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• In economics, rationality is the fundamental
assumption that individuals and firms make logical
decisions aimed at maximizing their own well-being or
objectives given their constraints





Core Components of Economic Rationality

Economic models typically define a rational actor through 

several key axioms and behaviors:

•Utility Maximization: Rational consumers aim to achieve 

the highest possible satisfaction (utility) from their limited 

budget.

•Profit Maximization: Rational firms aim to maximize 

financial returns by optimizing production and costs.

•Consistency (Transitivity): If an agent prefers Option A 

over B, and B over C, they must logically prefer A over C.



• Completeness: An agent can rank all available options and always has 
an opinion on which they prefer (or if they are indifferent).

• Self-Interest: Agents are generally assumed to act in their own interest. 
However, economists note that self-interest can include altruism if 
helping others provides personal satisfaction.

• Marginal Thinking: Rational actors make decisions "at the margin," 
weighing the additional (marginal) benefits of one more unit of a good 
against its additional (marginal) cost



• Bounded Rationality: Introduced by Herbert Simon, this concept 
suggests humans are rational within limits. Due to time constraints, 
limited information, and cognitive bounds, people often "satisfice" 
(choose a "good enough" option) rather than truly optimize.

• Behavioral Economics: This field uses psychological insights to show 
that humans suffer from cognitive biases—such as loss aversion or the 
sunk cost fallacy—that lead to systematic deviations from "rational" 
predictions.

• Emotional Factors: Unlike traditional models that ignore feelings, 
modern research acknowledges that emotions like fear or hope 
significantly drive economic decisions



Thank you
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