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                 UNDERSTANDING RATIONAL BEHAVIOR 
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                                       INTRODUCTION 
 
 
 
 
 
In the next chapters I present an outline of rational choice 
theory. I discuss individual behavior in the context of 
respectively independent, interactive or strategic, and social 
choice.   
  There is an important difference between interdependent (or 
interactive) and independent choice behavior. In independent 
decision theory agents do not have to worry about the 
influence of the decisions of the other agents upon their own 
options and the outcomes of their actions. In the strategic 
models of interactive choice theory they have to. Game 
theory is used to analyze how social rules that regulate 
interdependent human behavior can evolve without 
conscious design. Though I postpone the discussion of ethical 
theories until Part IV, I shall present a short introduction to 
utilitarianism in chapter VI, when I present a short outline of 
social choice theory.  
   
A leitmotiv in these introductory chapters is the 
transformation of utility theory. Once the principle of utility 
was used to indicate that actions are to be judged by their 
usefulness to produce benefit, happiness, advantage or good. 
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In the modern version a utility function is devoid of any 
psychological content; it is only a metaphor for the ability of 
agents to rank their preferences consistently. After this 
"escape from psychology" a utility function should be 
conceived as a choice indicator. In fact the utility function is 
replaced by a choice function. As a complement to the 
transformation of the utility concept a logical concept of 
rationality was adopted. Rationality has become an 
equivalent of consistency.  
  An interesting question is whether agents in rational choice 
theory are pictured as persons who are only motivated by 
self-interest. Adam Smith attributed also moral sentiments to 
economic agents, and this caused a discussion about the 
proper place of self-interest and moral sentiments (called 
"Das Adam Smith" problem). The commonly accepted 
solution was that agents were equipped with extended utility 
functions and that they sought approval (and tried to avoid 
disapproval) in their interactions with fellow-traders and 
fellow-citizens. This second aspect became in this way linked 
to the self-interested disposition of agents and through this 
maneuver moral sentiments were made instrumental to 
economic interests. The moral disposition of agents is 
accordingly narrowed. If we want to introduce a non-
instrumental moral theory we will have to disconnect 
rationality and self-interest. I propose replacing the 
connection of self-regard and rationality by the connection 
between present aims and rationality following the 
suggestion by Parfit. Instead of relating rationality to self-
regard and other-regard, it is related to short-sightedness and 
far-sightedness. This distinction fits in with the ambition to 
discuss ends.  
  Expected utility theory broadens the theory of individual 
choice towards decisions without full information, by 
comparing such choices to decisions to participate or not to 
participate in lotteries. In order to safeguard a rational 
ordering of preferences, the ordering has to satisfy several 
axioms. A controversy was aroused about the assumption, 
which says that what happens in one state of nature can be 
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evaluated separately from what happens in another state of 
nature (the independence axiom or separability condition). 
This was also one that was violated frequently in 
experimental situations. The question is how to take account 
of this empirical fact on the theoretical level. The conclusion 
has been that in evaluating outcomes not only monetary 
consequences are relevant, but also non-monetary 
considerations. The main revision, therefore, would be to 
define consequences in terms of both outcomes and 
experiences.  And thus we would return to the classical 
concept of utility. This, however, is obstructed by the 
consequentialism that is part and parcel of utility theory. The 
description of a consequence excludes effectively the attempt 
to take account of a whole class of values, dispositions and 
emotions (as regret, guilt or resentment) in decision 
situations. In response to the violations of expected utility 
theory a new body of theories is developed: the non-expected 
utility theories in which emotions, motives and other kinds of 
mental related considerations and intuitions reappear.  
   Game theory is concerned with solutions to strategic 
interactions. Stable solutions are seen as evidence that 
institutions can evolve spontaneously. The main problem 
with game theory is that there are many equilibrium 
strategies, and, therefore, many solutions, and it is difficult to 
predict which strategy will be selected. Strong assumptions 
as the common knowledge of rationality or the common 
alignment of believes are introduced to assure that a stable 
solution is reached. But often it has to be taken for granted 
that agents act on prior existing norms.  
  In chapter VI I proceed with this outline of rational choice 
theory by discussing some problems connected with social 
choice. I discuss two kinds of social welfare orderings: the 
Paretian welfare function and the utilitarian welfare function. 
Both welfare functions require that individual preferences -
and individual orderings- be aggregated. It appears that the 
transformation that was encountered in discussing individual 
decision-making -the discarding of unobservables, the refusal 
to admit mental states and the ordinalist revolution- also had 



 

 

6 

a major impact on social choice theory. Since the 
interpersonal comparison of utilities is impossible there is no 
possibility to compare the well-being of different persons 
within a preference-based approach to well-being. Therefore, 
only two things could be done. First, to give all preferences 
from all agents an equal weigh (the rule of 'equal concern'); 
and second to admit only Pareto improvements. This 
effectively ruled out that distributional concerns could be 
discussed. The preference-based utilitarian welfare function 
looks more like a political theory of liberal individualism than 
an ethical theory about the ‘good life’ in comparable social 
states. 
 
I discuss two more subjects in Part I. The first is a comparison 
of the desire-belief model of rational behavior and the model 
of situational analysis. Popper’s situational analysis explains 
actions on the basis of a situational analysis. i.e., on 
situational constraints complemented with a rationality 
principle. The institutional complex turns, in Popper’s view, 
‘psychological rationality’ into situational logic, because the 
institutional constraints appear as explanatory variables. He 
occasionally refers to his approach as a kind of ‘individual 
institutionalism’. The model of situational analysis or 
situational logic seems to be quite different from the desire-
belief model. The difference can be summarized as follows: in 
the model of situational logic external constraints determine 
the choice behavior; in the desire-belief model the internal 
process of the preference ordering dictates the choice pattern. 
These mechanisms seem to indicate quite different 
approaches, though they could be sequentially connected. 
The question that concerns me in this chapter is whether both 
models are just different names for similar approaches or 
whether they are alternatives or even competing models. My 
suggestion is that these approaches are alternative models.    
  The second subject concerns the ordering of preferences. The 
ordering of preferences is the core of rational decision-
making and is discussed in the chapters I and III, but I also 
take the opportunity in chapter V to discuss shortly the 
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general issue of comparing and ranking options that embody 
different values or different points of view. The introduction 
of a utility function as a mere choice indicator and of 
preferences as mere numbers, made it possible to exchange 
all preferences. Since preferences have no content, their 
common denominator is that their fulfillment contributes to 
the agent’s well-being (however measured) The great 
advantage is that all choices can be ranked within a single 
preference ordering. Thus we have an all-things-considered 
ranking. But experiments learned that agents frequently 
'frame' their preferences. This means that the set of feasible 
options can change in accordance with the framing. From this 
we can conclude that instead of using an all-things-
considered ordering, agents frequently apply multiple partial 
rankings. 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 
                    
 
 
 
 




