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CHAPTER 1

What Does It Mean to Think Like a Freak?


After writing Freakonomics and SuperFreakonomics, we started to hear from readers with all sorts of questions. Is a college degree still “worth it”? (Short answer: yes; long answer: also yes.) Is it a good idea to pass along a family business to the next generation? (Sure, if your goal is to kill off the business—for the data show it’s generally better to bring in an outside manager.*) Whatever happened to the carpal tunnel syndrome epidemic? (Once journalists stopped getting it, they stopped writing about it—but the problem persists, especially among blue-collar workers.)

Some questions were existential: What makes people truly happy? Is income inequality as dangerous as it seems? Would a diet high in omega-3 lead to world peace?

People wanted to know the pros and cons of: autonomous vehicles, breast-feeding, chemotherapy, estate taxes, fracking, lotteries, “medicinal prayer,” online dating, patent reform, rhino poaching, using an iron off the tee, and virtual currencies. One minute we’d get an e-mail asking us to “solve the obesity epidemic” and then, five minutes later, one urging us to “wipe out famine, right now!”

Readers seemed to think no riddle was too tricky, no problem too hard, that it couldn’t be sorted out. It was as if we owned some proprietary tool—a Freakonomics forceps, one might imagine—that could be plunged into the body politic to extract some buried wisdom.

If only that were true!

The fact is that solving problems is hard. If a given problem still exists, you can bet that a lot of people have already come along and failed to solve it. Easy problems evaporate; it is the hard ones that linger. Furthermore, it takes a lot of time to track down, organize, and analyze the data to answer even one small question well.*

So rather than trying and probably failing to answer most of the questions sent our way, we wondered if it might be better to write a book that can teach anyone to think like a Freak.

What might that look like?

• • •

Imagine you are a soccer player, a very fine one, and you’ve led your nation to the brink of a World Cup championship. All you must do now is make a single penalty kick. The odds are in your favor: roughly 75 percent of penalty kicks at the elite level are successful.

The crowd bellows as you place the ball on the chalked penalty mark. The goal is a mere 12 yards away; it is 8 yards across and 8 feet high.

The goalkeeper stares you down. Once the ball rockets off your boot, it will travel toward him at 80 miles per hour. At such a speed, he can ill afford to wait and see where you kick the ball; he must take a guess and fling his body in that direction. If the keeper guesses wrong, your odds rise to about 90 percent.

The best shot is a kick toward a corner of the goal with enough force that the keeper cannot make the save even if he guesses correctly. But such a shot leaves little margin for error: a slight miskick, and you’ll miss the goal completely. So you may want to ease up a bit, or aim slightly away from the corner—although that gives the keeper a better chance if he does guess correctly.

You must also choose between the left corner and the right. If you are a right-footed kicker, as most players are, going left is your “strong” side. That translates to more power and accuracy—but of course the keeper knows this too. That’s why keepers jump toward the kicker’s left corner 57 percent of the time, and to the right only 41.

So there you stand—the crowd in full throat, your heart in hyperspeed—preparing to take this life-changing kick. The eyes of the world are upon you, and the prayers of your nation. If the ball goes in, your name will forever be spoken in the tone reserved for the most beloved saints. If you fail—well, better not to think about that.

The options swirl through your head. Strong side or weak? Do you go hard for the corner or play it a bit safe? Have you taken penalty kicks against this keeper before—and if so, where did you aim? And where did he jump? As you think all this through, you also think about what the keeper is thinking, and you may even think about what the keeper is thinking about what you are thinking.

You know the chance of becoming a hero is about 75 percent, which isn’t bad. But wouldn’t it be nice to jack up that number? Might there be a better way to think about this problem? What if you could outfox your opponent by thinking beyond the obvious? You know the keeper is optimizing between jumping right and left. But what if . . . what if . . . what if you kick neither right nor left? What if you do the silliest thing imaginable and kick into the dead center of the goal?

Yes, that is where the keeper is standing now, but you are pretty sure he will vacate that spot as you begin your kick. Remember what the data say: keepers jump left 57 percent of the time and right 41 percent—which means they stay in the center only 2 times out of 100. A leaping keeper may of course still stop a ball aimed at the center, but how often can that happen? If only you could see the data on all penalty kicks taken toward the center of the goal!

Okay, we just happen to have that: a kick toward the center, as risky as it may appear, is seven percentage points more likely to succeed than a kick to the corner.

Are you willing to take the chance?

Let’s say you are. You trot toward the ball, plant your left foot, load up the right, and let it fly. You are instantaneously gripped by a bone-shaking roar—Goooooooooal! The crowd erupts in an orgasmic rush as you are buried beneath a mountain of teammates. This moment will last forever; the rest of your life will be one big happy party; your children grow up to be strong, prosperous, and kind. Congratulations!

While a penalty kick aimed at the center of the goal is significantly more likely to succeed, only 17 percent of kicks are aimed there. Why so few?

One reason is that at first glance, aiming center looks like a terrible idea. Kicking the ball straight at the goalkeeper? That just seems unnatural, an obvious violation of common sense—but then so did the idea of preventing a disease by injecting people with the very microbes that cause it.

Furthermore, one advantage the kicker has on a penalty kick is mystery: the keeper doesn’t know where he will aim. If kickers did the same thing every time, their success rate would plummet; if they started going center more often, keepers would adapt.

There is a third and important reason why more kickers don’t aim center, especially in a high-stakes setting like the World Cup. But no soccer player in his right mind would ever admit it: the fear of shame.

Imagine again you are the player about to take that penalty kick. At this most turbulent moment, what is your true incentive? The answer might seem obvious: you want to score the goal to win the game for your team. If that’s the case, the statistics plainly show you should kick the ball dead center. But is winning the game your truest incentive?

Picture yourself standing over the ball. You have just mentally committed to aiming for the center. But wait a minute—what if the goalkeeper doesn’t dive? What if for some reason he stays at home and you kick the ball straight into his gut, and he saves his country without even having to budge? How pathetic you will seem! Now the keeper is the hero and you must move your family abroad to avoid assassination.

So you reconsider.

You think about going the traditional route, toward a corner. If the keeper does guess correctly and stops the ball—well, you will have made a valiant effort even if it was bested by a more valiant one. No, you won’t become a hero, but nor will you have to flee the country.

If you follow this selfish incentive—protecting your own reputation by not doing something potentially foolish—you are more likely to kick toward a corner.

If you follow the communal incentive—trying to win the game for your nation even though you risk looking personally foolish—you will kick toward the center.

Sometimes in life, going straight up the middle is the boldest move of all.

If asked how we’d behave in a situation that pits a private benefit against the greater good, most of us won’t admit to favoring the private benefit. But as history clearly shows, most people, whether because of nature or nurture, generally put their own interests ahead of others’. This doesn’t make them bad people; it just makes them human.

But all this self-interest can be frustrating if your ambitions are larger than simply securing some small private victory. Maybe you want to ease poverty, or make government work better, or persuade your company to pollute less, or just get your kids to stop fighting. How are you supposed to get everyone to pull in the same direction when they are all pulling primarily for themselves?

We wrote this book to answer that sort of question. It strikes us that in recent years, the idea has arisen that there is a “right” way to think about solving a given problem and of course a “wrong” way too. This inevitably leads to a lot of shouting—and, sadly, a lot of unsolved problems. Can this situation be improved upon? We hope so. We’d like to bury the idea that there’s a right way and a wrong way, a smart way and a foolish way, a red way and a blue way. The modern world demands that we all think a bit more productively, more creatively, more rationally; that we think from a different angle, with a different set of muscles, with a different set of expectations; that we think with neither fear nor favor, with neither blind optimism nor sour skepticism. That we think like—ahem—a Freak.

Our first two books were animated by a relatively simple set of ideas:

Incentives are the cornerstone of modern life. And understanding them—or, often, deciphering them—is the key to understanding a problem, and how it might be solved.

Knowing what to measure, and how to measure it, can make a complicated world less so. There is nothing like the sheer power of numbers to scrub away layers of confusion and contradiction, especially with emotional, hot-button topics.

The conventional wisdom is often wrong. And a blithe acceptance of it can lead to sloppy, wasteful, or even dangerous outcomes.

Correlation does not equal causality. When two things travel together, it is tempting to assume that one causes the other. Married people, for instance, are demonstrably happier than single people; does this mean that marriage causes happiness? Not necessarily. The data suggest that happy people are more likely to get married in the first place. As one researcher memorably put it, “If you’re grumpy, who the hell wants to marry you?”

This book builds on these same core ideas, but there is a difference. The first two books were rarely prescriptive. For the most part, we simply used data to tell stories we found interesting, shining a light on parts of society that often lay in shadow. This book steps out of the shadows and tries to offer some advice that may occasionally be useful, whether you are interested in minor lifehacks or major global reforms.

That said, this isn’t a self-help book in the traditional sense. We are probably not the kind of people you’d typically want to ask for help; and some of our advice tends to get people into trouble rather than out of it.

Our thinking is inspired by what is known as the economic approach. That doesn’t mean focusing on “the economy”—far from it. The economic approach is both broader and simpler than that. It relies on data, rather than hunch or ideology, to understand how the world works, to learn how incentives succeed (or fail), how resources get allocated, and what sort of obstacles prevent people from getting those resources, whether they are concrete (like food and transportation) or more aspirational (like education and love).

There is nothing magical about this way of thinking. It usually traffics in the obvious and places a huge premium on common sense. So here’s the bad news: if you come to this book hoping for the equivalent of a magician spilling his secrets, you may be disappointed. But there’s good news too: thinking like a Freak is simple enough that anyone can do it. What’s perplexing is that so few people do.

Why is that?

One reason is that it’s easy to let your biases—political, intellectual, or otherwise—color your view of the world. A growing body of research suggests that even the smartest people tend to seek out evidence that confirms what they already think, rather than new information that would give them a more robust view of reality.

It’s also tempting to run with a herd. Even on the most important issues of the day, we often adopt the views of our friends, families, and colleagues. (You’ll read more on this in Chapter 6.) On some level, this makes sense: it is easier to fall in line with what your family and friends think than to find new family and friends! But running with the herd means we are quick to embrace the status quo, slow to change our minds, and happy to delegate our thinking.

Another barrier to thinking like a Freak is that most people are too busy to rethink the way they think—or to even spend much time thinking at all. When was the last time you sat for an hour of pure, unadulterated thinking? If you’re like most people, it’s been a while. Is this simply a function of our high-speed era? Perhaps not. The absurdly talented George Bernard Shaw—a world-class writer and a founder of the London School of Economics—noted this thought deficit many years ago. “Few people think more than two or three times a year,” Shaw reportedly said. “I have made an international reputation for myself by thinking once or twice a week.”

We too try to think once or twice a week (though surely not as cleverly as Shaw) and encourage you to do the same.

This is not to say you should necessarily want to think like a Freak. It presents some potential downsides. You may find yourself way, way out of step with the prevailing winds. You might occasionally say things that make other people squirm. Perhaps, for instance, you meet a lovely, conscientious couple with three children, and find yourself blurting out that child car seats are a waste of time and money (at least that’s what the crash-test data say). Or, at a holiday dinner with your new girlfriend’s family, you blather on about how the local-food movement can actually hurt the environment—only to learn that her father is a hard-core locavore, and everything on the table was grown within fifty miles.

You’ll have to grow accustomed to people calling you a crank, or sputtering with indignation, or perhaps even getting up and walking out of the room. We have some firsthand experience with this.

Shortly after the publication of SuperFreakonomics, while on book tour in England, we were invited to meet with David Cameron, who would soon become prime minister of the United Kingdom.

While it is not uncommon for people like him to solicit ideas from people like us, the invitation surprised us. In the opening pages of SuperFreakonomics, we declared that we knew next to nothing about the macroeconomic forces—inflation, unemployment, and the like—that politicians seek to control by yanking a lever this way or that.

What’s more, politicians tend to shy away from controversy, and our book had already generated its fair share in the U.K. We had been grilled on national TV about a chapter that described an algorithm we created, in concert with a British bank, to identify suspected terrorists. Why on earth, the TV interviewers asked us, did we disclose the secrets that might help terrorists avoid detection? (We couldn’t answer that question at the time, but we do in Chapter 7 of this book. Hint: the disclosure was not an accident.)

We had also taken heat for suggesting that the standard playbook for fighting global warming was not going to work. In fact, the Cameron operative who collected us at the security post, a sharp young policy adviser named Rohan Silva, told us that his neighborhood bookshop refused to carry SuperFreakonomics because the shop’s owner so hated our global-warming chapter.

Silva took us to a conference room where roughly two dozen Cameron advisers waited. Their boss hadn’t yet arrived. Most of them were in their twenties or thirties. One gentleman, a once and future cabinet minister, was significantly more senior. He took the floor and told us that, upon election, the Cameron administration would fight global warming tooth and nail. If it were up to him, he said, Britain would become a zero-carbon society overnight. It was, he said, “a matter of the highest moral obligation.”

This made our ears prick up. One thing we’ve learned is that when people, especially politicians, start making decisions based on a reading of their moral compass, facts tend to be among the first casualties. We asked the minister what he meant by “moral obligation.”

“If it weren’t for England,” he continued, “the world wouldn’t be in the state it’s in. None of this would have happened.” He gestured upward and outward. The “this,” he implied, meant this room, this building, the city of London, all of civilization.

We must have looked puzzled, for he explained further. England, he said, having started the Industrial Revolution, led the rest of the world down the path toward pollution, environmental degradation, and global warming. It was therefore England’s obligation to take the lead in undoing the damage.

Just then Mr. Cameron burst through the door. “All right,” he boomed, “where are the clever people?”

He wore crisp white shirtsleeves, his trademark purple tie, and an air of irrepressible optimism. As we chatted, it became instantly clear why he was projected to become the next prime minister. Everything about him radiated competence and confidence. He looked to be exactly the sort of man whom deans at Eton and Oxford envision when they are first handed the boy.

Cameron said the biggest problem he would inherit as prime minister was a gravely ill economy. The U.K., along with the rest of the world, was still in the grip of a crushing recession. The mood, from pensioners to students to industry titans, was morose; the national debt was enormous and climbing. Immediately upon taking office, Cameron told us, he would need to make broad and deep cuts.

But, he added, there were a few precious, inalienable rights that he would protect at any cost.

Like what? we asked.

“Well, the National Health Service,” he said, eyes alight with pride. This made sense. The NHS provides cradle-to-grave health care for every Briton, most of it free at point of use. The oldest and largest such system in the world, it is as much a part of the national fabric as association football and spotted dick. One former chancellor of the exchequer called the NHS “the closest thing the English have to a religion”—which is doubly interesting since England does have an actual religion.

There was just one problem: U.K. health-care costs had more than doubled over the previous ten years and were expected to keep rising.

Although we didn’t know it at the time, Cameron’s devotion to the NHS was based in part on an intense personal experience. His eldest child, Ivan, was born with a rare neurological disorder called Ohtahara syndrome. It is marked by frequent, violent seizures. As a result, the Cameron family had become all too familiar with NHS nurses, doctors, ambulances, and hospitals. “When your family relies on the NHS all the time, day after day, night after night, you really know just how precious it is,” he once told the Conservative Party’s annual conference. Ivan died in early 2009, a few months short of his seventh birthday.

So perhaps it was no surprise that Cameron, even as head of a party that embraced fiscal austerity, should view the NHS as sacrosanct. To monkey with the system, even during an economic crisis, would make as much political sense as drop-kicking one of the Queen’s corgis.

But that didn’t mean it made practical sense. While the goal of free, unlimited, lifetime health care is laudable, the economics are tricky. We now pointed this out, as respectfully as possible, to the presumptive prime minister.

Because there is so much emotion attached to health care, it can be hard to see that it is, by and large, like any other part of the economy. But under a setup like the U.K.’s, health care is virtually the only part of the economy where individuals can go out and get nearly any service they need and pay close to zero, whether the actual cost of the procedure is $100 or $100,000.

What’s wrong with that? When people don’t pay the true cost of something, they tend to consume it inefficiently.

Think of the last time you sat down at an all-you-can-eat restaurant. How likely were you to eat a bit more than normal? The same thing happens if health care is distributed in a similar fashion: people consume more of it than if they were charged the sticker price. This means the “worried well” crowd out the truly sick, wait times increase for everyone, and a massive share of the costs go to the final months of elderly patients’ lives, often without much real advantage.

This sort of overconsumption can be more easily tolerated when health care is only a small part of the economy. But with health-care costs approaching 10 percent of GDP in the U.K.—and nearly double that in the United States—you have to seriously rethink how it is provided, and paid for.

We tried to make our point with a thought experiment. We suggested to Mr. Cameron that he consider a similar policy in a different arena. What if, for instance, every Briton were also entitled to a free, unlimited, lifetime supply of transportation? That is, what if everyone were allowed to go down to the car dealership whenever they wanted and pick out any new model, free of charge, and drive it home?

We expected him to light up and say, “Well, yes, that’d be patently absurd—there’d be no reason to maintain your old car, and everyone’s incentives would be skewed. I see your point about all this free health care we’re doling out!”

But he said no such thing. In fact he didn’t say anything at all. The smile did not leave David Cameron’s face, but it did leave his eyes. Maybe our story hadn’t come out as we’d intended. Or maybe it did, and that was the problem. In any case, he offered a quick handshake and hurried off to find a less-ridiculous set of people with whom to meet.

You could hardly blame him. Fixing a huge problem like runaway health-care costs is about a thousand times harder than, say, figuring out how to take a penalty kick. (That’s why, as we argue in Chapter 5, you should focus on small problems whenever possible.) We also could have profited from knowing then what we know now about persuading people who don’t want to be persuaded (which we cover in Chapter 8).

That said, we fervently believe there is a huge upside in retraining your brain to think differently about problems large and small. In this book, we share everything we’ve learned over the past several years, some of which has worked out better than our brief encounter with the prime minister.

Are you willing to give it a try? Excellent! The first step is to not be embarrassed by how much you don’t yet know. . . .





CHAPTER 2

The Three Hardest Words in the English Language


Imagine you are asked to listen to a simple story and then answer a few questions about it. Here’s the story:

A little girl named Mary goes to the beach with her mother and brother. They drive there in a red car. At the beach they swim, eat some ice cream, play in the sand, and have sandwiches for lunch.

Now the questions:

           1. What color was the car?

           2. Did they have fish and chips for lunch?

           3. Did they listen to music in the car?

           4. Did they drink lemonade with lunch?

All right, how’d you do? Let’s compare your answers to those of a bunch of British schoolchildren, aged five to nine, who were given this quiz by academic researchers. Nearly all the children got the first two questions right (“red” and “no”). But the children did much worse with questions 3 and 4. Why? Those questions were unanswerable—there simply wasn’t enough information given in the story. And yet a whopping 76 percent of the children answered these questions either yes or no.

Kids who try to bluff their way through a simple quiz like this are right on track for careers in business and politics, where almost no one ever admits to not knowing anything. It has long been said that the three hardest words to say in the English language are I love you. We heartily disagree! For most people, it is much harder to say I don’t know. That’s a shame, for until you can admit what you don’t yet know, it’s virtually impossible to learn what you need to.

Before we get into the reasons for all this fakery—and the costs, and the solutions—let’s clarify what we mean when we talk about what we “know.”

There are of course different levels and categories of knowledge. At the top of this hierarchy are what might be called “known facts,” things that can be scientifically verified. (As Daniel Patrick Moynihan was famous for saying: “Everyone’s entitled to their own opinion but not to their own facts.”) If you insist that the chemical composition of water is HO2 instead of H2O, you will eventually be proved wrong.

Then there are “beliefs,” things we hold to be true but which may not be easily verified. On such topics, there is more room for disagreement. For instance: Does the devil really exist?

This question was asked in a global survey. Among the countries included, here are the top five for devil belief, ranked by share of believers:

           1. Malta (84.5%)

           2. Northern Ireland (75.6%)

           3. United States (69.1%)

           4. Ireland (55.3%)

           5. Canada (42.9%)

And here are the five countries with the fewest devil believers:

           1. Latvia (9.1%)

           2. Bulgaria (9.6%)

           3. Denmark (10.4%)

           4. Sweden (12.0%)

           5. Czech Republic (12.8%)

How can there be such a deep split on such a simple question? Either the Latvians or the Maltese plainly don’t know what they think they know.

Okay, so maybe the devil’s existence is too otherworldly a topic to consider at all factual. Let’s look at a different kind of question, one that falls somewhere between belief and fact:

According to news reports, groups of Arabs carried out the attacks against the USA on September 11. Do you believe this to be true or not?

To most of us, the very question is absurd: of course it is true! But when asked in predominantly Muslim countries, the question got a different answer. Only 20 percent of Indonesians believed that Arabs carried out the 9/11 attacks, along with 11 percent of Kuwaitis and 4 percent of Pakistanis. (When asked who was responsible, respondents typically blamed the Israeli or U.S. government or “non-Muslim terrorists.”)

All right, so what we “know” can plainly be sculpted by political or religious views. The world is also thick with “entrepreneurs of error,” as the economist Edward Glaeser calls them, political and religious and business leaders who “supply beliefs when it will increase their own financial or political returns.”

On its own, this is problem enough. But the stakes get higher when we routinely pretend to know more than we do.

Think about some of the hard issues that politicians and business leaders face every day. What’s the best way to stop mass shootings? Are the benefits of fracking worth the environmental costs? What happens if we allow that Middle Eastern dictator who hates us to stay in power?

Questions like these can’t be answered merely by assembling a cluster of facts; they require judgment, intuition, and a guess as to how things will ultimately play out. Furthermore, these are multidimensional cause-and-effect questions, which means their outcomes are both distant and nuanced. With complex issues, it can be ridiculously hard to pin a particular cause on a given effect. Did the assault-weapon ban really cut crime—or was it one of ten other factors? Did the economy stall because tax rates were too high—or were the real villains all those Chinese exports and a spike in oil prices?

In other words, it can be hard to ever really “know” what caused or solved a given problem—and that’s for events that have already happened. Just think how much harder it is to predict what will work in the future. “Prediction,” as Niels Bohr liked to say, “is very difficult, especially if it’s about the future.”

And yet we constantly hear from experts—not just politicians and business leaders but also sports pundits, stock-market gurus, and of course meteorologists—who tell us they have a pretty good idea of how the future will unspool. Do they really know what they’re talking about or are they, like the British schoolkids, just bluffing?

In recent years, scholars have begun to systematically track the predictions of various experts. One of the most impressive studies was conducted by Philip Tetlock, a psychology professor at the University of Pennsylvania. His focus is politics. Tetlock enlisted nearly 300 experts—government officials, political-science scholars, national-security experts, and economists—to make thousands of predictions that he charted over the course of twenty years. For instance: in Democracy X—let’s say it’s Brazil—will the current majority party retain, lose, or strengthen its status after the next election? Or, for Undemocratic Country Y—Syria, perhaps—will the basic character of the political regime change in the next five years? In the next ten years? If so, in what direction?

The results of Tetlock’s study were sobering. These most expert of experts—96 percent of them had postgraduate training—“thought they knew more than they knew,” he says. How accurate were their predictions? They weren’t much better than “dart-throwing chimps,” as Tetlock often joked.

“Oh, the monkey-with-a-dartboard comparison, that comes back to haunt me all the time,” he says. “But with respect to how they did relative to, say, a baseline group of Berkeley undergraduates making predictions, they did somewhat better than that. Did they do better than an extrapolation algorithm? No, they did not.”

Tetlock’s “extrapolation algorithm” is simply a computer programmed to predict “no change in current situation.” Which, if you think about it, is a computer’s way of saying “I don’t know.”

A similar study by a firm called CXO Advisory Group covered more than 6,000 predictions by stock-market experts over several years. It found an overall accuracy rate of 47.4 percent. Again, the dart-throwing chimp likely would have done just as well—and, when you consider investment fees, at a fraction of the cost.

When asked to name the attributes of someone who is particularly bad at predicting, Tetlock needed just one word. “Dogmatism,” he says. That is, an unshakable belief they know something to be true even when they don’t. Tetlock and other scholars who have tracked prominent pundits find that they tend to be “massively overconfident,” in Tetlock’s words, even when their predictions prove stone-cold wrong. That is a lethal combination—cocky plus wrong—especially when a more prudent option exists: simply admit that the future is far less knowable than you think.

Unfortunately, this rarely happens. Smart people love to make smart-sounding predictions, no matter how wrong they may turn out to be. This phenomenon was beautifully captured in a 1998 article for Red Herring magazine called “Why Most Economists’ Predictions Are Wrong.” It was written by Paul Krugman, himself an economist, who went on to win the Nobel Prize.* Krugman points out that too many economists’ predictions fail because they overestimate the impact of future technologies, and then he makes a few predictions of his own. Here’s one: “The growth of the Internet will slow drastically, as the flaw in ‘Metcalfe’s law’—which states that the number of potential connections in a network is proportional to the square of the number of participants—becomes apparent: most people have nothing to say to each other! By 2005 or so, it will become clear that the Internet’s impact on the economy has been no greater than the fax machine’s.”

As of this writing, the market capitalization of Google, Amazon, and Facebook alone is more than $700 billion, which is more than the GDP of all but eighteen countries. If you throw in Apple, which isn’t an Internet company but couldn’t exist without it, the market cap is $1.2 trillion. That could buy a lot of fax machines.

Maybe we need more economists like Thomas Sargent. He too won a Nobel, for his work measuring macroeconomic cause and effect. Sargent has likely forgotten more about inflation and interest rates than the rest of us will ever know. When Ally Bank wanted to make a TV commercial a few years ago touting a certificate of deposit with a “raise your rate” feature, Sargent was cast in the lead.

The setting is an auditorium whose stage evokes a university club: ornate chandeliers, orderly bookshelves, walls hung with portraits of distinguished gentlemen. Sargent, seated regally in a leather club chair, awaits his introduction. A moderator begins:

       MODERATOR: Tonight, our guest: Thomas Sargent, Nobel laureate in economics and one of the most-cited economists in the world. Professor Sargent, can you tell me what CD rates will be in two years?

       SARGENT: No.

And that’s it. As the Ally announcer points out, “If he can’t, no one can”—thus the need for an adjustable-rate CD. The ad is a work of comic genius. Why? Because Sargent, in giving the only correct answer to a virtually unanswerable question, shows how absurd it is that so many of us routinely fail to do the same.

It isn’t only that we know less than we pretend about the outside world; we don’t even know ourselves all that well. Most people are terrible at the seemingly simple task of assessing their own talents. As two psychologists recently put it in an academic journal: “Despite spending more time with themselves than with any other person, people often have surprisingly poor insight into their skills and abilities.” A classic example: when asked to rate their driving skills, roughly 80 percent of respondents rated themselves better than the average driver.

But let’s say you are excellent at a given thing, a true master of your domain, like Thomas Sargent. Does this mean you are also more likely to excel in a different domain?

A sizable body of research says the answer is no. The takeaway here is simple but powerful: just because you’re great at something doesn’t mean you’re good at everything. Unfortunately, this fact is routinely ignored by those who engage in—take a deep breath—ultracrepidarianism, or “the habit of giving opinions and advice on matters outside of one’s knowledge or competence.”

Making grandiose assumptions about your abilities and failing to acknowledge what you don’t know can lead, unsurprisingly, to disaster. When schoolchildren fake their answers about a trip to the seashore, there are no consequences; their reluctance to say “I don’t know” imposes no real costs on anyone. But in the real world, the societal costs of faking it can be huge.

Consider the Iraq War. It was executed primarily on U.S. claims that Saddam Hussein had weapons of mass destruction and was in league with al Qaeda. To be sure, there was more to it than that—politics, oil, and perhaps revenge—but it was the al Qaeda and weapons claims that sealed the deal. Eight years, $800 billion, and nearly 4,500 American deaths later—along with at least 100,000 Iraqi fatalities—it was tempting to consider what might have happened had the purveyors of those claims admitted that they did not in fact “know” them to be true.

Just as a warm and moist environment is conducive to the spread of deadly bacteria, the worlds of politics and business especially—with their long time frames, complex outcomes, and murky cause and effect—are conducive to the spread of half-cocked guesses posing as fact. And here’s why: the people making these wild guesses can usually get away with it! By the time things have played out and everyone has realized they didn’t know what they were talking about, the bluffers are long gone.

If the consequences of pretending to know can be so damaging, why do people keep doing it?

That’s easy: in most cases, the cost of saying “I don’t know” is higher than the cost of being wrong—at least for the individual.

Think back to the soccer player who was about to take a life-changing penalty kick. Aiming toward the center has a better chance of success, but aiming toward a corner is less risky to his own reputation. So that’s where he shoots. Every time we pretend to know something, we are doing the same: protecting our own reputation rather than promoting the collective good. None of us want to look stupid, or at least overmatched, by admitting we don’t know an answer. The incentives to fake it are simply too strong.

Incentives can also explain why so many people are willing to predict the future. A huge payoff awaits anyone who makes a big and bold prediction that happens to come true. If you say the stock market will triple within twelve months and it actually does, you will be celebrated for years (and paid well for future predictions). What happens if the market crashes instead? No worries. Your prediction will already be forgotten. Since almost no one has a strong incentive to keep track of everyone else’s bad predictions, it costs almost nothing to pretend you know what will happen in the future.

In 2011, an elderly Christian radio preacher named Harold Camping made headlines around the world by predicting that the Rapture would occur on Saturday, May 21 of that year.
OEBPS/images/9780062218360_Cover.jpg
NEW YORK TIMES BESTSELLER

“UTTERLY CAPTIVATING.” —MALCOLM GLADWELL

THINK

LIKE A

; REAK

tue authors of FREAK' - NOMICS

OFFER TO RETRAIN YUUR BRAIN

IIIII
HHHHHHHHH

STEVEN'D STEPHEM J.

lEVITT& IlllBNIEH





OEBPS/images/title.jpg
FREAK

THE AUTHORS OF FREAKONOMICS OFFER
TO RETRAIN YOUR BRAIN

STEVEND. LEVITT &
STEPHEN J. DUBNER

whs

William Morrow
An Imprint of HarperCollinsPublishers





