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			Context

			Since the 18th century, when Adam Smith theorized that an “invisible hand” automatically regulated the economy, the ideas of rational economic thought and free markets have dominated the field of economics. But in the past several decades a new field has emerged—behavioral economics, based on the theory that people don’t always act rationally, and often make financial decisions based on emotional, psychological, or social factors. Studying these forces can help us understand everything from why individuals struggle with weight loss and saving money to why corporations act immorally and healthcare costs are skyrocketing.

			The global recession of 2008 challenged the ideas of rationality and brought behavioral economics to the forefront. Published that same year, Predictably Irrational, Dan Ariely’s first book, introduced the basic concepts of behavioral economics to the mainstream reader, including those explaining the irresponsible behavior in the housing market leading up to the recession. Filled with the findings from Ariely’s creative and entertaining studies, the book offers ways of understanding our irrational habits, and explains how we can use that information to make better decisions. The book clearly resonated with readers, becoming a New York Times bestseller.

			As a leading researcher in the field, Ariely has since made a name for himself for popularizing behavioral economics and communicating its ideas outside of academia. He has gone on to publish four more books on the topic, and is a regular contributor to publications such as the New York Times, the Wall Street Journal, and Psychology Today.

		

	
		
			Overview

			While traditional economic theory assumes everyone in the market, given complete knowledge of a situation, makes perfectly rational decisions based on a cost-benefit analysis, behavioral economics acknowledges the ways in which emotions, psychology, and social pressures encourage us to make irrational choices instead. Predictably Irrational provides an in-depth look at the factors influencing our decisions, examining not only how we act irrationally but why, so that we can anticipate similar behaviors in the future and adjust our thinking to make more “rational” decisions.

			In each section of the book Ariely explores a different type of irrational thinking, providing examples from everyday life such as trick-or-treating, dating, or helping a neighbor move a couch to illustrate each concept. He delves into the power of expectations, such as how positive associations with a brand can increase our enjoyment of its product, and why patients taking fake medicine still experience real benefits. Ariely then creates experiments to document his often humorous observations, explains the results, and suggests ways to improve decision-making.

			Ariely also introduces technical concepts, such as relative advantage; arbitrary coherence and anchor prices; the psychological pull and hidden cost of free goods; and how social norms influence our financial decision making. He shows how high emotional arousal challenges our ability to make rational—and even moral—decisions, and how the desire for immediate gratification leads to procrastination and limited self-control.

			Part of Ariely’s project is to not only explain the truths that underpin our behavior in the market, but to show how they can be used to further social good. Thus, the later chapters explore dishonesty at both the individual and institutional level, with Ariely explaining why morally upstanding citizens often cheat or steal in small ways, and how corporations and governments rationalize large-scale corruption in the same way. Applying the principles found in Predictably Irrational, Ariely argues, could have enormous social benefits to us all, leading to lives of greater productivity, interconnection, meaning, and even happiness.

			A revised and expanded edition of Predictably Irrational was published in 2009, including two extra sections. The first of the bonus material, “Reflections and Anecdotes about Some of the Chapters,” contains further thoughts or illustrations of the principal ideas discussed in some of the preceding chapters. In this summary and analysis, those stories and notes have been included in the chapter summaries where applicable. The second new chapter, “Thoughts about the Subprime Mortgage Crisis and Its Consequences,” discusses the economic upheaval of 2008, which occurred after the writing of Predictably Irrational.

		

	
		
			Summary

			Introduction

			When he was a teenager living in Israel, an explosion left more than 70% of Dan Ariely’s body covered in third-degree burns. For three years, unable to participate in normal, daily life routines while undergoing treatments, he began observing how people around him acted and made decisions. One of the most painful parts of his recovery was the daily bath during which nurses ripped off the bandages covering his burns. Years later, as a student at Tel Aviv University, he decided to study the nature of pain—specifically, Was tearing off the bandages as quickly as possible the best strategy for a patient’s well-being? He found that, contrary to his nurses’ beliefs, people were better able to endure a lower level of pain over a longer period of time. When he discussed the results with his former nurses, one suggested that they ripped the bandages off quickly because it shortened the time of their own agony watching patients suffer.

			Ariely realized that decisions—even those made in a hospital, an environment supposedly governed by rational science—were often made for irrational reasons. He wondered in what other situations people made such decisions—and if it would be possible to predict the circumstances under which we might act irrationally.

			Need to Know: Behavioral economics is the study of how psychological, emotional, and other forces affect our decision-making.

			Chapter 1: The Truth about Relativity

			Why Everything Is Relative—Even When It Shouldn’t Be

			To demonstrate how comparisons and relativity affect decision-making, Ariely conducted an experiment using an offer he saw for subscription options to The Economist magazine. Given three choices ($59 for online-only access, $125 for a print-only subscription, or $125 for both print and online), study participants overwhelmingly chose the third option. However, when he conducted a study offering only the $59 online-only option and the $125 print-and-online choice, the majority opted for the first choice. Without having the middle option (a so-called “decoy”) that established the value of print-only at $125, people couldn’t compare the relative value of online-only versus print and online.

			Companies use this strategy to encourage customers to spend more all the time. For example, when the kitchen supply store Williams-Sonoma introduced their first bread machine at the relatively expensive price of $275, it didn’t sell—buyers had little knowledge of the bread-machine market, and no basis for comparison. However, when the company offered a second model at a 50% higher price, sales of the $275 model surged. In comparison, the cheaper model appeared to be a good value.

			This concept of relative worth has societal implications. In 1993, federal security regulators began to require that companies reveal the pay of their top executives to stop outrageous salaries and benefits. The regulation ended up having the opposite effect. Now that CEOs could see how much their competitors were making—thus learning their relative value—they demanded to earn as much as their higher-paid peers. Currently, the average CEO makes three times as much as before their salaries were public.

			Need to Know: We aren’t very good at deciding the value of an item in a vacuum. Instead, we largely use comparisons to other items to determine its relative worth, or relative advantage—generally determining the value of an object based on its comparison to a similar, yet nonidentical, object. When we are aware of the theory of relative value, we can be more attuned to marketing strategies designed to take advantage of our innate desire to make comparisons.

			Chapter 2: The Fallacy of Supply and Demand

			Why the Price of Pearls—and Everything Else—Is Up in the Air

			After World War II, Italian diamond dealer James Assael partnered with a Frenchman who offered him a large supply of black pearls. Although there was then no market for them, Assael enlisted his friend, jeweler Harry Winston, to help create demand. Winston advertised the black pearls alongside diamonds, rubies, and emeralds—and gave them an equally high price tag. This pricing gave consumers an “anchor”—and convinced them the pearls were of equal value to the gemstones. Assael and Winston were able to establish a high price-point for a product for which there was previously no demand.

			This bit of history illuminates three important concepts of behavioral economics. The first, anchor price, refers to the initial price we see for a product, which establishes its value in our minds. The second, imprinting, is the natural phenomenon of influence by initial stimulus: like a baby gosling follows the first moving object it sees, linking that with “mother” in its mind, customers linked Harry Winston’s glamorous display of black pearls to their worth. The third, arbitrary coherence, is the idea that no matter what factors affect our anchor price, once it’s set in our minds, it will continue to influence how much we think the product is worth. This goes against the traditional economic theory that price is determined when supply and demand reach equilibrium.

			Ariely and his colleagues conducted an experiment using participants’ social security numbers to set pricing to prove just how arbitrary anchor prices can be. Participants first wrote down the last two digits of their social security numbers, and then wrote the prices they would pay for a number of items the experimenters presented—such as a high- and low-end wine, a keyboard, and a cordless trackball. All the participants’ offers were logical—such as being willing to pay more for the higher end wine—but those whose social security numbers ended in higher numbers tended to price all the items higher.

			Need to Know: The basis of the free market economy—in which we trade goods and services based on an assumption that all players in the market know the absolute value of them—is inherently flawed, since we don’t always perceive value in the same way, and these perceptions can be influenced by the most meaningless of factors.

			Chapter 3: The Cost of Zero Cost

			Why We Often Pay Too Much When We Pay Nothing

			Consumers are naturally loss-averse. Ariely hypothesizes that we are emotionally drawn to things that are “free” because we feel there is no risk of loss. “Free,” in fact, is such a powerful concept that it erodes our ability to make rational decisions based on cost-benefit analysis. It often even ends up costing us money, as when we buy something we don’t need because it comes with a “free gift,” or buy an item we don’t like to take advantage of a “buy one get one free” promotion.

			In one experiment, Ariely sets up a table in a public building offering Lindt truffles for 15 cents and Hershey’s Kisses for 1 cent. As the truffles are of a much higher quality than the Kisses and were offered at a better value, most people made the rational choice, and bought the truffles. However, when the prices were changed to 14 cents for a truffle, with Kisses free, more people took the Kisses. The price differential was the same, but the option of having something for free is powerful enough to trump absolute value in our calculations.

			When Amazon.com first offered free shipping for orders over a certain price, their average order price increased in nearly all markets, as people opted for additional items to qualify for the free shipping. However, this did not happen in France, where Amazon made the promotional shipping price 1 franc (about 20 cents) for orders above that same threshold. Even though that shipping price was negligible, customers were not motivated to buy more to reach it. But once Amazon offered free shipping in France, the French followed suit. The offer of “free” once again proved powerful enough for consumers to buy items they may not have previously wanted or needed.

			Ariely argues that this natural attraction to “free” can be used for positive change in social policy. For instance, offering free registration and inspection for hybrid cars could encourage consumers to purchase these more energy-efficient vehicles, which would have a net positive effect on our environment. Free health-care screenings could save lives and health-care costs, as they would draw in people who might not otherwise want to spend money at a doctor to be screened for cancer or other potentially fatal diseases.

			Need to Know: Though offering something for “free” will cause people to disregard a traditional cost-benefit analysis, this can be used for good when “free” items encourage people to take actions beneficial to society.

			Chapter 4: The Cost of Social Norms

			Why We Are Happy to Do Things, but Not When We Are Paid to Do Them

			Introducing market norms to social situations can powerfully weaken social bonds. In one study, an Israeli day care introduced a fine for parents who were late picking up their children. However, once parents viewed their lateness as a pure financial transaction, they no longer felt guilty for inconveniencing the teachers. In fact, they were late more often, because they saw the fine as payment for a service, rather than a penalty for being inconsiderate. Even when the penalty was lifted, parents continued to arrive late. Once the day care had changed to a market relationship with the parents, and not a social bond, it was difficult to reverse.

			In a similar situation, the AARP asked lawyers to perform legal services for senior citizens for $30 an hour, far less than their normal rates. Most said no. In market terms, it made little sense for lawyers to accept a lower price for services for which they would normally be paid much more. However, when the AARP asked the lawyers to perform the same services for seniors for free, they overwhelmingly agreed. When social norms replaced market norms, they saw the service not as a financial transaction, but as a compassionate act.

			Seeing this benefit, companies have begun to use social norms in their marketing to try to appear as a “friend” to customers. However, if their actual behavior to the customer isn’t consistent with these social norms, customers will revert to seeing the relationship as a simple financial transaction. By the same token, employers can create social bonds with their employees by offering benefits and incentives (such as a great cafeteria, or better health care) rather than depending on raises to boost morale and productivity.

			Need to Know: There are cases where market norms—traditional financial rules that assume goods and services have economic value and should be paid for accordingly—are trumped by social norms that affect our behavior as social animals, such as our relationships, communities, and obligations to others.

			Chapter 5: The Power of a Free Cookie

			How Free Can Make Us Less Selfish

			The power of social norms described in the previous chapter can be used to positively influence the behavior of individuals as well as institutions.

			In an experiment Ariely conducted at the MIT student center, he first set up a table with a sign offering Starbursts for a penny. Students who came to the table bought an average of 3.5 candies. But when Ariely set up a new table offering free Starbursts, though more students came to the table (the power of “free”), on average, they took only 1.1 candies. When money wasn’t part of the equation, students made their decision based on social norms and not market terms—they did not want to seem greedy, and felt a social obligation to leave some for others.

			However, market norms also have the power to corrupt situations involving communal resources. Consider the Cap and Trade system, which is designed to reduce carbon emissions by requiring companies to pay for producing carbon emissions above a certain threshold (cap). Companies who do not use all their allowances can profit by selling them to other companies (trade). However, once you turn the danger of pollution into a financial transaction, companies may decide that the cost of these allowances is worth polluting the environment, because they no longer consider keeping the environment clean a social obligation.

			Need to Know: Situations involving social norms encourage people to act communally, while decisions governed by market norms bring out selfishness and self-interest. When we consider communal resources that fall at the intersection of social and market norms—such as health care, clean water, electricity, etc.—it’s important to understand how linking these goods with market norms instead of social responsibility can lead to greediness.

			Chapter 6: The Influence of Arousal

			Why Hot Is Much Hotter Than We Realize

			In a study on the effect of arousal, Ariely had a group of heterosexual male college students in a “cold,” or dispassionate, state imagine they were sexually aroused, and then answer three sets of questions involving a battery of sexual activities. The first set concerned the attractiveness of less socially sanctioned behavior (“Can you imagine having sex with a 60-year-old woman?,” “Can you imagine having sex with a man?,” etc.); the second, the likelihood of engaging in immoral behaviors (“Would you encourage your date to drink to increase the chance that she would have sex with you?,” “Would you keep trying to have sex after your date says ‘no’?,” etc.); and the third, the likelihood they would use birth control in unsafe situations (“Would you always use a condom if you didn’t know the sexual history of a new sexual partner?,” etc.).

			The participants were then assigned a new task: to answer the questions again, this time at home, while masturbating, and in a state of high arousal. The responses to the questions this time were markedly different. The subjects were 72% more likely to find the questionable activities attractive; 136% more likely to engage in immoral behaviors like date rape; and 25% more likely to engage in intercourse without protection. In short, in a “cold” state, students failed to predict the effect arousal would have on their responses to the questions.

			While we may not be able to predict how we’ll actually act in an aroused state, knowing our willingness to engage in certain behaviors can vary dramatically allow us to put restraints in place that will prevent needing to make decisions in a state of high arousal, or create mitigating factors for when we do. Ariely suggests this information could be put to use to discourage unsafe behaviors in teenagers like dangerous driving and unsafe sex. In terms of safe sex, Ariely explains why teaching abstinence ignores how teens will actually behave during a moment of high sexual arousal. Instead, he advocates strictures that will allow teens to avoid such situations in the first place, and also equipping them with free condoms to safely deal with urges once they, inevitably, occur. For unsafe driving, teens’ cars, he suggests, could be equipped with a system that would detect unsafe behavior like speeding or blasting music, and respond by changing the radio channel to classical music, activating the air conditioner in winter or the heat in the summer, or automatically calling the driver’s parents. With these consequences in mind, teens could become more aware of their unsafe behaviors, and refrain.

			Need to Know: In literature, Robert Louis Stevenson’s Dr. Jekyll and Mr. Hyde dramatizes the conflict between one’s proper, public self and the beast within. Freud theorized that we all have an id, a dark self that would do immoral things we’d never rationally consider, and a superego that enforces self-criticism and social standards on this id. But though culture and psychology have long addressed the idea of two selves—one rational and one driven by immoral desires—we fail to believe this applies to ourselves.

			Chapter 7: The Problem of Procrastination and Self-Control

			Why We Can’t Make Ourselves Do What We Want

			Procrastination and failures in self-control are the result of irrational decisions that prioritize immediate gratification over long-term success. To demonstrate how best to defeat procrastination, Ariely performed an experiment on students in three of his classes at MIT. He assigned all classes three papers over the course of the semester. The first class had to choose three due dates for themselves, up to and including the last day of class. The second had no deadlines—all three papers just had to be submitted by the last day of class. In his third class, he gave students three set deadlines over the course of the semester. At the end of the semester, he found that students with set deadlines received the best grades, the students with no deadlines had the worst grades, and those who could choose their own deadlines fell somewhere in the middle. (Within that last group, those students who set evenly spaced deadlines for themselves performed better than the students who set all three deadlines to the last day of class.) Ariely concludes that restricting freedom—whether imposed by the professor or set by students who recognize their own tendencies to procrastinate—improves self-control and performance.

			Introducing a system of rewards for unpleasant circumstances also allows people to avoid procrastination still more, and achieve a difficult goal. In his own life, Ariely used self-imposed restriction and rewards to rid himself of hepatitis C, which is both painful and dangerous. To treat himself, Ariely had to inject himself three days a week with Interferon, a drug known for its extreme side effects, including fever, vomiting, nausea, and headaches. To ensure he’d go through with the treatment, Ariely, a movie buff, allowed himself to watch an unlimited number of movies on the days of his injections—but only after he had taken the dose. He made a full recovery, and, in fact, was the only patient to stick to the regimen. Introducing a positive association with the injection allowed him to tolerate short-term agony to achieve long-term health. Other patients, stymied by the short-term side effects, were unable to act in their own self-interests.

			Need to Know: The power of the aroused state can cause us to sacrifice long-term goals for short-term gratification. In other words, to procrastinate. Harnessing strategies like self-imposed deadlines and reward systems can allow us to address issues like weight loss, saving money, and productivity.

			Chapter 8: The High Price of Ownership

			Why We Overvalue What We Have

			Once we own something, we’re far more likely to overprice it, estimating its value high above what others are willing to pay. In a study conducted at Duke University, students who won basketball tickets in an extremely onerous lottery (one that they had to wait in line to enter for more than a day) said they wouldn’t sell their tickets for less than, on average, $2,400. But students who had waited and hadn’t won said they would only pay, on average, $170 per ticket. Once a student owned the tickets, he or she saw them as having much more value in the market than they did.

			In another example, during the housing market crash of 2008, the real estate website Zillow conducted a survey to see how homeowners felt the crash affected the value of their homes. 92% of respondents, aware of nearby foreclosures, predicated these had hurt the value of homes in their neighborhood. Additionally, 82% of respondents said they didn’t see any hope for the market improving in the near future. However, when asked about the value of their own home, 62% believed it had increased.

			Marketers and advertisers are aware of this phenomenon, and have discovered that just imagining we own a product—virtual or pre-ownership—will cause us to believe it is of a high value. Advertisements of attractive products—from a piece of clothing in a catalog to an item on eBay—cause us to feel we already own them, and, overestimating their worth, we accordingly pay more.

			Need to Know: Because something is valuable to us and we made an investment in it, we tend to be unaware that it may be considered less valuable to others. Homeowners looking to sell their homes have been forced to realize this when buyers aren’t willing to pay the price they think their homes are worth.

			Chapter 9: Keeping Doors Open

			Why Options Distract Us from Our Main Objective

			Besides putting us at risk to the hidden cost of “free” goods, our loss aversion can cause us to hang on to opportunities and options that no longer interest us.

			Ariely conducted a study in which MIT students played a computer game with three doors on a screen—one red, one green, and one blue. Within each virtual room, the students could earn a certain amount of money simply by clicking the mouse. For example, if the green room offered between one cent and ten cents, each click would earn the student somewhere in that range. Participants could enter any of the corresponding rooms by clicking on its door. The students had 100 clicks to try to make as much money as possible.

			First, the students behaved rationally by sampling the different rooms, seeing which one paid out the most money, and then using their remaining clicks in that room. However, when Ariely modified the game so that any door left unvisited for 12 clicks would disappear, the students clicked back and forth between rooms more frequently to avoid losing a door, thus earning about 15% less money on average. Even more surprising, when students were told the exact range of monetary outcomes they could expect from each room, they still jumped from room to room instead of just sticking in the most profitable one. This did not change even when they knew they could recover a door just by clicking on it.

			Even when the options are winnowed down to two, indecision can often leave us in a worse position than simply choosing immediately. Ariely gives the example of a friend who spent three months comparing two models of digital cameras before finally deciding on one, thus losing three months’ worth of photos he could have taken of friends and family. On a societal scale, Congress frequently faces the same kind of gridlock. When they are unable to compromise, they spend all the time debating options and fail to act.

			Need to Know: The fear of losing an opportunity—even if we know it may not be the best one—is a powerful motivator in our decision-making.

			Chapter 10: The Effect of Expectations

			Why the Mind Gets What It Expects

			Our previously held beliefs and expectations also lead to irrational thinking. In one study, Ariely set up a table at an MIT pub offering students a free beer for a blind taste test of a plain Budweiser, and one doctored with two drops of balsamic vinegar (nicknamed “MIT Brew”). Most students selected the vinegar-laced beer. However, when Ariely altered the experiment and informed students the second beer contained vinegar, they overwhelmingly preferred the plain Budweiser. In other words, students who knew that the beer had vinegar in it expected it to be distasteful, and their taste buds found it so. In a third version of the experiment, half the students were told beforehand that the beer contained vinegar, and half were told after they’d made their choice. In this case, instead of getting the “MIT brew,” they were given a glass of the plain beer and a dropper filled with vinegar to have the option of creating it. Twice as many students who learned about the vinegar after trying the beer ended up making their own vinegar beer, compared to those who had learned of it before.

			The power of positive associations with a certain product can improve our experience with it, just as the negative expectation of vinegar beer tainted the students’ enjoyment. Researchers had a chance to test out one of the most famous commercial competitions (Pepsi versus Coke) by watching the brain activity of participants drinking both beverages in a functional magnetic resonance imaging (fMRI) machine. When participants drank Coke and Pepsi without knowing which was which, they experienced activity in the ventromedial prefrontal cortex, a part of the brain associated with strong feelings of emotional connection. But when participants were told which soda they were drinking, something occurred when they drank Coke. The dorsolateral aspect of the prefrontal cortex, which is involved in working memory, associations, and high-order cognitions and ideas, experienced activity. Because the blind taste test showed no difference in brain activities, the scientists were able to conclude that positive associations with the Coke brand actually created a more pleasurable experience for the participants.

			Other kinds of preconceptions—like stereotypes—can have a major impact on how we treat others, and even how we view ourselves. When a group is stereotyped in a certain way, members of that group are “primed” by the awareness of the label, and their behavior changes accordingly. Researchers tested this idea on Asian-American women, who experience two competing stereotypes—the first that, as Asian-Americans, they are gifted in math, and the second that, as women, they are weaker in math than men. Divided into two groups, the participants answered some initial questions before taking a short math exam. The first answered questions about gender. The second answered questions about race and family background. In both cases, the questions “primed” their thoughts about each stereotype, and they performed accordingly: Those given questions on gender performed worse than those asked about their Asian-American heritage.

			In another experiment, Ariely asked Joshua Bell, one of the world’s premier violinists, to pose as a street performer at a Washington, DC, metro station during morning rush hour. Only 2.5% of people dropped change in his open violin case, and, when later surveyed, a majority of passersby did not remember hearing music at all. Given their previous experience, they did not expect a world-class musician to be playing in the DC metro, and, consequently, didn’t hear one.

			Need to Know: Without previous knowledge of the absolute value of things, we rely on external clues to decide how we should act in certain circumstances or how much we should enjoy an experience—and these clues determine how much we actually enjoy it.

			Chapter 11: The Power of Price

			Why a 50-Cent Aspirin Can Do What a Penny Aspirin Can’t

			To test the economic implications of the placebo effect—the phenomenon wherein a patient is cured simply by believing they have been given genuine medication, though they have not—Ariely conducted an experiment in which participants were told they were receiving a new prescription painkiller called Veladone-Rx—actually just a vitamin-C pill—that was priced at $2.50 per dose. They rated their pain after being subjected to a series of electrical shocks without Veladone, then after taking a dose. These patients rated their pain as much lower after taking the placebo. However, when Ariely repeated the experiment with participants told the pill only cost 10 cents, only half as many participants experienced pain relief.

			Branding, along with price, can alter our expectations of a product’s effectiveness. In another experiment, two groups of students were offered SoBe Adrenaline Rush energy drinks for purchase. The first group of students paid the regular price, while the second group’s price was marked down by two-thirds. The students who drank the first reported feeling less fatigued than those who drank the discounted beverage. In a similar study, two groups of students (one sold SoBe at full price and one sold it at a discount) were asked to complete a series of word puzzles after consuming it. Those who bought the drink at full price performed about 28% better. A third SoBe study—with half of the students paying full price for the drink, half paying the discounted rate—gave participants an information sheet that claimed more than 50 studies had proven SoBe could help improve mental functioning in solving puzzles. Both these groups of students performed better than the previous puzzle-solvers.

			The United States spends more of its GDP per person on health care than any other Western country. But what if, as the experiments in this chapter suggest, paying more for medicine and treatment makes us feel better? Reducing health-care costs with discounts like generic drug pricing may not actually have the same beneficial effects in the long-term if the price is part of the drug’s effectiveness.

			Need to Know: How items are priced and branded can affect how we experience them. Considering the power of the placebo effect and our irrational—yet physical—responses to prices and marketing, we should consider counterintuitive solutions to the high cost of health care, like pricing drugs and treatments higher, and performing fewer genuine surgical procedures.

			Chapter 12: The Cycle of Distrust

			Why We Don’t Believe What Marketers Tell Us

			When we typically disbelieve corporate claims and feel we can never really get something for nothing, how does this lack of faith in others affect our behavior?

			Ariely tested this out by setting up a table at a Cambridge shopping center offering “Free Money” with a pile of bills on it in amounts ranging from $1 to $50. Even when the amount reached $50, only 19% of passersby approached the table—and when the offer was $1, only 1% did. Nearly all those who did approach asked if there was some sort of catch or trick. Passersby who had not approached later told the experimenters that they, too, simply assumed this was a scheme that would end up costing them in some way.

			In another study, participants read a brochure listing the features of a stereo system. Half were told the brochure came from the stereo manufacturer, and half were told it came from Consumer Reports. After listening to a piece of music on the system, those told the brochure came from the unbiased Consumer Reports said they enjoyed the stereo much more than those who thought the information came from the manufacturer. They were also willing to pay, on average, $407 for the stereo, while the other group offered only, on average, $282.

			This lack of trust can have a real effect on consumer behavior in the market. Ariely believes companies can try to regain customers’ trust by being more transparent and concerned for the common good. He gives the example of an incident in 1982, when seven people in the Chicago area died from taking Tylenol capsules laced with cyanide. The conventional wisdom was that this incident would ruin the Tylenol brand. But, although the person who had poisoned the customers had no connection to the manufacturer, Johnson & Johnson recalled all their products, and reintroduced Tylenol with a tamper-resistant safety-sealed container. They launched a campaign to advertise the new features, and Tylenol regained its market share within a year. Because Johnson & Johnson assumed responsibility and took action, consumers felt the company cared about their well-being.

			Need to Know: Distrust is often the result of what’s known as “the tragedy of the commons,” in which an individual entity uses more than their share of a resource, consuming it at a rate beyond which it will naturally replenish. Corporate greed and dishonestly have primed us to expect dishonesty—but habitual mistrust can cause us to miss out on opportunities.

			Chapter 13: The Context of Our Character, Part I

			Why We Are Dishonest, and What We Can Do about It

			Corporations are not the only ones who can be dishonest in the marketplace—individuals are often guilty as well, and our small transgressions add up. Employee theft and fraud at the workplace is estimated at $600 billion a year, while the combined cost of robbery, burglary, larceny-theft and automobile theft is only around $16 billion a year.

			Ariely conducted an experiment among Harvard students to study this cheating behavior. He gave four groups of students a 50-question multiple-choice test and told them they would get 10 cents per correct answer. They were given a worksheet to jot their answers down and a bubble sheet to enter their final answers.

			The control group took the test and then handed both the worksheet and the bubble sheet to a proctor for scoring. They received an average of 32.6 correct answers. The second group was given the test and worksheet, then a bubble sheet with the correct answers already filled in. These students answered an average of 36.2 questions right, suggesting a small amount of cheating. The experiment was repeated twice more—once when students could shred their original worksheets (eliminating their chance of getting caught), and once when they could shred the worksheets and the bubble sheet and simply take their own money from a jar. These groups respectively answered 35.9 and 36.1 questions correctly on average, meaning that everyone outside the control cheated only a little. Making it easier to cheat, even impossible to get caught, did not make them cheat more.

			In another study, two groups of students were asked to write down the name of ten books they read in high school, and then given ten minutes to solve twenty math problems. One group had no way to cheat, and one could self-score their original tests and discard the originals. As in the previous experiment, the second group solved around 33% more of the questions correctly, suggesting a small degree of cheating. Ariely repeated the experiment with one change: this time, before the test, both groups of students were asked to write down as many of the Ten Commandments as they could remember. This time, both groups scored the same, whether a student could recall all ten commandments or just one or two. There was no cheating. In another version of the experiment, students were asked to read and sign the statement, “I understand that this study falls under the MIT honor system.” Again, students with the opportunity to cheat did not—even though MIT doesn’t have an honor system. Just being primed by thoughts of honesty was enough to prevent cheating.

			Ariely then touches on the breakdown in our moral code in law, health care, commerce, and government, suggesting that something as simple as honor codes or even faith-based thought-priming could help reduce criminal activity and restore ethical behavior to these professions—and society at large.

			Need to Know: Dishonesty, even a little bit, can end up having a big effect on the economy.

			Chapter 14: The Context of Our Character, Part II

			Why Dealing with Cash Makes Us More Honest

			The tendency to cheat increases when the reward is not monetary. In one example, Ariely left a six-pack of Cokes in some communal fridges in MIT dorms. Within 72 hours, all the Cokes were taken. In other refrigerators, he left a plate of six one-dollar bills. In these cases, none of the bills were taken.

			Ariely repeated a similar experiment to the one in the previous chapter. He gave three groups of MIT students a 20-question math quiz to complete in five minutes, for which they would be rewarded 50 cents per correct answer. The first group had no way of cheating. The second group could fill in their final answers after viewing an answer sheet, and could destroy their original worksheet. As previously, the group with latitude cheated a little bit, answering, on average, 6.2 questions correctly to the control group’s 3.5. However, a third group with the opportunity to cheat was offered a token per correct answer, which they could then exchange for cash. These students claimed to have answered 9.4 questions correctly.

			Ariely uses this experiment to reflect on the infamous case of Enron’s corporate fraud. Few Enron executives would rob an elderly woman of her purse on the street, but, in stealing millions from pension funds, they did the same, or worse.

			Need to Know: Just as we may be more likely to take a pen from work than a dollar from the cash register, we tend to be more dishonest in situations removed from actual cash—meaning we are more likely to steal an object with monetary value than money itself. An abstract crime seems less harmful, and is less disruptive to our moral center, than stealing actual money.

			Chapter 15: Beer and Free Lunches

			What Is Behavioral Economics, and Where Are the Free Lunches?

			In an experiment conducted at a bar near Duke University, Ariely offered each table one free sample per person of beer from a list of four specials. He found that social pressure to assert one’s nonconformity encouraged diners to order a different beer from their friends. When guests were later asked to privately rate how much they enjoyed their selection, in nearly all cases, the person who ordered first reported the highest level of satisfaction, as he or she made that choice unencumbered by the need to appear “unique.” When diners had the option to write their selections down rather than announce them to everyone, they chose what they genuinely wanted, and the level of satisfaction was much higher. When the study was repeated in Hong Kong, where conformity is prized, participants were more likely to order the same item as the person before them. However, because they too had made choices based on the actions of their peers instead of their own desires, they were dissatisfied.

			At this point in the book, we’ve seen numerous ways our decision-making is irrational. We’ve also seen that these irrational behaviors can be predicted in a number of circumstances. Ariely concludes that our irrationality can benefit us, as long as we use it to improve our decision-making. Our irrational behaviors can also be harnessed for the good of society.

			Need to Know: Social pressure can result in less satisfaction in our choices. To make better decisions, it’s important to think about what will truly make us happy.

			Bonus Material

			Thoughts about the Subprime Mortgage Crisis and Its Consequences

			In 2008, a series of large companies saw their business collapse, beginning with Bear Stearns being bought by JPMorgan Chase, followed by the federal government taking over Fannie Mae and Freddie Mac, and leading to Bank of America’s acquisition of Merrill Lynch and the near-simultaneous bankruptcy of Lehman Brothers. In all, by the autumn of that year, the US economy had been plunged into the gravest financial disaster since the Great Depression, and many banks and other finance companies did not survive. While Americans tended to blame bankers for this crisis, Ariely argues that the true problem was one of misunderstanding. Discussing the origin of the situation—subprime mortgages—he says that the banks assumed that borrowers would act rationally in deciding how much of a mortgage they could afford to take on, while borrowers operated under the belief that the banks would be rational in telling them how much they were allowed to borrow. Neither side took into account that people make irrational decisions.

			One hopeful aspect of the mortgage crisis, Ariely feels, is that it opened the eyes of the finance world (and the government) to the fact that behavioral economics should be taken seriously as a field of study. Whereas before the downturn, economists tended to think Ariely and his cohorts were wrong—that people faced with important decisions about money would automatically think more clearly and make rational choices—they were now confronted with clear evidence that it was not the case. Ariely is hopeful that issues such as the planning fallacy, the erosion of trust, and the learned helplessness of the average American can be better addressed if those in power are willing to incorporate the lessons of behavioral economics into their policies going forward.

		

	
		
			Direct Quotes and Analysis

			“My further observation is that we are not only irrational, but predictably irrational—that our irrationality happens the same way, again and again.”

			Dan Ariely’s research has not only demonstrated that people act irrationally in economic situations, but that we can predict how and when we act irrationally, and use that knowledge to make better decisions. This has enormous implications for health care, global warming, corporate malfeasance, the law, and numerous consequential areas. When we can predict and mitigate the effects of our irrationality, we can harness our knee-jerk behaviors for public good.

			“Could it be that the lives we have so carefully crafted are largely just a product of arbitrary coherence? Could it be that we made arbitrary decisions at some point in the past … and have built our lives on them ever since …?”

			Our initial conception of the value of a product, company, or cultural object is so powerful—as Ariely demonstrates in his chapter on arbitrary coherence—that it goes on to influence later decisions, and controls what we believe we enjoy. This means that instead of choosing the events and actions in our lives freely, we operate under completely arbitrary rules that govern our tastes and activities.

			“If we spend 45 minutes in a line waiting for our turn to get a free! taste of ice cream, or if we spend half an hour filling out a long form for a tiny rebate, there is something else that we are not doing with our time.”

			“Free” items, which we assume come at no cost, actually end up costing us time or money in another way, as when we waste hours in line when we could be earning money, or purchase an item we don’t need in order to get free shipping, or because it comes with a free extra. Ariely hypothesizes that we are addicted to “free” items because we are afraid of loss—and “free” items contain no chance of loss.

			“Money, as it turns out, is very often the most expensive way to motivate people. Social norms are not only cheaper, but often more effective as well.”

			Social norms, the unspoken rules we follow to maintain relationships, are far more beneficial to everyone than market norms, which make us feel we can pay for the privilege of behaving inconsiderately. Once we’ve introduced market norms into a formerly social contract, it can be almost impossible to return to a social relationship. Employers can harness loyalty by using benefits and other nonfinancial incentives for their employees, which, paradoxically, make employees feel far more valued, and boost productivity.

			“If a company can be charged for spewing poisons into the environment, it might well decide, after a cost-benefit analysis, that it can go ahead and pollute more.” [p. 115]

			Just as companies can use social norms for good, introducing market norms can cause them to do the opposite. Cap and Trade programs, in which companies have to pay allowances for their carbon emissions, allow corporations to see pollution as a financial item instead of a social good, and may just pay to pollute rather than look for ways to be environmentally friendly.

			“America’s top killer isn’t cancer or heart disease, nor is it smoking or obesity. It’s our inability to make smart choices and overcome our own self-destructive behaviors.”

			Giving ourselves complete freedom often keeps us from acting. This powerful idea, introduced by Ariely’s colleague Ralph Keeney, shows the high price of our tendency to make decisions that prioritize immediate gratification over long-term goals like losing weight and staying healthy. In this chapter on procrastination and self-control, Ariely reveals why we often put off medical testing or treatments that could ultimately save our lives. However, we can use techniques like rewarding ourselves, or setting limits, that can help us get over the momentary hump and achieve our goals.

			“In the absence of expertise or perfect information, we look for social cues to help us figure out how much we are, or should be, impressed, and our expectations take care of the rest.”

			Our expectations of any situation have the power to influence our enjoyment of that experience, from drinking a Coke to enjoying our work to figuring out if something is funny. For example, when a world-class violinist posed as a street performer in a busy Washington, DC, metro station, only a handful of passersby stopped to listen. When we understand that our judgment is often poor because we rely on external clues, we can question our initial assessments.

			“Why are some crimes, particularly white-collar crimes, judged less severely than others … especially since their perpetrators can inflict more financial damage between their ten o’clock latte and lunch than a standard-issue burglar might in a lifetime?”

			Just as a typical office worker wouldn’t steal cash from her company but would feel no qualms about taking home a pencil, Ariely explains that white-collar criminals—like the executives at Enron who wouldn’t mug someone on the street but stole millions in retirement and pension funds—are taken less seriously because their crimes are one level removed from actual money changing hands. In fact, the more distanced cheating or stealing is from a concrete dollar, the more people will take advantage when they can, and the less guilty they will feel.

			“The potential for free lunches from the perspective of behavioral economics lies in new methods, mechanisms, and other interventions that would help people achieve more of what they truly want.”

			While traditional economics posits the idea that “there’s no such thing as a free lunch”—because rational actors in the market would close such a loophole that isn’t profitable—Ariely argues that by understanding why we act irrationally and determining ways to counter such behavior, we can actually find or create opportunities that will help us overcome our shortcomings.

		

	
		
			Trivia

			
					1.	Dan Ariely has helped create a number of smartphone apps that aim to improve users’ decision making based on behavior economics principles. Conscience+, for example, presents both sides of a decision—the morally upstanding choice and the more morally questionable option.

					2.	Ariely’s lab at Duke, the Center for Advanced Hindsight, has partnered with the MetLife Foundation to create the Common Cents Lab, a research center to design and test solutions to enhance financial well-being for low- to moderate-income people in the United States.

					3.	Ariely launched Lemonade, a start-up insurance company that improves upon the standard insurance model using behavioral economics.

					4.	Ariely and Daniel Kahneman (one of the pioneers in the field of behavioral economics and the subject of Michael Lewis’s bestselling book The Undoing Project) have often spoken together on topics such as how principles of behavioral economics apply to achieving peace in the Israeli-Palestine conflict.

					5.	Ariely hosts a podcast called Arming the Donkeys, in which he interviews other social scientists and researchers.

					6.	For his research on the placebo effect, Ariely and his coauthors were awarded an Ig Nobel Prize in medicine. A parody of the Nobel Prize, the Ig Nobels celebrate unusual discoveries that are both entertaining and thought-provoking.

					7.	A Kickstarter campaign to fund a documentary on Ariely’s research (Dis)Honesty: The Truth About Lies, has raised more than $137,000 from nearly 2,500 supporters. Another of his projects, a card game designed to help improve decision making, raised more than $315,000 and is now available for sale on Indiegogo.

					8.	Ariely has admitted to being a victim of numerous irrational behaviors himself, including the placebo effect. For years, he took Airborne on flights and, though he suspected it didn’t work, felt that it prevented him from getting sick. But when news came out that the company was being sued for false claims, it stopped having the same effect on him.

					9.	Ariely has given a number of TED Talks that have collectively been viewed more than 10 million times.

			

		

	
		
			What’s That Word?

			Anchor price: An arbitrary initial price that nonetheless shapes how much we are willing to pay for a product, even how much we are willing to pay for related products.

			Arbitrary coherence: The idea that initial prices as set by retailers or manufacturers may be arbitrary, but once they are established in our minds, they will shape not only present prices but future prices (this makes them coherent).

			Behavioral economics: The study of the psychological, emotional, and social factors that affect financial decision-making among individuals and institutions. Also called judgment and decision making (JDM).

			Conditioning: A behavioral process in which a response becomes more predictable based on an anticipated reward or punishment to that response.

			Cost-benefit analysis: A decision-making approach that considers the advantages and disadvantages of a certain decision to see if the benefits gained will be worth the cost paid.

			Free market/free trade: The basic idea that if one party has something that another values more than he does, trading the item will benefit both parties. This is based on the assumption that all players in the market know the value of what they have and the value of the things they are considering getting from the trade.

			Herding: Behavior in which we assume that something is good or bad on the basis of other people’s previous behavior and our own actions follow suit.

			Imprinting: To fix an idea firmly in one’s mind based on an initial concept or idea. For example, goslings become attached to the first moving object they encounter upon hatching (usually their mother); and people tend to attach to an anchor price for an object based on the first price they see for it.

			Market norms: Different from social norms, these are the rules that dictate economic exchanges, like the idea that a product or service should be paid for based on its absolute value.

			Placebo: A substance that does not contain medicine but which patients feel relieves their symptoms.

			Priming: The nonconscious activation of associations in memory by triggering words or objects.

			Relative Advantage: The degree to which we prefer an item or option based on its comparison to a similar item or option.

			Social norms: Behaviors considered appropriate for maintaining relationships within groups, such as loyalty and reciprocity, that affect decision making differently from market norms.

			Standard economic theory: The theory that assumes all participants in a market act perfectly rationally based on perfect information to make decisions that maximize utility. Behavioral economics challenges these assumptions by highlighting our irrationality.

			Tragedy of the commons: The phenomenon in which individual demand for a shared resource overwhelms the supply of that resource; greedy participants can consume more than their fair share, leading to an overall negative effect on everyone else who uses the resource.

			Zero pricing effect: A behavioral economics theory that suggests the standard cost-benefit analysis model does not apply to free goods, as consumers consider free goods to have a higher intrinsic value and a lower potential cost.

		

	
		
			Critical Response

			
					• A New York Times bestseller

					• A Publishers Weekly bestseller

					• A USA Today bestseller

					• A Wall Street Journal bestseller

					• A New York Times Book Review Notable Book of the Year

			

			“Predictably Irrational is a far more revolutionary book than its unthreatening manner lets on. It’s a concise summary of why today’s social science increasingly treats the markets-know-best model as a fairy tale.” —The New York Times

			“This is a wonderful, eye-opening book. Deep, readable, and providing refreshing evidence that there are domains and situations in which material incentives work in unexpected ways. We humans are humans, with qualities that can be destroyed by the introduction of economic gains. A must-read.” —Nassim Nicholas Taleb, New York Times bestselling author of The Black Swan: The Impact of the Highly Improbable

			“Dan Ariely is one of the most creative behavioral economists in the world today, one of the hotshots in currently the hottest academic field.… The book is full of fascinating examples of how we make irrational decisions and how our choices do not conform to the predictions of the standard economic theory. More importantly, the book gives us a glimpse into how ingeniously Ariely demonstrates these empirical patterns (or anomalies from the perspective of standard economics) in his very creative experiments.” —Psychology Today

			“A fascinating romp through the science of decision-making that unmasks the ways that emotions, social norms, expectations and context lead us astray.” —Time

			“Ariely argues that greater understanding of previously ignored or misunderstood forces (emotions, relativity and social norms) that influence our economic behavior brings a variety of opportunities for reexamining individual motivation and consumer choice, as well as economic and educational policy. Ariely’s intelligent, exuberant style and thought-provoking arguments make for a fascinating, eye-opening read.” —Publishers Weekly

		

	
		
			About Dan Ariely

			Born in New York City in 1967 and raised in Israel, Dan Ariely is an author, professor, speaker, and expert in behavioral economics. His research has focused on how human behavior deviates from rational economic theory, and was prompted by his study of human behavior during a long and grueling recovery from an accident as a teenager. For ten years, he taught at the Massachusetts Institute of Technology Sloan School of Management, during which he was named the Alfred P. Sloan Professor of Behavioral Economics. Since 2008, Ariely has worked as the James B. Duke Professor of Psychology and Behavioral Economics at Duke University. He also founded Duke’s Center for Advanced Hindsight, a behavioral economics laboratory that works with organizations looking to improve health and financial well-being outcomes based on their research insights. He is the author of four books—Predictably Irrational (2008), The Upside of Irrationality (2010), The (Honest) Truth About Dishonesty (2012), and Irrationally Yours (2015)—as well as dozens of academic papers. Ariely’s TED Talks on morality and decision-making have collectively been viewed more than 10 million times. He lives in Durham, North Carolina, with his wife and two children.

		

	
		
			For Your Information

			Online

			“5 Weird Things We Learned from Dan Ariely in 2016.” From the Grapevine. 

			“The Choice Explosion.” The New York Times. 

			“A Conversation With Dan Ariely About What Shapes our Motivations.” Longreads.

			“Dan Ariely Interview.” SuperScholar. 

			“Irrational Game Aims to Steer Consumers Toward Rational Choices.” The New York Times.

			“What It Feels Like to Know What We’re All Thinking.” Haaretz.

			Books

			Invisible Influence: The Hidden Forces that Shape Behavior by Jonah Berger

			Misbehaving: The Making of Behavioral Economics by Richard H. Thaler

			Nudge: Improving Decisions About Health, Wealth, and Happiness by Richard H. Thaler and

			Cass R. Sunstein

			The Power of Habit: Why We Do What We Do in Life and Business by Charles Duhigg

			Thinking, Fast and Slow by Daniel Kahneman

			The Undoing Project: A Friendship that Changed Our Minds by Michael Lewis

			Other Books by Dan Ariely

			The (Honest) Truth About Dishonesty: How We Lie to Everyone—Especially Ourselves

			Irrationally Yours: On Missing Socks, Pickup Lines, and Other Existential Puzzles

			Payoff: The Hidden Logic that Shapes Our Motivations

			The Upside of Irrationality: The Unexpected Benefits of Defying Logic at Work and at Home
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