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Answers 

Rules of thumb 
Jon Guest 

This resource provides answers to the questions posed in the article on rules of thumb, 
featured in the February 2019 issue of ECONOMIC REVIEW. 

Question 1 
What assumptions are made about consumer behaviour in traditional economic analysis of 
demand? 

Traditional economic analysis assumes that consumers try to maximise their own self-interest, i.e. 
they make rational choices. Making rational choices means accurately assessing all the costs and 
benefits involved when making even the most complicated of decisions. The theory assumes 
consumers then successfully make choices that maximise their own happiness. In most traditional 
economic analysis consumers’ happiness depends only on the pay-offs to themselves. In other words, 
self-interest means acting selfishly. 

Economists do not believe that all consumers behave like this in the real world. They accept that 
people often make mistakes and sometimes care about the pay-offs to others. They simply assume 
consumers behave in a rational and selfish manner in theoretical models. This is an example of 
abstraction. If theories built on this simplified view of human behaviour can effectively explain and 
predict real-world behaviour, then making these assumptions is useful. 

An alternative approach is to assume that consumers in theoretical models are as complex as they are 
in the real world. This introduces much greater complexity into the analysis and makes it more difficult 
to understand and apply to policy issues. If the model built on simplistic assumptions is able to explain 
and predict real-world behaviour, why make the analysis any more complicated than it needs to be? 

Question 2 
Is the use of rules of thumb always inconsistent with standard economic analysis of consumer 
demand? Explain your answer. 

Using rules of thumb is often consistent with standard economic analysis. In many instances, they 
help consumers to make rational choices while reducing the time and effort costs of carefully 
assessing each option. However, their use can sometimes lead to decisions that differ from rational 
choices in systematic and predictable ways. 
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Question 3 
Can you think of any other rules of thumb that consumers sometimes use? 

Some examples include: 

• Choice overload: When faced with many choices, consumer may respond by using a simple 
rule of thumb — avoid making a decision. This could result in consumers (a) failing to make a 
purchase that would increase their utility (b) continuing to purchase the same brand without 
trying to find other options that may provide greater consumer surplus. 

• The herding heuristic: Consumers use the quick and easy decision rule of copying the actions 
of others, i.e. purchasing the same goods as other consumers. 

• The halo heuristic: This simple rule of thumb is that if a business is good at producing one 
good or service they will also be good at producing completely different goods and services. 
The use of this heuristic can generate brand loyalty. 

• The availability heuristic: This is where people weight the single experience of a friend or 
relative very heavily when trying to determine the quality/reliability of a good. 
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