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Abstract 

The thrust of this theoretically informed paper is to assess human understanding of the paradoxical 
concepts of rationality and irrationality - more so from the derived view of economic theory and the 
layman’s understanding, which is socially informed by behavioural disposition as dictated by events 
outside of human control. The analytical outcome of the paper has shown that the (ir)rational state of the 
human being can truly be affirmed when our state of well-being is subjected to circumstances informed by 
uncertainties/abnormal conditions. While actors like the state (informed by its core agents in the fiscal 
and monetary sectors) can help support the market system, the human state of (ir)rationality as dictated 
by the existence of shocks/uncertainties is constantly tested to ensure the best situation is maximised when 
exposed to difficult situations. In conclusion, the paper has affirmed the need for a rethink of the 
theoretical proposition to accommodate continuous testing through practical engagement on how human 
beings can adjust their expectations when faced with uncertainties. 
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Introduction  

The prevalence of uncertainty in the world economy is creating space for the philosophical 
diction of (ir)rationality paradox to be brought to the fore of critical dissection. As the prolonged 
uncertainty of things unravels in the world economy - owing to incidences like the COVID-19 
pandemic and the geopolitical tension perpetrated by Russia’s occupation of Ukraine, it is more 
obvious that human beings will be more inclined to manifest the sub-consciousness of their 
rational and irrational behaviours as a way of addressing survival needs. One would agree that 
there is a scientific linkage, which situates the two concepts but more in a way that makes it 
difficult to provide conclusive proof of one concept over the other (Jackson, 2017).  

The concepts of rationality and irrationality as used in this study are inter-disciplinarily linked 
given their connection with the Social Sciences (more so Economics and Sociology), 
Humanities (Philosophy) and Psychology. Every human being possesses innate characteristics 
that make it possible for them to act rationally and irrationally - the preference for one over the 
other can be determined through means of quantitative and qualitative empirical pursuits. The 
decision to ascribe rational or irrational features to an individual can be viewed as circumstantial 
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- knowing very well that situations can render human beings to behave in a certain way, which 
can be proven empirically (Tobón, 2014; Suleiman, 2022).   

Given the above introductory discourse that spans the concepts of rationality and irrationality 
paradox, it is the motivation of this paper to provide an assessment of what it means to be a 
rational or irrational being when one considers the constraints of mankind, mostly influenced by 
the dominance of shocks or uncertainties. To be more forthright in the discourse, the paper has 
adopted a critical narrative methodological approach that is linked to understanding economics 
linkages with the wider realm of its social science root, typically associated with Sociology and 
also the pseudo-scientific discipline of Psychology. The rest of the paper is therefore set as 
follows: Section two addresses linkages of (ir)rationality with the notion of rational expectation 
as proffered by its proponents. Section Three assesses rational disposition on human beings - 
separately addressing the concepts of rational and irrational behaviours. Section Four unravels 
the role of co-actors in the economy and their influence in human disposition towards being 
rational or irrational. Finally, Section Five concludes by wrapping up the paradoxical discourse, 
which is highly influenced by the uncontrolled prevalence of shocks or uncertainties.  

(Ir)rationality Linkages with Rational Expectation in Economic 
Science 

Here, one will be more inclined to take a critical approach in unravelling an understanding of 
the concepts, while also acknowledging the fact that human behaviour, to which economics has 
alluded itself, is not completely “rational” given our innate characteristics to act (ir)rationally to 
situations. This can be linked with the concept of rational expectation hypothesis, which is an 
idea originally proposed by John (Jack) Muth (1961) and later popularised by scholars like 
Lucas (1972 and1976) - it posits that the behaviour of economic agents/consumers to a large 
extent adjust their expectations in a way that is likely to happen and more so, during times of 
shock or uncertainty. The model below, also a summary excerpt from Lucas’ criticism 
illustrates a typical case of rational expectation assumption, with the view that economic agents 
are expected to behave rationally but the reality of (idiosyncratic) shocks is rendering the 
hypothetical assumption untenable (Equations 1 – 10 is an excerpt from Tobón, 2014: 41-42). 

Individual utility ( ) function mostly exposed to series of idiosyncratic shocks can be 
expressed as stated in Eq. 1 below. ( ) stand for the convex utility of labour as expressed by 
Tobón (2014). 

																																																																					
1

            (1) 

The utility maximisation difficulty ( ) of the individual consumer is expressed in Eq. 2  

																																																										 1
            (2) 

First-order condition of the aforementioned expression is hereby shown in Eq. 3 below: 

																																																																 1
1

            (3) 

Under OLS assumption, this can be expressed as: 

																																																 |             (4) 

The change in individual output then yield the expression as shown in Eq. 5 below. 

																																																				 1
1

            (5) 
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Where V stand for the Velocity ( 	&	 ) of price and rates respectively.  

Therefore, aggregate supply and demand are expressed in Eq. 6 and 7 below. 

                                                 Supply:            (6) 

                                                           Demand:             (7) 

Equilibrium price and output condition are hereby expressed in Eq. 8 and 9. 

																																																																					              (8) 

																																																											             (9) 

The combined situation of the aforementioned ( ) is hereby expressed in Eq. 10 below: 

																																																																	            (10) 

As postulated by Karl Popper (1959), such arguments that permeate human understanding about 
concepts on ir(rationality) could potentially be perceived as the origin of the need to explore 
human knowledge, which is linked to historicism. I suppose the tenet of Popper’s argument on 
the exploration of knowledge surrounds the falsification of theory, which needs to be proven 
scientifically. On that note, in a given situation where human beings are exposed to incidences 
of idiosyncratic shock(s) as experienced in contemporary times with COVID-19 and Russia's 
invasion of Ukraine, one will expect the ir(rationality) concept to be more difficult to decipher 
because human beings can potentially adapt themselves to extraneous circumstances.   

Rational Disposition in Human Behaviour  

The concept of rationality has spanned discourses in disciplines like Psychology, Sociology and 
Economics (Smith, 2007), which to a large extent could be linked with human behavioural 
disposition when confronted with choices. The subject matter of economics has played a great 
role in this area through a synthesis of the Monetarist and Keynesian thoughts, which 
allude/assume that under normal conditions, participants or actors in a market economy tend to 
behave rationally, and this highly depend on the disposed state of what they are confronted with 
(Marinescu, 2012).  

Concerning the present state of global uncertainty as imposed through conditions of natural 
phenomena like the COVID-19 pandemic and human-inflicted shock perpetrated by Russia on 
Ukraine, discourses surrounding the concept of human rationality may be a hard to decipher. 
Rationality can reflect the reality of people having to juggle with the decision to rationalise their 
spending pattern to adjust themselves to policy actions (notably, hiking of rates) instituted by 
central banks. The concept of rationality is critical in human cognition, particularly in 
mainstream economic theory. When linked to the reality of human behaviour, for example, it 
seems to have carved its impetus on two areas of rationality - comprehends and limited 
(Bozeman, 2017; Gonzales, 2003). The former (comprehensive rationality) is a situation that 
places the individual in a state of having to make choice(s) based on the alternatives that are 
placed at their disposal. The choice here is not just about being effective on what to do but is 
highly based on the assertion that the individual should act rationally, which is linked with the 
alternative projections that have to do with the cost and benefit accrued to the individual. Here, 
and more so with the continued state of uncertainty faced by people in the global economy, 
speculative projections may even result in a situation that places the individual to behave 
irrationally due to the complexity that surrounds their thought processes - this typifies a 
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practical case of the distinction between normative and descriptive rationality function as 
emphasised by Bicchieri (1992). On the other hand, Limited rationality is akin to the individual 
trying as best to optimise opportunities knowing very well the limitations/constraints inherent in 
their given situation. Such limitations could be superimposed and are determined intrinsically or 
as an external factor. More typically, limited rationality can be used to solve the partial or 
specific needs of people (Marina, 2006).  

(Ir)rational Disposition in Human Behaviour  

The concept of irrationality is a contrary notion to rationality and can be seen manifesting itself 
when individuals are exposed to vulnerable situations - during this period, they are left with 
limited choices to decide upon their present and future state of actions. As noted by Marinescu 
(2012), the platform for discussing the concept of irrationality, which is also construed as a form 
of endogenous psychological disposition can be linked through the lenses of the capitalist 
system, where different sets of participants/actors are considered to fully functional - such actors 
as linked with the concept of economics include “consumers, economic agents and the state” 
(see details in Figure 1) - here, the state can also be seen a performing the dual role of a service 
provider and consumer (Barrie and Jackson, 2022). The philosophical exploration of knowledge 
that surround the concept of irrational behaviour has been an area of intense debate in Economic 
Science (Long, 2001; Godelier, 1972; Shalaev, Shuraeva and Binam, 2020). However, Shiller’s 
(1981) assertion has made clear the connecting link, which addresses economic efficiency and 
excessive volatility as manifested in the situation of shocks as revealed in the case with COVID-
19 pandemic and the Russia-Ukraine war. There is a debate here as emphasised by Shiller 
(1981) that deals with the inefficiency of markets to rationally deal with the financial flow of 
resources, which eventually could be traced as the cause of the recent financial crash in 2007-
09.  

There is another dimension in explaining thoughts around irrationality, which as we realise in 
contemporary uncertain times is the notion of “speculative agitation” - this deals with 
(excessive) volatility that also results in vulnerability as dictated by the influence of the 
COVID-19 pandemic and the Russia-Ukraine war. Critical thoughts have been expressed about 
the purely quantitative pursuits of exploring ir(rationality) by scholars like Kahneman, Slovick, 
and Tversky (1982). While the ongoing debate is been pursued, Marinescu (2012) also made 
clear the descriptive-qualitative approach, which is now making way through the pursued effort 
to assess events qualitatively in a bid to assert the evolutionary state of human knowledge.  

Co-actors in the Economy and Policy Uncertainty  

Economic agents - typically exemplified in Figure 1 comprise three key actors - Enterprises, 
Consumers and the State. Given the unknown state of the supernatural (God or human 
destructive tendencies as perceived) that guides human existences in the world, one will be 
more forthright in bringing to the fore, the uncertainty paradox, which in this case includes 
“rationality and irrationality”. As witnessed more recently, it was never in the human mindset 
that nature will manifest itself through a deadly pandemic like COVID-19, which up till now is 
still derailing the state of how professionals in fields like economics and (allied) medicine are 
addressing conceptual issues in a bid to sustain lives and well-being of people in general.   
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Fig. 1. Co-Actors in the Ir(rationality) Life-cycle 

Source: author’s own initiative. 

As demonstrated in Figure 1 above, the lifecycle diagram illustrates how likely or possible it is 
for co-actors to manifest tendencies of behaving rationally or irrationally. The term co-actors 
(also typified as economic agents) incorporate – (i) consumers, who are seen as the end users of 
goods and services utilised, (ii) Enterprise, typically include those in the formal and informal 
sectors of an economy – they are the provider of goods and services and can also consume at 
large scale, and finally, (iii) the State, which in this case is the government - typically, the 
creator of opportunities for individuals and businesses in an economy to function positively. As 
exemplified in Lucas’ rational expectation model, consumers are expected to behave rationally 
– that is, with the hope that things are working perfectly under “Ceteris Paribus” condition. In 
this case, we expect consumers to take decisions that are typical of a perfect market system, 
where information is freely available for markets to function excellently. With the prevalence of 
shocks, typified by both covariate and idiosyncratic incidences, we would expect an economic 
system, mostly dominated by the actions of human beings to be flawed by some form of 
ir(rational) decisions. The persistence of idiosyncratic shocks can prove pervasive when the 
situation is proved to be one of a natural disaster as witnessed more recently with the incidence 
of COVID-19. In addition to shocks caused by human (selfish) actions as witnessed by Russia’s 
invasion of Ukraine, idiosyncratic shocks can result in the breakdown of the market system, 
typified by “market failure” - here, there is the tendency for human beings to behave 
(ir)rationally in a bid to address their needs, which could be on account of human deliberate 
actions or nature’s influences.  

Pertaining the discourse above, one would expect both the state and business enterprises to take 
lead role in salvaging distresses imposed by the influence of shocks. This would certainly place 
consumers as the end users of services, who would exhibit their habit formation in a way that 
manifest a tendency of either been rational or irrational, depending on their prevailing 
circumstances. On this note and concerning the Enterprises' role as depicted in Figure 1, it is 
assumed that the prevalence of a perfect competitive market system will create an opportunity 
for human action to manifest rational in their habit formation. At the same time, the government 
as the engine of service provision will equally be expected be able to act judiciously in taking a 
lead role in building a cohesive state that is capable of supporting the most vulnerable who are  
likely to act as outliers when exposed to (adverse) influences of shocks.  

More importantly, as exemplified in equation 10 above, an equilibrium condition needs to exist 
in determining whether human beings are to be judged as rational or irrational in their 
decisions/actions. The forces of demand and supply, which in reality do not seem to conform 
well to human expectations are the driving force behind human (ir)rational decisions. More 
recently, idiosyncratic and man-made inflicted incidences like the COVID-19 pandemic and the 
Russia-Ukraine war are the real manifestation of how supply-chain disruptions can influence 
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(ir)rational human behaviours. This is also the result of an inflationary hike experienced around 
the world economy throughout most of the year 2022.  

Concerning the case of COVID-19, this was never a situation envisaged by the world economy 
and hence, its influence had serious ramifications on how human beings were expected to react 
to the situation. This unexpected shocking incident changed the way human beings have reacted 
and will continue to react to things in their natural habitation, owing to our instinct to be self-
protective of (negative) influences. Here, the notion of human beings considered as (ir)rational 
can be fretted with intense critical debate - more so as the world economy reacted in a bid to 
save citizens’ lives - a dilemma that can also be construed as rational or irrational. The closure 
of economies disrupted the supply-chain system, thereby leaving weak economies to be exposed 
to a high state of supply shocks. This is characterised as a situation in which demand exceeds 
supply, and in this case, essential goods and services to protect lives during times of adversaries. 
Typically, an equilibrium condition is an impossible thing to address, while the state of human 
rationality could only be deciphered through the ultimate act of what was said to be at best to 
protect human lives.   

The role of government as depicted is considered very important when one considers the deadly 
situation of the COVID-19 pandemic. Here, state actors, including both fiscal and monetary 
authorities and more importantly medics were at best the saviour of what mankind could 
imagine in salvaging their state of well-being. The influence of a change in output level typified 
by equation 5, also dictated by the instinct of businesses to scale operations was a real test for 
key institutions like government fiscal operations and central banks to act in a way that was 
considered rational at the time in saving markets and economies from failing (Jackson and 
Jabbie, 2020; Jackson, 2021). The same could be said for world leaders in containing economic 
collapse as perpetrated through the (ir)rational decision of Russia’s invasion of Ukraine’s 
territory. Here as well, the influence of supply-side shock perpetrated by the war is ravaging 
economies through high inflation and exchange rate depreciation, particularly for weak and high 
import-driven economies. The human state of (ir)rationality is prominently signalled through the 
actions of an almost failed market system, dominated by manipulated cartel operations in the 
energy sector, as well as the clandestine manipulation of the so-called capitalists to amass 
profits from the sales of weapons.  

The innate and continued selfish state of human beings to amass wealth at the expense of 
everything else - notably linked with recent incidences like the 2007-09 global financial crash, 
Leeman brothers and others (Sieczka, Sornette & Holyst, 2011; Umlauf, 2014) have been the 
focal discourses that permeate human notion of ir(rationality) and more so the concept of 
rational expectation as championed in Economics. One will be more inclined to equate such 
behaviours to egocentrism but equally, their actions could also make it possible for human 
existence to manifest a disposition towards being ir(rational) owing to inconsistency in market 
forces (Jackson and Jabbie, 2020). The notion of rational expectation as alluded to by Muth 
(1961) is contentiously critical as expressed by the advancement of Lucas’ criticism (see 
illustration of equations 1-10).  

It is a well-known fact that market perfection is non-existent and hence, the influence of both 
covariate and idiosyncratic shocks are highly influential in dictating the (ir)rational state of 
human decision-making processes. Even in a state of equilibrium condition, it is certainly 
possible for either supply or demand to be made more influential as dictated by the state of 
things. More importantly, one would be philosophically inclined to infer that the influence of 
shock is the deciding factor on how mankind is to be characterised through the popularised 
notion of being rational or irrational. The hypothetical construct of “Ceteris Paribus” is far-
fetched from reality when one considers the fact that mankind as the most supreme of all living 
beings is continually prone to exhibiting selfish tendencies at all times. The existence of both 
natural and human-induced influences has proved that human beings will be more inclined to 
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exhibit their (ir)rational tendencies during times of abnormalities or put in another way, during 
times of shocks or uncertainties.  

Conclusion  

Given the discourses that spanned the assessment of concepts around rational and irrational 
behaviour of human beings, one will be more inclined to argue that the prevalence of shocks as 
constantly dictates by human selfish interests and nature’s ability to inflict pain on mankind, 
there is bound to be an unprecedented level of critical outcomes that permeates evolution of 
epistemological thinking. Knowledge about the two concepts is far-fetched from being 
conclusively deciphered when the evolution of uncertainties or shocks cannot be decisively 
projected, even with the most sophisticated macro-econometric models. Therefore, theoretical 
affirmation along the line of the notion of (ir)rationality paradox is always going to be placed 
under the umbrella of Popper’s (1959) concept of falsification given the continued evolution of 
economic agents’ expectations, which is subject to change on account of the influence of 
uncertainties.  

On many occasions, human beings build their expectations on historical events, which in this 
case may be typical of a situation where people expect things to get worse as dictated by the 
past. However, the perfection of events happening on the premise of a perfect market system 
can be opened to critical thinking given the uncontrollable state of human beings to make things 
perfect when subjected to the influence of shock or things that are beyond their control. 
Therefore, the decision to assert rational or irrational tendency could be contested as human 
actions can be seen as being realistically addressed when they are confronted with difficult 
situations.  

On a final note, human (ir)rationality is a difficult concept to affirm precisely given that 
economic agents are always fretted with the difficult situation of having to choose between what 
is purported as economically good/bad within the confined of their state of mind or condition. 
As concluded by Tobón (2014) likewise, the theoretical affirmation of the rational expectation 
concept to justify human rational/irrational state of action should be reviewed, with cognisance 
given to the non-existence of a perfect market system, and that economic agents’ expectations 
are continuously subjected to change on account of their exposure to shocks in the world 
economy.  
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