master several different sports and focus on the one you truly enjoy. (If golf 
drives you crazy, why play it!?!) 

Conclusion 

This is the end of our journey. As we jumped back and forth between Professor 
Ariely's weird and wonderful social science experiments, Predictably Irrational 
might at first glance seem a bit scattered in its approach. But let's take a closer 
look. 
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What could be said to unite all of Ariely's seemingly disparate experiments and 
observations is a belief that the modern world — despite an oversupply of 
irrationality, emotion, and downright craziness — is by no means unknowable. On 
the contrary, if the right questions are asked, Airely believes the world today 
makes far more sense than we may think. All it takes is a new way of looking at 
things: a behavioral economics way. 

It is true that by acknowledging that the traditional model of economic thinking is 
flawed also means admitting that people are typically emotional, short-sighted and 
irrational. So yes, the egghead-types like the Levitts, Dubners and Arielys of the 
world with their fancy new behavioral economic model may be right; but you may 
be left wondering what good can possibly come of this sad realization? Well, the 
good news is that making a lot of mistakes means there's also a lot of room for 
improvement. If we all make systematic, predictable mistakes in our decisions, 
then we ought to be able to come up with new tools, strategies and methods to 
correct these errors, and improve our overall well-being. 

Although our irrationality may be hardwired into us, we are not helpless to change. 
We can even use it to our advantage. This is the central message of Dan Airely's 
book, and his personal challenge to every one of us going forward. Embrace your 
irrationality! 

 


