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On the rationalization of some observed ‘irrational’ consumer behaviors
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Abstract

Recently some behavioral economists and experimental economists are doubtful of the traditional
assumption of rationality in economic theory. That is, due to the observation of consumer behavior, it is
suggested that many people may behave irrationally in the real world.

In this paper, we point out that this kind of irrationality arises because of the inadequacy of the model
formulation model and we show that if the models are formulated adequately we may explain this phe-
nomenon under the rationality assumption. That is, if preferences are defined in the extended domain
where every agent is interested not only in the outcomes of choice but also in a set of alternatives in
which the selection is done, then we can explain people’s “irrational” behavior rationally.

In this paper, we show the existence of the utility function defined in the extended domain and propose
several axioms by which Gul and Pesendorfer’s (2001) utility function is obtained.

Key words: rationality, preference, behavioral economics, independence of irrelevant alternatives, conse-
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