
THE END OF RATIONAL ECONOMICS

Your company has been operating on the premise that peopleâ€”customers, employees, managersâ€”make logical
decisions. It's time to abandon that.

This fi nding was not the most interesting part of the study, how-Customers. While the participants were
making their decisions, their brains were being scanned by positron emission tomography PET. It seems that
cheating is infectious. Belief in the ultimate rationality of humans, organizations, and markets crumbled, and
the attendant dangers to business and public policy were fully exposed. Behavioral economics eschews the
broad tenets of standard economics, long taught as guiding principles in business schools, and examines the
real decisions people makeâ€”how much to spend on a cup of coffee, whether or not to save for retirement,
deciding whether to cheat and by how much, whether to make healthy choices in diet or sex, and so on. A
behavioral economics approach, in contrast, is more like a science project: We search simultaneously for the
governing principles and how to implement them. The Dark Side of Teamwork A few years ago, my
colleagues and I found that most individuals, operating on their own and given the opportunity, will
cheatâ€”but just a little bit, all the while indulging in rationalization that allows them to live with themselves.
Other experiments revealed that if one person is clearly seen to be cheating, team membersâ€”particularly
those who feel connected to the cheaterâ€”are likely to depart from their own moral compasses and increase
their cheating. Smart organizations will develop a behavioral economics capability by hiring qualified
experimenters and conducting small trials that build on one another, revealing a radically different view of
how people make decisions. If assumptions about the way things are supposed to work have failed us in the
hyperrational world of Wall Street, what damage have they done in other institutions and organizations that
are also made up of fallible, less-than-logical people? How can the manufacturer overcome this hurdle? Do
autonomous teams make better, more ethical decisions? Apologies work, at least temporarily. This suggests
that the desire for revenge, even when it costs us something and is fully irrational you have no idea who this
other person is, and you will never meet him again , has biological underpinnings. Add to Cart for purchases
and permissions. The good news is that people are more sell a triple-concentrated detergent, on the theory
trusting and reciprocating than standard economic theory would that environmentally conscious consumers
would have us believe. In a series of three experiments, we gave partici-pants! We also found that the simple
act of asking people to think of their ethical foundationsâ€”say, the Ten Commandmentsâ€”or their own moral
code before they had the opportunity to cheat eliminated the dishonesty. Smart organizations will develop a
behavioral economics capability by hiring qualified experimenters and conducting small trials that build on
each other. Firms interested in experimenting with behavior should understand that the process is
time-consuming and delicate. In another example, the cable giant Comcast began addressing the
customer-revenge problem by using Twitter to respond to problems proactively. What can company
representatives or individuals do to soothe the instinct for revenge in business or personal exchanges? We are
finally beginning to understand that irrationality is the real invisible hand that drives human decision making.
Behavioral Economics Drawing on aspects of both psychology and economics, the operating assumption of
behavioral economics is that cognitive biases often prevent people from making rational decisions, despite
their best efforts. Most individuals, operating on their own and given the opportunity, will cheatâ€”but just a
little bit. Applicants who signed the form at the top reported driving an average of 2, more miles a year than
those who signed at the end.


