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1. Abstract
With the help of literary research and experimentation, this paper concentrates itself on the difference between ‘Economic rationality’ and ‘Psychological Rationality’. Economics perceives rationality to be formed by models of cost-benefit behavior. If the benefits exceed the costs, the choice by a particular agent, is rational. Where traditional Economics interprets this to always be the case, Psychological theories also observe behavior to be irrational. This thesis will therefore look at Economic theories on, ‘bounded rationality and ‘herd behavior’, whilst also looking at Psychological theories on: ‘Conformity’, ‘Authority’, ‘Scarcity’, ‘Compliance’ and ‘Reciprocity’. The last will be tested in practice by a small experiment, from which the results are compared to a similar experiment done within the United States. This paper concludes with a discussion on the differences and trends with respect to rationality. The conclusion is comprises of the view,  that individuals differ in what they perceive to be rational and most importantly, view their own behavior to be rational. Individuals, on the other hand, are able to see that the behavior of others is irrational. Thus, on the individual level, behavior is rational, whilst when we look at groups, behavior can be interpreted to be irrational. 
2. Introduction

Economics and Psychology are both concerned with the rationality of certain players in the economic markets. The economical views on rationality comprise only the assumption that the choices made by agents are made out of a rational perspective. The Psychological views are concerned with both the views that agents can be rational, but also that choices can be made out of an abnormal / non-rational viewpoint. 
This thesis will investigate what the effects of such confirmations have been in the past decade. How the uncertainty of the financial crisis has made agents more dependent on other agents and thus led to more conformations. Rationality will be compared to various topics within social psychology which may or may not depict opposing viewpoints. To see how these theories develop in practice, this thesis will involve a small experiment. Furthermore, each section will end with a short conclusion about the rationality of that particular part of the thesis. Finally, with the use of practical examples, this thesis will lead to a final discussion which will comprise all the conclusions from the various parts leading to one general conclusion. With this conclusion this thesis will try to depict if we indeed make all our choices out of a rational perspective and how the influence of Social Psychology has played an ever increasing influence on this. 
3. Rationality and Irrationality
As Simon (1989) states in his article on rationality and irrationality, ‘all people have reasons for what they do. They have motivations, and they use reason (well or badly) to respond to these motivations and reach their goals.’ This is what rationality is all about, however, Simon also states that Economics has treated human behavior as rational whilst Psychology is concerned with both normal as well as the abnormal aspects of human behavior. According to Simon, neo-classical economics views agents as being fully rational and  pursuing objectives in order to maximize their utility in a constant way. However, Simon says that agents are not always rational and do not have constant utility functions. In this prospect, we as agents can be seen as ‘satisficers’ and not ‘maximizers’ (Frank, 2006). It would simply be too costly to optimize all the choices we make. We therefore satisfy our choices by using experience and heuristics (see section 4.1.) to guide us into the best possible choice. However, the question remains if this can be seen as rational. If we view the extreme example where an agent voluntarily chooses to cut off his own arm, in order to fulfill his particular wishes. We could argue from an economic viewpoint that this choice would be rational, as the agent has made a cost / benefit analysis, where the benefits of performing the deed outlay the costs. But within Psychology, this particular agent may not be treated as a rational individual, once the amputation has been performed. It is therefore interesting to look at the various perspectives on rationality within the two subject domains and with respect to other factors. This shall be done in the next section of this thesis.
4. Weapons of Influence
This section shall consist of the more psychological side of this thesis. Below follow five main theories which try to explain the fact that the decisions we as humans make are not always rational. 

4.1. Betting the shortcut Odds
As human beings, it is in our nature to rely on heuristics to get through the day. It would be impossible to conduct all the research necessary to make a full rational decision about something. Full rational decisions would demand too much time and effort, which simply isn’t available in the time we have. It is therefore not strange that people take shortcuts, relying on sole pieces of information in order to make a particular decision. In the book by Robert Cialdini (2009), an example is given of a Jewelry Store. The store manager finds it difficult to sell a particular batch of jewelry, even for a price lower than the one that she bought the batch for. When she leaves for a business trip, she leaves a note for her assistant showing that the Jewels can be sold for 1/2x the price. The assistant however misinterprets the sign as saying that the Jewels can be sold for twice the price. When the store owner returns, all the Jewels are sold. This example portrays how consumers with information asymmetry are easily tricked into relying on a particular heuristic. In this case the consumers rely on the price to tell them if the product is of good quality or not. The heuristics, which are also called ‘Judgment Heuristics’ (Kahneman, Slovic & Tversky, 1982), are around us in almost every decision we make. Just like when we choose between a busy and an empty restaurant. The busy restaurant will have the heuristic: busy equals good, which means we are more likely to go for that restaurant. Cialdini (2009) calls our dependence on heuristics ‘automatic responding’ and the making of decisions with full information ‘controlled responding’. Where the second response type is much less common then the first, when we make choices which do not matter as much to us. Such as buying bread in a supermarket. If the choice, however, has a bigger impact on our daily life, we tend to focus more on the details and we are more prone to do research before we make our decision. In this case ‘Controlled Responding’ is much more common. This would be the case when we, for example, want to buy a new computer. The rationality of this will be discussed in the discussion part of this thesis.
4.1.1. Bounded Rationality
As described above, we as consumers, often rely on simple heuristics to guide us in the right direction. In other words, we ‘bet the shortcut odds’ when making particular decisions. The mere uncertainty that drives us to do this appears in many situations, both inside and outside of the market place. The question is, if indeed ‘betting the shortcut odds’, is irrational. Economists namely see the phenomenon, described above, as being part of ‘Bounded Rationality’.  David Dequech (2001) describes Bounded Rationality as ‘the type of rationality that people resort to when the environment in which they operate is too complex relative to their limited mental abilities’. In other words, bounded rationality says that the rationality of an individual is limited to: the information an individual has, the cognitive capacity of an individual and the time which an individual has to make particular decisions. Dequech further describes the views of Simon (1957), whom states that there are various stages which finally leads to an optimizing strategy rather than a satisfying strategy for finding solutions. He states that and individual is confronted with many different objectives which may conflict with one and another. As the individual is limited in cognitive capacity, it will be impossible to find a suitable amount of alternatives in order to pursue all of these objectives. Hence leading to a ‘bounded’ strategy. Kahneman (2003), goes on to make a distinction between intuition and reasoning. Where the first comes to mind spontaneously and is a parallel process, whilst reasoning is more a slow process which is fully cognitively handled. 

The limitations brought up by bounded rationality are tackled in Economics by means of principles and basic heuristics. For example, a lawyer pulling up in an expensive car relative to a lawyer in an old dusty one,  is seen to be wealthier. Similarly, we distribute more weight to a regular store then to a sidewalk vendor, in terms of quality. These examples all fall under the ‘costly to fake principle’ (Frank, 2006). This principle basically states that, being a legitimate and trustworthy player, costs money. Taking this into account, it is quite logical that we as consumers therefore believe a certain agent whom has taken these particular measures to gain our trust. Below follow three examples of basic heuristics which influence the choices we make in everyday activities.
Firstly we are influenced by: Titles. To really earn a substantial title, one may have to produce many years of hard work. However, the mere mentioning of a title within the media, could instantly increase the respectability of that person. This regardless of the fact that the title could be made up. Of course a fully rational individual would acquire all the relevant information first, before believing what is said by the person in question. But in most cases we as human beings follow the heuristic of just believing a person with a title in that particular research area. 

The second symbol is clothing. If we were to judge people who would take place in the first class of a train. We would find it more logical that a suited individual would go to the first class then an individual in jeans. This trait could also be of great influence in the market. Clothing is of essential influence in the way we judge a particular store. If we were to be looking for luxury items, a suited salesman would have a larger positive influence. Within a bar, however, we may even feel uncomfortable if the barmen were to be dressed in suits.

Thirdly, the belongings of a particular individual are of essential importance in the way we judge and believe someone. An individual with a Rolls Royce would be more likely to be judged as having a bank or being active in the criminal world. Whereas a dirty looking van may be judged as belonging to another group in society. We thus make quick interpretations on the basis of ownership. However, the person coming out of the expensive car could be a hitchhiker who was offered a ride by the real owner. This piece of information would, nonetheless, not come up when that individual, for example, promises us to pay back borrowed money. 

As stated earlier, all these types of heuristics can be explained to be rational from an economic viewpoint. A theory which has gained high amounts of respect in this field, is the theory about the ‘Lemons Principle’(Akerlof, 1970). In this principle Akerlof clearly explains that we have good reason to rely on heuristics when making a particular choice. Akerlof’s theory uses the car market to illustrate this fact and explains in his theory that used cars can be divided into two groups. These two groups are ‘lemons’ and ‘good ones’, where the first group is comprised out of cars which are of bad quality while the second groups contains good quality cars. Both groups look alike and only the owners know if their car is good or bad. The owners of ‘lemons’ are most likely the ones who will initiate putting their cars on the used car market, as they want to get rid of their bad car. The owners of good cars however, will wait longer before making this decision. As buyers notice this pattern, the price of used cars will fall drastically, which will influence the owners of good cars to postpone the sale of their car. This in turn may lead to the situation where all used cars are ‘lemons’ and may justify the heuristic that used cars (even if they are one day old) are worth much less then new cars. This in contrast may also lead to losses in sales of good used cars, but in general we can use this principle to explain the price differences within this market. It is also possible to generalize this principle to other heuristics and deduct that, once a pattern has been noticed by the involved agents, the heuristic may be rationally implied.
4.2. Conformity

Conformity is the name given to the adaption of one’s ideas and feelings to those of the group. With conformity an individual changes his ideas as to suit those of what the group thinks and feels. Individuals do this for various reasons, as shall be discussed in this section. Once conformity has taken place, the individual holds on to the particular mindset for an indefinite amount of time.

4.2.1. Experiment Solomon Asch

In the experiment designed by Solomon Asch (1951), conformity was measured by observing a particular individual in a set group. The group contained 8 individuals, from which 7 were actors whom Asch had chosen. Thus only one individual was really observed. This individual was led to believe that the other 7 people in the group were also being observed, just like him. 

Asch (1951) describes how the individual was ‘placed in a relation of radical conflict with all the other members of the group. Within the experiment, the group was instructed to judge / compare one particular line to three other (unequal) lines in terms of length. After judging the lines, each individual was asked, in turn, to publicly announce which line was longer / shorter and which were possible the same. 
4.2.1.1. Results of the experiment and adaptations
Asch found various results to his original experiment and the modifications he made to the experiment afterwards. His first result was based on the distinction between motivation that an individual could have, like, money for example. A highly motivated individual was more likely to conform if the task presented was difficult (lines were very similar). If the task was easy, less conformation would be the result. A lowly motivated individual had no different result on either a difficult or an easy task. The level of conformity was not clearly found to be high or low in this situation. Asch also found gender to be of influence. Women were more likely to conform then men. Furthermore, Asch found differences between the western and eastern cultures. He saw that within western cultures, there is a more individualistic tendency then within eastern cultures. The experiment highlighted this fact by depicting the tendency of ‘western’ individuals to stick to their own viewpoint, therefore reducing the amount of conformity. However, this trend was not significantly noticed within the eastern cultures (Brehm, Kassin & Fein, (2002). 
4.2.2. Social Impact 

Social impact greatly influences how an individual acts and thinks. Performing a group task, such as rowing, may cause an individual to exert less effort then when an individual has to do this task alone. This occurrence is called ‘social loafing’ (Hogg & Vaughan, 2002). The effect of social loafing can come up especially in cases where the individual is not the best performer within the group. In contrast, a well learned speech, for example, may be excelled with the presence of a group of people. In this case the effect is named: ‘social facilitation’ (Hogg & Vaughan, 2002). Furthermore, an individual can be influenced by the mere idea that one is evaluated. This may again cause either an increase or a decrease in the effort and results of a particular action. As can be seen with the experiment of Asch, discussed in section 4.2.1., individuals are always under influence by their peers. Having looked at various theoretical perspectives, this section will continue with more concrete examples of this social influence.
4.2.3. Introspection Illusion
Introspective illusion is the illusion that individuals have about their own mental states. Individuals believe to know the core element of their own thought, but treat the introspective illusions of others as unreliable. The ideas about others are also directly, but unconsciously, channeled from their behavior. This could lead to introspective superiority where the individual believes to have less conformity or any other form of group behavior, then his direct colleagues. This is also the reason why we are more prone to see others as being irrational then ourselves (Ariely, 2008). Thus, we can deduce that, due to our ‘introspective superiority’, we would see someone who has voluntarily cut off his own arm (Section 2), as irrational. Whilst if we, ourselves were to performed this deed, we would understand our own choice and view ourselves as being rational. This has important implications for the differences between Economic and Psychological views on irrationality. Where Economics may analyze from the perspective of the agent, whilst Psychology from the perspective of the one observing the agent. This difference will be further discussed in section 6. 
4.2.4. Herd Behavior and investment

If we look at the financial market, we can take two different perspectives. One world,  which incorporates the idea that managers care about maximizing profits and want to invest time and money into making this happen. This world is characterized by the model: (XH+XL) > 0 (Scharfstein & Stein, 1990). Here we can see that even if the financial situation is ‘high’ or ‘low’, the outcome is the most important. The result must be more than 0. It therefore does not matter if agent one or agent two receives a ‘good’ or ‘bad’ signal as agent two’s decision will solely be based on the outcome and not on the choice of his predecessor. In the second world however, it can be seen that managers do not care as much about profits as about reputation. Here managers avoid the chance of being the odd – one out and rather choose for certainty than follow their instincts. This last world is the most prone to herd behavior as agent two will follow agent one, regardless of the state of his or her decision. The sign is therefore not important, even if the result will mean that a loss is made and the decision was inefficient. This second world will be discussed to a greater extent below. 

4.2.5. Reputational concerns
When there are two agents in a market, the second agent will tend to look at the first agent. Mimicking the first agent will suggest that both agents have received identical signals. This would strengthen the reputation of the second agent and may cause the second agent to ignore any negative information she may have in order to make the choice that the first agent made. This causes herding to occur (Swank & Visser, 2003). If, however, the second agent does not care about her reputation, she may be more tended to follow her instincts. This would mean that the first agent will not have to worry about the second agent mimicking his behavior. 

Another reason for agents to mimic each other’s choices, arises from the ‘sharing the blame effect’ (Scharfstein & Stein, 1990). If the decision does happen to be wrong, the agents will not have to face the consequences solely. They will be able to defend themselves and strengthen their position by allowing the market to see that they were not the only ones who opted for that particular decision. Therefore the blame will be spread over all the agents and solely felt in a much less extent. 

Having looked at the reputational concerns before an investment, it may also be noteworthy to look at the situation after and investment. Here the market can update its believes on a particular decision maker. According to Scharfstein and Stein (1990), this can be done on the basis of  two pieces of evidence, namely: if the manager made a profitable investment and if the manager’s behavior is comparable tot that of the other managers. As all managers could get unlucky, the greater weight is placed on the second piece of evidence. If this piece of evidence shows that the manger acted in the same fashion as the other managers, his evaluation will be more favorable then if he did not. 

4.2.6. Informational Cascades
So far, the emphasis has been laid on decision models including two agents. However, herding behavior can really be seen at work if we include more agents. This gives rise to the phenomenon called an ‘informational cascade’ (Bikhchandani et al., 1998). An informational cascade usually arises when three or more agents are included in the decision making process. The third agent will base his decision on the decisions made by agent one and two. If these two agents made a positive decision (even if one of the decisions was made on the basis of a coin flip), the third agent is more likely to also make a positive decision, hence starting an ‘Up’ cascade. If the decisions would have amounted to a negative decision, a ‘Down’ cascade would be started. The more agents that make a particular decision, the stronger the cascade becomes. For example, if one person tells you in a bar that he’s made a particular investment, you may not be prone to follow his lead. If eight people have however made this decision, you will be much more prone to do the same. This is regardless of the fact that these eight people may also just be following that one initiator. Bikhchandani et al. (1998) differentiate between ‘fashion leaders’ (initiators in a decision making process) and followers. According to the paper, smaller firms are more likely to follow big firms in a particular market. The big firms can therefore be seen as the fashion leader, whilst the small firms are the followers. Larger firms are also less likely to follow other large firms, they ‘tend to invest when their rivals do not’ (Bikhchandani et al., 1998). 

Bikhchandani et al. (1998) also emphasize the relevance of the order in which positive and negative signals are received by the agent. If the fourth agent receives the pattern of ‘HHLL’, where ‘H’ is a positive signal and ‘L’ is a negative signal, then a ‘Down’ cascade will be started. An ‘Up’ cascade will start when the agent receives the signals in the order of ‘LLHH’, as the last two signals are positive. If the agent, however, receives the pattern of ‘LHHL’, then the likelihood of either a positive or a negative decision equals 0.5. The cascade will then be decided by the fifth agent, as this agent will have either two positive signals or two negative signals to base his investment on. As can be seen from this example, Bikhchandani et al. (1998), highlight that cascades or any herding behavior may easily start when decisions are placed in particular broad categories. In this case, either an action is adopted or rejected and there is no way in between. This makes it easier for other individuals to conform and not choose a different path to their predecessors. This crude filter becomes cruder as the process goes on as less and less information will be available of the original decision, which started the cascade, as time goes by. 

4.2.7. Factors influencing Herding behavior
Various factors influence our tendency to conform to the choices of others. Stakeholders can prevent and manipulate this in order to reach their targets. If one has the power to do this, one has the power to influence many decisions by particular agents. Below follow a few factors which can influence the way we conform.

The first factor is the amount of effort a particular agent has made in order to make a decision. If agent two has exerted significant effort to obtain the information, for example, then the negative signal will have a much greater meaning to the agent. This is because the agent could instead have mimicked the first agent and saved a great deal of time and money doing so. Thus more input from the agent allows the tendency of herding behavior, to decrease (Swank & Visser, 2003). 

Organizations can also influence the amount of herding behavior. The organization knows that the smarter the first agent is, the more likely the second agent is to herd (Swank & Visser, 2003). This is because mimicking a smart agent will allow the second agent to gain a larger amount of reputational benefits. Thus, if the organization knows this, it may try to replace the first ‘smart’ agent by a ‘dumb’ agent. This ‘dumb’ agent will force the other agents to actually participate in the decision making process as they can no longer rely on the first agents decision. By doing this, the organization may increase the project pay-off and prevent particular agents to be the sole decision makers (Swank & Visser, 2003).

Interestingly, herding may become a more or less important factor as a managers career progresses (Scharfstein & Stein, 1990). On the one hand the manager may become more certain of him or herself due to the experience that has been accumulated. Therefore resulting in less herd behavior. On the other hand, however, the manager may also earn more at a later stage in his career and therefore have more incentive to herd as to preserve those earnings. A manager may be more reluctant to mimic another manager in a very competitive market (Scharfstein & Stein, 1990). The reason for this is that in such a market a manager will want to differentiate from his competitors and therefore be innovative. This will not happen if the manager is prone to herd others. Creativity will only arise if the manager chooses to buy and sell different kinds of assets then the ones sold and bought by its direct competitors.  Furthermore, the manager may have an incentive to become a top-ranked manager, which in turn will also require an extent of uniqueness. 

Herd behavior can also be distorted by the arrival of better informed individuals or experts in the particular field. These will know relatively more about the background of the particular decision and will therefore need little time or energy to invest. This means that these individuals will look more at their own decision then at what has been done before them. The same will happen if new public information is released into the market, this could reverse the whole herding process.

It is also important to highlight the discussion which is touched on by Bikchandani et al. (1998) in his paper on informational cascades. In this paper we see that there is a discussion about communication relative to the continuation of cascades. On the one hand, improved communication such as the msn messenger and intranet within a company, allows people to discuss their decisions with one and another, reducing the tendency to fall into a cascade. With more communication, it is easier to gain information on a particular choice and therefore easier to develop your own opinion and formulate a private choice. However, increased communication may also reduce the incentives for people to do their own private research and therefore drive people to choose for the easy way out, like the choice of following the herd. 

4.2.8. Conformity and investment in practice
In the paper presented by Scharfstein and Stein (1990), the example is given of conformity within the financial markets. They take the ‘pre-October 1987 Bull Market’. Here the general view between financial managers was that the market would go down as price levels were too high. This, however, did not lead them to sell their stocks, as you would expect in such as situation, as the reputational concerns were too great. In the unlikely event of an increase in the market, the managers did not want to look like the odd-one out, missing out on the ride and if the market did go down, as expected, there would be ‘comfort in numbers’. The managers could then seek refuge with their partners in misfortune (Scharfstein & Stein, 1990).  If many influential decision makers will go against their private information in order to herd, the group behavior may cause an amplifying effect on the stock price. As more managers will see these decisions and will also choose to follow. 
4.2.9. Conclusions

This section thus clearly depicts that herding happens even with the most important and weighty decisions. Decisions which could influence the future of a particular company, are sometimes followed with little to no research, from competitors. This causes companies to intentionally implement measures, such as ‘dumb’ agents, just to prevent lag behavior. Is it rational to conform to a competitors choice even if you have private information which goes against the particular decision? It probably is, mostly due to the fact that the costs of gathering all the necessary information are too high. Only if you, as an agent, have the expertise or dominant information to reject the decision with certainty, would it be irrational to follow the other decisions. Furthermore, if you want to distinguish yourself as a company, herding will obviously also not always be the ideal option. But in general it can be concluded that from experience, knowledge and the basic principle of group behavior, herding is rational.
4.3.   Reciprocity
Reciprocation is the basics of ‘give’ and ‘take’ behavior. It is the expectancy to get something back for something that you have given. It can be seen as the automatic action or response that we have when we get or give something. Just like discussed in the beginning of this section. In the book of Robert Cialdini (2009), an example is give of how easily reciprocation is mediated. The example describes an experiment by two university professor’s (Kunz & Woolcott, 1976) who decided to send a batch of Christmas cards (during Christmas) to random people how he had never met before. Strangely, he received cards back from almost all the people he sent a card. Most of the respondents never even acquired the real identity of the professor. Thus, the sole fact of getting a card, can already induce the automatic response of sending a card back. It would be possible to say that getting a card, triggers the heuristic of having an obligation to do something in return. 

One could say, however, that reciprocity is an element of manner. A good and well brought up individual will always have the manner to thank someone for a present and to, for example, reciprocate a birthday invitation with a present. The discussion within this thesis is, however, if reciprocity is always rational and if not, to what extent it would be rational. To highlight this point, it is of relevance to look at the example of Ethiopia and Mexico described in the book of Cialdini (2009). This example describes how Ethiopia in 1985, despite their financial situation and level of poverty, gave 5000 dollar of support for earthquake victims, to Mexico, which at that time was in a much healthier position. This all because Mexico had given aid to Ethiopia in 1935 when it was invaded by Italy. Taking this example into account, one must wonder if it is rational for a country, which is not even able to feed its own inhabitants, to give away money to a less needy country.
4.3.1. Experiment on reciprocity

4.3.1.1. Introduction and Hypothesis
The experiment mentioned in the book by Cialdini (2009), which is stated above, is an interesting experiment in the perspective of rationality. Is it really not rational for people to reciprocate to a received Christmas card and are particular age groups more likely to reciprocate then other age groups? In order to shed more light on these questions, the experiment was reproduced as part of this thesis. The hypothesis in this thesis was, however, adapted to the circumstances that were set at the period when the thesis was written. Meaning that the thesis was conducted in the summer between a young and old cohort (see section 4.3.1.2. ) The hypothesis of this experiment was: 
H1: The cohort containing older people will be responsible for more and lengthier     replies to the received wish card, then the younger cohort.

4.3.1.2. Method 

The experiment done, was adapted to the topic of rationality and to the circumstances in which it had to be imposed. Firstly, the cards were sent at the beginning of the summer holidays, which in contrast to Christmas time, is not a time of feelings and emotions. This limitation was unavoidable as this thesis had to be written in the same time span. The cards therefore did not contain the text: “I wish you a merry Christmas” but “Ik wens u een hele fijne zomer toe.” This is Dutch for “I wish you a very pleasant summer”. The cards were sent to 25 people with ages above 65 and 25 people with ages below 30. This was done in order to compare the reciprocity of young people with that of elder people and to test the hypothesis stated in section 4.3.1.1.. 
The details of the two cohorts were collected in complete anonymity. This due to the fact that the recipitants were in no circumstance allowed to find out who had sent the cards. Therefore remaining strangers to the sender. The recipitants were also all addressed by their front name and the card ended with the full name of the sender (including address details). See the appendix (Section 8, Figure 1 & 2) for pictures of the sent cards.
Finally the cards were stamped and posted by mail to the various members of the cohorts around the country.

4.3.1.3. Results

The results to the experiment where somewhat disappointing. One cards was received back at my address. Apart from this, there was a small amount of reaction from a few elder card receivers. These comments were told to the third parties which had anonymously extracted the contact details of the experiment participants, to me.
The card that was received back questioned the identity of the sender. The two people how had received it had actively tried to search if they knew the person who had sent them the card and had found no links. They therefore question in the card where they know the sender from and ask for a reply. Within the card there is no mention of wishing the sender a happy summer in return. The card can be seen in the appendix of this thesis (Section 8, Figure 3).  
The vocal reactions of  the participants were not all to positive either. Mostly the participants were shocked at being personally addressed by a complete stranger. Participants were further somewhat insecure and wary about the message of the card. 

4.3.1.4. Conclusions
The results, even though limited, are still interesting in the context of rationality within The Netherlands. Where on the one side, the experiment by Kunz & Woolcott (1976) had a positive outcome with a majority of the participants reacting. With furthermore, hardly any of the participants questioning the identity of the sender within their reactions. The experiment done within this thesis received little reactions with the majority of the reactions based on the identity of the sender. Moreover, the participants within this experiment, were said to check the identity of the sender via internet in order to know what the meaning of the card was. These differences may relate to culture, in other words, maybe the Dutch inhabitants are much more conservative and more uncertain with respect to strangers. The causes of this could be cultural differences between the United States and The Netherlands, but also differences in time.  The experiment by Kunz & Woolcott (1976) was namely set up in Christmas time and 34 years before the experiment done in this thesis. The fact that the experiment was done in Christmas could already cause a difference as people are in a much different mindset within this special time of year. If we then focus on the fact that the experiment was done 34 years ago, it can be deducted that in those times people were more trusting and also did not have the means of internet to control the identity of the sender. Finally, this experiment was, unfortunately, not done to the extent as was the case within that of Kunz & Woolcott (1976). Only a limited amount of people received cards, meaning that the amount of response will also be limited in that respect.
Taking these differences into mind, it can be said that the results of this experiment are rational relative to the mindset of today.  Today, people only get personal mail from strangers via advertisements. It is therefore somewhat shocking if mail is received from a stranger with a personal message. This is simply due to the fact that we do not expect this and have no heuristics to relate to. Therefore these reactions fit in the rationality perspective. It is finally hard to accept or reject the hypothesis stated in section 4.3.1.1., as there were too little responses from the elder group to say that this is a legitimate result. It is a fact that the students made no attempt to react in anyway. 
4.3.2. Contrast Principle
Contrast comes in two forms, the form which we can actually see, such as illusions and the form which is harder to see and manipulate, such as cognitive influences. Firstly the focus will be laid on illusions. 

Illusions are a very interesting aspect of rational thinking. If we look at the illusion shown below, for example, we see two lines, which appear to be of different lengths. However, if we draw two red lines on either side of the image, both yellow lines will show to have the same length. This is interesting as we know, due to the red lines, that both yellow lines are the same, but still see two different sized yellow lines when we take the red ones away. 
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According to the rationality principles, we should adapt our views once we know something is wrong and follow a different pattern. However, we don’t do this. We will still observe these lines to be different even with new knowledge that contrasts this idea. This makes us wonder if we, as rational economic agents, don’t make many more mistakes, which may not be as easily observable as with this visual illusion (Ariely, 2008). 
These mistakes, are mostly made in the cognitive context. One which is much harder for us to verify and logically see as was the case with the illusion above.  According to Cialdini (2009), for example,  consumers are easily influenced when two items are presented with a different price or a different design. When, for example, you want to sell a suit and a jumper to a consumer, it is wiser to start with the more expensive of the two so that the cheaper item looks more attractive afterwards. The same result can be seen with children asking for their allowance from their parents. If the child wants to obtain one euro from his father, for example, he is better off to start with asking for five first. In this way the second question for one dollar will seem much less and more attractive for the parent. This idea is also called the ‘rejection-then-retreat principle (Cialdini, 2009). It is the question, however, to what extent this is rational. If we look at the previous example, the parent will most likely not be willing to give one euro if this is the opening bid. So how rational is it that due to mere contrast with a higher bid, the parent is suddenly happy to give one euro. Except for the extra bid nothing has namely changed in the situation between the parent and the child. The parent has no different benefits or costs with respect to giving that one euro, in either situation. Yet still the one euro is more likely to be given when another bid is placed then when no other bid is placed.
The same idea can be seen when looking at the dating market. Ariely (2008) took experiments where he showed a particular group of women two pictures of two men. In one picture he included the two men (say x and y) and a less attractive version of male ‘x’. In the other picture he did the same with male ‘y’. The results of the experiment showed that in the first picture the women preferred male ‘x’, whilst in the second they preferred male ‘y’. This is strange as both males did not change in appearance. If we look at the perspective of rationality in these examples, we can conclude that this behavior can indeed be seen as irrational. We deviate from the traditional economic view of seeing things in absolute terms and move more towards the view of seeing things in relative advantage. Where just including a particular decoy can already accommodate our whole scheme,  based on the cost benefit analysis previously made.
4.4. Authority


It has long been common knowledge that we as consumers are more prone to believe and buy from someone in a neat white coat with glasses, then from an untidy salesman. This due to stereotypes but also to authoritative power. The salesperson in the white coat is believed to have more expert power then the untidy salesman. French & Raven have developed six power roles which are likely to influence how we think and act towards particular people and products. These powers are: Reward power, Coercive power, Legitimate power, referent power, Expert power, and Informational power. The last power basis can be related to the experiment done by Stanley Milgram in 1974 (Smith & Mackie, 2000). 
4.4.1. Milgram experiment
This experiment was conducted in order to investigate why so many people followed Hitler during the second world war. Milgram designed the experiment in a way that a particular experimental subject had to give shocks to an actor who was seated behind a glass window. The experimental subject awarded the shocks on the basis of the information given by the experiment leader. To the experimental subject, the actor was not part of the experiment. Milgram found that even though various screams and pleas for help, the experimental subject awarded the doses of 450 volts in 65% of the times. These doses would be enough to kill the actor, would he actually have received the amount of volts. The reason for the experimental subject to continue to this amount was solely due to the experiment leader who consistently assured that it was alright to continue. Interesting addition was that when the actor claimed to have a heart condition, the percentage who gave 450 volts, only increased instead of decreasing
The results of the Milgram experiment have had an impact on many research fields within various subjects. Milgram portrayed to the world how any person can be controlled and manipulated into doing what the higher power wants. If we relate this to the area of rationality, it can be seen that we as humans have two separate mental sets (Frank, 2006, Page 261). One which can realize that, if we take the example of Milgram’s experiment, we are actually murdering someone by giving the high doses of shocks. The other mental set, however, can clear this part of our conscience and act solely on the basis of particular heuristics. In the case of the Milgram experiment, the heuristic is the white-coated experiment leader. From which our experience and knowledge tells us that this particular person has informational power and responsibilities, which makes our compliance legitimate. 
4.5. Scarcity

The less of something we think there is, the more we seem to want to have it. This idea may even play a role with products that we don’t even want. As the example given by Cialdini (2009) depicts. This example describes how a single advertisement, saying that next week will be the only time to see parts of a church which normally cannot be seen by the ‘outsider’,  will drive many individuals to book a tour of that church for next week. Even though most of these individuals may not at all be interested in that church or churches in general. 
4.5.1. Psychological Reactance
According to Cialdini (2009), the reason that we as individuals are more driven to buy particular products when they are scarce, is that we do not like to lose our freedom. When something does become scarce, we react against the interference by wanting the product even more than we did before. It is hard to conclude if this behavior is rational or not. It again comes down to the fact that we see things in relative terms. A scarce product will gain more weight in our cost benefit equation as it is less available and therefore more special. Things which are more special are furthermore seen as being more valuable and therefore the benefits could be seen as being higher than the costs. Deducing from this analogy, we could explain scarcity induced behavior to be rational. 
5. Compliance

Where conformity depicts the total change of mind of a particular individual, compliance shows how an individual only adapts his or her mindset in a shallow way. That is to say that an individual temporarily adapts to the group due to fear of divergence (Forsyth, 1990). This occurrence can be illustrated with the Cognitive dissonance theory (Festinger, 1957), which states that a reward which is too high for your given efforts, will only cause you to temporarily comply. A too low reward however, will cause you to conform. The idea behind this is that an individual, who feels that his effort is bought off, will be more hesitant to really accommodate his mindset to what he is supposed to think, as he is only temporarily acting. For example, holding a speech about animal testing when one is against the whole testing of animals. According to this theory, one would change his private opinion and thus conform only with a low reward.
5.1. Induced Compliance

The way that monetary benefits influence one to behave in a ‘counter-attitudinal way’ can also be called induced compliance. This was tested by Festinger and Carlsmith in 1959 (Hogg & Vaughan, 2002). Within this experiment, a group of students whom had volunteered had to perform two sets of boring tasks. Each of these tasks took twenty minutes and the students were led to believe that the tasks tribute to measuring ‘performance’. In reality, however, the tasks were designed to be boring and were not relevant for the experiment. When the two tasks are over, the experiment leader tells the students that they could be of real help if they would fill in for the missing confederate. In other words, the experiment leader asks the students to tell their friends and colleagues’ that the experiment they just did, is extremely fun. The experiment leader also asks the students if they would be willing to participate again in the near future. For these two requests, the leader offers the monetary incentives of 1 dollar and 20 dollars (a large amount in those days). 
A short period after this, the participants were asked to rate how much they enjoyed the task and if they were likely to help out again. When looking at the results from these ratings, we must take into mind that the participants had said and done things which were in contrast to their private feelings and ideas. Thus leading to a situation of cognitive dissonance, which has been discussed above. Taking this into mind, it can be seen that the participants whom had received 20 dollars, were able to explain their lie with the fact that they did it for the money. The participants whom had received one dollar, however, were faced with the fact that they had lied for the negligible amount of one dollar. This leads to a level of dissonance that cannot be reduced with a sufficient monetary amount. These participants are driven to reduce their arousal by convincing themselves that the experiment was, in fact, fun. The picture below, adapted from the book of Hogg & Vaughan (2002), shows this expected result:
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5.2. Economic Compliance Models

Within economics, there is a separation between short and long term compliance effects. In this section, it will be shown how the short term effects are similar for two particular economic models on compliance, whilst the long term effects are different. These models are: the dynamic learning model (DL) and the self perception theory (SP), both of which are compared in the paper of Swank (2010). The self perception theory (Bem, 1972) explains how extrinsic motivation can possible undermine intrinsic motivation. In other words, the motivation created by a monetary incentive may have greater influence on one’s behavior then the personal feelings that the individual has. On the short term, this could lead to a motivation to perform better, so as to achieve this incentive. On the long term however, a individual will start to doubt his actions. The uncertainty is explained by the theory with the assumption that one does not really know oneself. Therefore, we infer our actions from past behavior (Swank, 2010). When we analyze our past behavior, we either see that we performed an action without an incentive or with an incentive. If we do not remember an incentive, we know that we did the particular action out of intrinsic motivation. If, however, we do remember an incentive, we attribute our behavior solely to the incentive and therefore change our current scheme to adapt to our intrinsic motivation. Therefore becoming prone to resent from further performing the particular activity. It is this memory of past events that distinguished the differences between these two theories. Where the SP theory depicts the individual to only shallowly remember why he performed a particular action, the DL model (Grossman et al., 1977) actually states that the individual is totally aware of the whole aura that was part of his decision. Therefore one is less likely to refrain from doing a particular activity in the present. 
The conclusions show that the SP model and the DL model both see rewards as a short-run motivator, regardless of the amount rewarded. In the long-term, the SP model shows that a small incentive in the past, will prove to continue being a motivation in the present. Whilst a large incentive in the past, will be de-motivate an individual to do a particular task in the present. One side note to this is that there should be a sufficient amount of time between the past decision and the present action.
5.2.1. Monetary incentives in practice
The theory of compliance discusses the fact that money does not always act as a motivator. In fact, it can even be said that money, apart from being a motivator in some areas, also plays a role as a stressor. If a higher amount of money is attached to a particular task, it may function as an extra weight for the person performing the task. In his book named: ‘Predictably Irrational’, Dan Ariely describes experiments which show this phenomenon. He generalizes the Yerkes Dodson law (Ariely, 2008) to show that with a higher amount of incentive, the amount of performance shows an inverted ‘U’ relationship. That is to say that performance increases up to a certain level, relative to increasing monetary incentives, after which it gradually decreases again with more monetary incentives. Yerkes & Dodson (1998), showed this same relationship, but then with arousal. This relationship can be seen below:
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The graph above can also be explained by taking another example. Imagine that we as humans are given a shock every time we take a wrong turn when walking to a particular destination. We will, at a certain intensity of shocks, be more focused on the shocks then on the route we are taking. This means that a certain level of electricity we will not be able to think straight and our performance will be hindered. This extreme example is what Ariely (2008) means with high monetary incentives. He relates this principle to the bonus system which is under heavy discussion since the credit crisis. According to Ariely (2008), a higher bonus will only put more stress on the particular manager, and therefore may not proof to always be good for performance. In this perspective, high monetary incentives can be seen to be irrational. Ariely (2008) does disclose that this will only be the case with sectors which are evaluated on public performance. For mechanical tasks, such as jumping in the air, a higher incentive will not necessarily prove to be detrimental. 
Challenging this idea, we may say that, especially top managers, thrive on stress. That for them stress does play an enhancing role, when looking at performance. 
6. Final Discussion and Conclusion

The final discussion of this thesis will attempt to make a distinction between the various Economical and Psychological perspectives on rationality. Furthermore, the discussion will try to establish if the perspective taken by Economists, which is that all behavior can be verified with models, is a distinguished one.

The poet A.R. Ammons (1926-2001) once said, ‘Definition, rationality, and structure are ways of seeing, but they become prisons when they blank out other ways of seeing.’ This, in essence, is a problem which can be seen in this thesis. Economists portray the behavior of particular agents with particular choices. These agents see their behavior as being rational; otherwise they would not continuously behave in the same manner. This is also highlighted by the introspective illusion theory, described in this thesis (Section 4.2.3.) . So in fact we trust ourselves to be rational and we furthermore choose whether to attribute this characteristic to others. This leads us to be easily influenced by heuristics and by choices made by group members, where the latter is portrayed by the theories on herding behavior (Section 4.2.4.). Of course economists realize that we cannot be one hundred percent rational, this they label with the term bounded rationality (Section 4.1.1.). But bounded rationality has the continued vision that we still act rationally with the information that we do have. The difference is thus in the perspectives that we take on rationality. The theory on compliance, for example, has the short and long term effect. The individual manipulates his reasoning during the time that he performed the particular action, to fit his scheme of rationality afterwards. So that after the event, even years later, the individual can take away the arousal that may still exist due to the behavior of that time. This cognitive manipulation can, in essence, be seen as changing irrational behavior to fit a scheme of rationality. If we did not manipulate our feelings about a particular action to be rational, we would constantly endure a feeling of dissonance. For the outsider, however, it may remain strange that one individual shows private conformity with a low reward whilst the other, experiences feelings of public compliance with a high reward. 

If we again take the example of the man who cuts off his own arm out of voluntary incentives, we can see that this action is also highly dependent on the individual. To the outsider, the person is completely irrational and may even be described as being abnormal within the domains of Psychology. But within the mind of the person performing the act, the benefits outweigh the costs. These differences can furthermore be seen by the differences within cultures. This was highlighted by the different results of the experiment conducted within this thesis and the original experiment on reciprocity by Kuntz & Woolcott (1976). This experiment touched the fact that some cultures may find it rational to spend time and money in returning a card when one has been received. Whilst, additionally, trusting the identity of the sender and trusting that the only meaning of the card is the text written on it. In The Netherlands, on the contrary, it may be rational to feel uncertain when receiving a card and it may be logical to question the identity of the sender. Here in fact the card seems to be interpreted as having another meaning then the text written upon it. These differences show, that like the differences between personalities and experience, rationality cannot be placed within one general concept. Everyone has different views on what is rational or not and it is hard for the outsider to know if one’s behavior is rational. In a way, Economics acknowledges this fact and therefore states that rationality is based on the cost and benefit analysis of the individual. To this extent, Economists are totally right. However, when describing rationality as a concept for a whole cohort, Economic models and Psychological views may differ greatly. It is hard to make a model that would explain everyone’s rationality, as rational characteristics vary per person. The conclusion of this thesis is therefore, that on the individual level, an agent can define his behavior as always being rational. However, when looking at a larger scale of people, it is much harder to say that the general behavior is rational. Thus, the general behavior of multiple individuals can occur to be irrational. Finally, we do see that the traditional Economic models have been adapted over the years to incorporate the views of Social Psychologists. This is a positive trend, as these two subjects are more related then one would and can imagine.  
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