
  
    FREAKONOMICS: A ROGUE ECONOMIST EXPLORES THE HIDDEN SIDE OF EVERYTHING


    CHALLENGING CONVENTIONAL WISDOM AND FINDING COUNTERINTUITIVE CONCLUSIONS


    In Freakonomics the authors endeavour to look beneath the surface of the modern world and explain certain behaviours and phenomena. In order to do so, they apply analytical tools from economics to a number of curiosities. They seek to illuminate the real reasons or contributing factors for various world events. Their explanations are often at odds with those of academics or politicians who have sought to connect a cause to a particular outcome, often in the pursuit of their own self-interest. Challenging conventional wisdom on a range of subjects by using economic theory is at the core of the authors’ mission, and they do so in an attempt to unravel the complexities of modern living.
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          Key words:

          
            	Incentives: an incentive is something which an individual believes holds value for them and thus encourages them to alter their behaviour in order to attain it.


            	Conventional wisdom: aphorisms that are not necessarily true despite the fact that they are widely held to be.


            	Information asymmetry: in economics, information asymmetry occurs when one party to a transaction has more information than the other party and thus holds an advantage.


            	The power of information: as the saying goes, knowledge is power. Spreading information can prevent injustice by putting power into the hands of those who did not previously have it. In the sense that it allows mass access to information, the internet is a great leveller.

          

        

      

    

  


  
    CONTEXT


    THE AUTHORS


    Steven Levitt, an economist with an outside-the-box way of thinking, and Stephen Dubner, a New York Times journalist, came together to write Freakonomics. Levitt counts Harvard and the Massachusetts Institute of Technology as his alma mater. In 2003 he was awarded the prestigious John Bates Clarke Medal, which is a prize given to an American economist under the age of 40 who is deemed by the American Economic Association to have made a significant contribution to economic thought and knowledge. Making waves as an economist at the University of Chicago, he caught the attention of The New York Times Magazine, who sent one of their journalists, Stephen Dubner, to write a profile on the young blood. Following the success of the piece, Dubner’s literary agent suggested that the pair co-author a book. And so the duo’s combined pursuit to unpack the riddles of everyday life began.


    CONTEXT AND BACKGROUND


    Freakonomics is a pop economics book which seeks to explain key economic principles in simple terms and, in doing so, make esoteric studies accessible to the masses. A forerunner in this particular genre is the Armchair Economist, which was written by Steve Landsburg in 1993. It too emphasised the important role incentives play in economics. Pop economic books form a sub-set of the popular science genre which has taken off since the early 2000s, when Freakonomics was first published. Books which explain difficult scientific concepts in an interesting way can be big hits amongst the general public, and the success of Freakonomics certainly proved this.


    Freakonomics, along with Malcolm Gladwell’s Tipping Point, are largely responsible for this trend. A famous example of a recent “pop economics” book is Daniel Kahneman’s Thinking, Fast and Slow.

  


  
    SUMMARY OF FREAKONOMICS


    The authors apply economic thinking to social issues with the aim of shedding light on why things happen as they do. Throughout the book, the stories told show how useful it is to analyse all behaviour from an economic standpoint. The take-home points from the book are the importance of incentives, the power of information and correlation versus causation. These principles reoccur and interact throughout Freakonomics. Looking at real-world scenarios through the lens of economics helps to make sense of what goes on around us.


    INCENTIVES – THE CHIEF MOTIVATORS


    Incentives and their significant effect on human behaviour are one of the fundamental principles which permeate the worldview espoused by the authors. Incentives have long been studied in the field of economics, but Levitt and Dubner use them to explain all sorts of expected and unexpected behaviours.


    Some incentives are stronger than others; some create the desired effect whilst others do not. One case study the authors present which shows how incentives work is a scenario where the management of a day-care centre enact a penalty of $3 for parents who are late picking up their children. It transpires that instead of responding to the incentive and picking their children up on time, more parents began to collect their kids late. The authors explain that this was because $3 was not a big enough incentive to encourage parents to change their behaviours. Moreover, in charging the late parents $3 for being late, the day-care centre substituted a moral incentive for an economic incentive, allowing the parents to “buy off” their guilt.


    As well as economic and moral incentives, there are also social incentives which prevent people from partaking in a behaviour that society deems wrong because they do not want to be looked down upon by their fellow humans.


    If the incentive is strong enough, people will cheat. This much is clear from what happened when the Chicago Public Schools System introduced high-stakes testing and thus made it policy that a school with low reading scores could potentially be closed down or have its staff members dismissed. This policy gave teachers in low-scoring schools who feared for their jobs the incentive to cheat.


    Sumo wrestlers are also likely to cheat when there is a strong economic incentive to do so. Freakonomics contains an expose of sorts on the hidden side of the sacred Japanese martial art. The authors analysed the data from a series of tournaments and came up with results that show that a wrestler who has already secured their qualification will often throw a fight where their opponent needs one more win in order to qualify. It can be extrapolated from this data that because the qualification brings with it such a strong economic incentive, wrestlers are willing to cheat in order to attain this goal.


    THE POWER OF INFORMATION AND THE IMPORTANCE OF WHO HAS IT


    In economic theory, information asymmetry arises when one party in a transaction has more information on the subject of the transaction than the other party. This creates a situation where the party with less information runs the risk of unknowingly entering into a transaction on conditions which favour the more powerful party.


    Levitt and Dubner show that information asymmetry affects relationships outside the world of economics. To do this, they ask whether or not a real estate agent has the person whose house they are selling’s interests at heart. This question occurred to Levitt when he noticed that agents often tell a buyer to put in an offer lower than the seller is asking for. If the agent is in the seller’s corner, this should not be the case. Despite what the agent may tell the seller, the agent has an incentive to sell the property quickly rather than to sell the property at the highest possible price. This is because the agent receives only a small percentage of the price of the house, and whilst selling for an extra $10000 may be a huge bonus for the seller, the agent’s cut is small, relatively speaking. Thus, a real estate agent is likely to be eager to sell a property and move onto the next job rather than wait an extra week and get a better price for the seller.


    So, again in this real-world scenario incentives are at play, but so too is information asymmetry. In order to make a quick sale the agent may lie to the seller and tell them that the offer they have received is the best they are going to get. If the seller has no idea of the price that similar properties have sold for, they are likely to defer to the agent’s specialised knowledge and believe that they are getting a good deal. However, if the seller had the means to easily ascertain the price of similar properties, they would no longer fall victim to an information asymmetry. The birth of the internet created this means, and in many ways created a more level playing field between lay people and experts. Of course, even with the internet and the information that it puts at our fingertips, there are still countless scenarios where one party has more information, and even though on the surface they are acting in the interest of another party, they might actually withhold information in order to serve their own self-interest.


    Another story the authors tell illustrates an example of a power asymmetry being dismantled in a pre-internet world. This story is of Stetson Kennedy, a man who fought the Ku Klux Klan from the inside. By spreading the Klan’s secrets through a radio show listened to by millions of Americans, he lessened the racist organisation’s advantage. Some people laughed at their antics, others mobilised against their racist intent, and others who may have been likely to join were dissuaded by the fact that they were deemed by many to be a malevolent farce. As the old saying goes, knowledge is power.


    CHALLENGING CONVENTIONAL WISDOM


    By asking the right questions and employing economic theory in search of the answers, Levitt and Dubner show that conventional wisdom often


    

    

    CAUSE AND EFFECT: THE EFFECT OF LEGALISED ABORTION ON CRIME RATES IN AMERICA
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