



DEAR UNDERCOVER	

ECONOMIST	

The very best letters from the ‘Dear Economist’ column

Tim Harford

Hachette Digital



	www.littlebrown.co.uk







Also by Tim Harford


The Undercover Economist


The Logic of Life






DEAR UNDERCOVER	

ECONOMIST	

The very best letters from the ‘Dear Economist’ column

Tim Harford

Hachette Digital



	www.littlebrown.co.uk







LITTLE, BROWN


Published by Hachette Digital 2009


Collection and Introduction copyright © Tim Harford 2009 Individual ‘Dear Economist’ columns copyright © The Financial Times


Tim Harford has asserted his right to be identified as Author of this Work.


All rights reserved.No part of this publication may be reproduced, stored in a retrieval system, or transmitted, in any form or by any means, without the prior permission in writing of the publisher, nor be otherwise circulated in any form of binding or cover other than that in which it is published and without a similar condition including this condition being imposed on the subsequent purchaser.




A CIP catalogue record for this book is available from the British Library.


ISBN 978 0 7481 1202 9


This ebook produced byPalimpsest Book Production Limited,
Grangemouth, Stirlingshire


Hachette Digital
An imprint of
Little, Brown Book Group
100 Victoria Embankment
London EC4Y 0DY


An Hachette Livre UK Company
www.hachettelivre.co.uk
www.littlebrown.co.uk





To Fran




CONTENTS


Introduction


Can Economics Make You Happier?


Should I Fake My Orgasms?


Love and Dating


How to Spend Your Lottery Win


Work, School and Money


Efficient Protocols for the Lavatory Seat


Family Life


How to Fool a Wine Snob


Food, Drink and Entertainment


Email Scams, Odd Socks and the Existence of God


Miscellaneous Queries


Acknowledgements




Introduction


Can Economics Make You Happier?


Economists might not be the first people you would think of to give you advice on parenting, the intricacies of etiquette or the dark arts of seduction. Even at best the economist can seem a remote figure: infinitely rational, untroubled by indecision or weakness of the will, a Spock-like creature too perfect to be able to relate to mere human concerns. At worst the economist can look like a social naïf, if not an outright sociopath; a man (or occasionally a woman) who knows the price of everything and the value of nothing.


At least such is the traditional image of the economist; and who is Dear Economist to disappoint? He is not, it would be fair to say, as sympathetic as more traditional agony aunts. He is blunt. He is rude. He loves jargon. When confronted with a woman who enjoys the dating game but worries that she might leave it too late to settle down, Dear Economist offers not a shoulder to cry on but a frank explanation of optimal experimentation theory. When a dinner party guest wonders how much to spend on a bottle of wine, Dear Economist ignores the Good Wine Guide and reaches for the Journal of Wine Economics.


And yet his advice can be surprisingly sound. In the six years since the Financial Times entrusted me with the awesome responsibility of answering letters to Dear Economist, I have even – whisper it – been known to take some of his counsel myself.


This shouldn’t be surprising. While Dear Economist’s bedside manner may leave something to be desired, economics itself is instinct to strip away social niceties and model problems simply can succeed in providing just the kind of no-nonsense counsel we expect from any good advice column. And modern economics is far removed from its traditional image. It is no longer dominated by unworldly mathematical supermen but by streetwise statistical detectives, and the debate between behavioural economists and rational choice theorists is throwing ever more light on what rational economic behaviour looks like when people behave less like Mr Spock and more like Homer Simpson.


As a result modern economists understand much about both how we should behave and how we sometimes fall short. If anyone is going to dispense advice with the supreme confidence of the super-rational know-it-all, who better than an economist?




Should I Fake My Orgasms?


Love and Dating


It is not for nothing that sex, dating and relationships have traditionally formed the staple of the agony column. Wise words on these subjects are not easy to find. Not many people want to ask their parents for tips about losing their virginity. It is no less embarrassing to seek the opinions of colleagues as one contemplates an extra-marital affair. We know that envious friends may not always give us impartial advice when we wonder whether we have, at last, found ‘the one’. What could be more welcome in such cases, then, than the cool counsel of economic rationality?


Economists, it is true, do not generally enjoy a reputation as lotharios – unsurprisingly, when the economist’s response to the delicate question of faking orgasms is to reach for the analytical framework of a two-player signalling game. But economists do not dismiss love. On the contrary, we are unorthodox experts in the romantic arts. Economists understand decision-making in the face of uncertainty. We understand the dangerous blandishments of cheap talk and the value of binding commitments.


Above all, economists understand the concept of non-zero-sum games, interactions in which both sides can expect to benefit from the bargain. When it comes to love, you could even say that we economists are optimists.





My boyfriend and I have been seeing each other for a while, and last month he moved in with me. It seems sensible for us to put his flat on the market, but he’s suggesting that we wait a while in case things don’t work out. What would you advise?


– V.H., Leeds


Dear V.H.,


Modern living has made it so much more difficult to judge where you stand.


Mothers used to teach their daughters not to believe suitors’ promises that they would still love them in the morning. Then, commitment was made in the form of a marriage proposal. But then courts in the US stopped allowing women to sue for ‘breach of promise’ – the polite way of describing the actions of a cad who proposes marriage, beds his fiancée, and then changes his mind. At that point it became traditional to back up those promises with diamonds, a girl’s best friend.


Times have moved on and it is much more difficult for both men and women to gauge their partners’ seriousness. But if you apply a spot of screening theory to your domestic situation you will discover exactly where you are. (Screening, the theory of which won enfant terrible Joe Stiglitz a share of the Nobel Prize in 2001, is the art of finding out hidden information by forcing people to act, rather than simply murmur sweet nothings.)


If your boyfriend is enjoying the perks of living with you but lacks real commitment to your relationship, then he enjoys a high option value from owning a flat to which he can return. This is true even if he loves you but doubts the constancy of that love.


If, on the other hand, he is convinced that you will grow old together, the option value of a spare bachelor pad is minimal. The only reason for him to hold on to the flat is because he thinks it’s a good financial investment. Pundits can argue about compared with the loss of his soulmate.


To screen for your boyfriend’s type, you must demand that he sells his flat at once – claim that the Financial Times has been predicting a fall in prices, if you wish.


The art of successful screening is to impose a demand that one type of person is unwilling to meet. You don’t want to be sharing a house with that type of person, so put your foot down.


Yours credibly, The Undercover Economist





I have a Valentine’s Day problem.


I will be taking my sweetheart out for a romantic dinner and I know how it will conclude: Juliet will refuse dessert, I’ll order a chocolate cake and she will proceed to eat most of it. I find it an infuriating habit. Can you offer me any advice?


– Romeo, Verona


Dear Romeo,


It is safe to say that you will never persuade Juliet to order her own dessert, and ordering two for yourself as a joke is likely to be lost on her. You must take the quantity of cake as fixed and your problem as simply one of division.


This problem is not insoluble if basic utility theory is inventively deployed. Normally utility theory allows us to choose between spending income on different goods. Your problem is how to choose between two goods: cake for you and cake for Juliet (which will also make you happy, since you love her). Your calculations are complicated by the fact that while Juliet enjoys eating cake, she also enjoys watching you eat cake. Each of you would, given the choice, eat only part of the cake and donate the other part to your lover. But how much to donate?


Fortunately the economist Ted Bergstrom tackled the necessary equations fifteen years ago. All you need to do is work out how strong your love is for Juliet, compared with your love for cake – and perform the same calculation for her. Substituting the result into Bergstrom’s equations gives you the answer. If you both tend to prefer cake, you will have to split the difference and each concede some cake to the other. If you care little for cake but love to watch each other enjoying it, you will try to foist the cake on each other.


True selflessness comes when both agree, without haggling, what the ideal division of cake should be. Then love is in the air.


Yours altruistically, The Undercover Economist





I am seventy-four, vigorous, wealthy and boringly married. My girlfriend of eight years, who is thirty-seven, has found a man of her own age of moderate means. She has assets of £300,000 and a salary of about £50,000. I had intended to give her £250,000 and would still do so if she continued a discreet relationship with me. What do you think?


– Mr Smith, London


Dear Mr Smith,


Your plan must overcome two obstacles. First Milton Friedman’s ‘permanent income hypothesis’ invites us to consider any temporary windfall in terms of the income it could generate in perpetuity. In 2004 your payment of £250,000, while substantial, would have generated a permanent income of roughly £5000 at prevailing real interest rates. This is only a modest sum compared with your girlfriend’s salary, although perhaps less modest if she proposes starting a family and living off the income of her new beau for several years. In other words your offer is serious money to her only if she plans to make a serious commitment to her other relationship – an unfortunate combination for you.


There is a second concern – you cannot write an enforceable contract setting out what you expect for your considerable outlay. It is true that many romantic and sexual relationships have a financial component. However, not many succeed on the terms you propose – they either proceed to implicit long-term contracts, or else are carried out as, ahem, spot market transactions.


You may find it distasteful to pay your girlfriend by the hour or day. Even if you do not, she will. You are likely to have more success sticking to the formula that has stood you in good stead for eight years: keep hold of your money but turn on the charm.


Yours discreetly, The Undercover Economist





I’ve kissed a few boys in my time and I plan to kiss a few more. Eventually, however, I’d like to settle down and have children. How long should I leave it?


– Caroline Breyer, Manchester


Dear Miss Breyer,


Your candid query requires a non-trivial application of optimal experimentation theory. Start with a simpler variant: when visiting a regular restaurant haunt, at what point should you stop trying new dishes and simply order your favourite every time?


The answer depends on how much you like your favourite dish, your taste for variety and how many times you plan to return. If you plan to return often, it’s worth encountering many disappointments on your quest to find a dish which surpasses your previous favourite. If the restaurant is soon to close down, it’s better to stick to your preferred dish for the few visits you have left.


A similar calculation applies to your question, which is complicated by the fact that you do not know with certainty either your rate of accrual of men, nor the date at which you can no longer have children. But assume that you are able to ‘sample’ one man every two months and decide that whatever happens, you will settle down by thirty-five. At the age of eighteen, you have 102 men to look forward to and should only settle down if you happen upon one in the top 1 per cent.


If the years roll by without the appearance of Brad Pitt, you lower your critical threshold. You’ll be encouraged to know that you can keep experimenting throughout your twenties without greatly lowering your standards. Even at thirty, a top 3 per cent man will do. But do not wait for ever. You may have to settle for an economist.


Yours experimentally, The Undercover Economist





I love my partner, but he does not always satisfy me in bed. Sometimes I fake my orgasms – is this wrong?


– Ms C.H., Nottinghamshire


Dear Ms C.H.,


Economics doctoral student Hugo Mialon argues that you need to analyse this as a two-player signalling game. You have two choices – fake or be honest about the earth’s failure to move. (Mialon comments helpfully, ‘Faking is the strategy of a devoted girlfriend or courtesan, depending on whether the intent is to spare feelings or gain favours.’) When you appear to be enjoying yourself, your partner also has two choices: to believe you or not.


The strategy Mialon advises depends on the intensity of your love, and on how likely you are to be enjoying yourself anyway, which in his model is a function of your age. His conclusion: the more you love your partner, and the further you are from thirty (the age at which your partner expects your capacity for orgasm to be greatest), the more you should fake.


I have to confess I found it all extremely complicated. I discussed it with my wife, but that didn’t seem to help anybody very much. Yet several of Mialon’s ideas have been supported by data from the 2000 Orgasm Survey. (Presumably, the name is chronological rather than quantitative.)


After much reflection I finally located my doubts: in Mialon’s model, orgasms themselves are exogenous. The players cannot simply try a bit harder. This is an important omission, since one of the main arguments against faking is that it denies your partner the feedback he needs to improve.


Therefore I have decided to construct my own economic model of the subject. Meanwhile my advice is to stop faking orgasms and instead make sure your partner doesn’t fake his foreplay.


Yours energetically, The Undercover Economist





I’ve been seeing my girlfriend for the past three years, and we’ve been living together for the past eighteen months. I just can’t decide whether to propose to her this Valentine’s Day or wait until next year. What would you suggest?


– Mr C. Johnson, Bristol


Dear Mr Johnson,


Evidently you intend to marry this lucky girl eventually, since your question implies that whether you propose now or later, the expected net present value created will be positive.


As the poet Andrew Marvell once explained, value-creating moves usually should be made sooner, rather than later, since time’s winged chariot hurries near. But Marvell failed to anticipate advances in real option theory which demonstrate that it can be worth delaying decisions to obtain more information. You need to weigh up the cost of delay against the value of waiting to gain new information.


The cost of delay is small if you are young and patient. The value of waiting is large if you have the kind of exciting relationship where every day you learn something new about your belle. This is why young people are often counselled against rash betrothals.


On the other hand, you’ve been living with the girl for a while. Perhaps another year is unlikely to bring important information. If so, what are you waiting for? This reasoning has served your correspondent very well.


There is another important consideration: the window of opportunity for exercising an option can slam shut, in which case the option value is zero. There is no point learning everything you need to know to propose, if on Valentine’s Day next year your girlfriend is dating somebody else. Before you decide to wait another year, it might be wise to be sure that she will wait too.


Yours in haste, The Undercover Economist





I seem to have a thing about young women. I will not see forty again, and while my friends (the female ones, admittedly) insist that I should be dating sophisticated thirtysomething women with the aim of settling down, I find myself attracted to wild, volatile hellraisers. There has been Kristen, eighteen, catwalk model; Irene, twenty-two, Swedish law student; Janine, twenty, French heiress; and, most recently, Fleur, twenty-three, polo player (my God). My friends tell me my later years will be lonely, barren and desperate. Is it worth it?


– H. Humbert, London


Dear Mr Humbert,


Contrary to popular belief, economists have an optimistic disposition. We believe that when individuals are free to choose, they find life is full of mutually beneficial interactions, such as the ones you and Fleur enjoy. We also believe that just because something is fun doesn’t mean it cannot last.


The contrary view – the view your friends hold – is that you need to drop Fleur like a hot potato and find yourself a member of the Bridget Jones generation. There are two possible reasons. First perhaps women, like wine, improve with age. Your friends may believe this but when it comes to your happiness, your own preferences must be sovereign. Second perhaps it is worth giving up your playboy lifestyle now to avoid loneliness later.


But I believe that your friends are giving you bad advice because they are jealous. Given that you are already successfully dating people half your age, why will this suddenly stop? Even if your hellraisers grow tired of you, you may then find that single women of a certain age are a renewable resource. But the most important reason for advising you to stick to girls is my own conscience: I am not sure the sophisticated women of the world could bear to experience your charms just yet.


Yours enviously, The Undercover Economist





I believe that there is an inexplicable shortage of sex. Given that studies show that women and men enjoy it more than most other activities, and given its intrinsically low cost, it appears that even a crude approximation of a utility-maximising person would probably spend much more time having sex than most. Do you know of any economic discussion of this?


– Michael Vassar, New York


Dear Michael,


It is true that there is something puzzling about the lack of sex in the world. Everybody says they enjoy sex, you can do it fairly safely for the price of a condom, and all you need is somebody of the appropriate gender and sexual preference. How difficult can it be?


Economics professor and blogger Tyler Cowen has offered an embarrassment of possible explanations. In the spirit of perfect competition between economic pundits I suggest that you need fewer answers.


We need just two complementary theories, one to explain the all-night-long sex that couples aren’t having as much of as they should; and the other to explain the casual sex that strangers should be having with each other, and aren’t.


For couples it’s surely a case of diminishing returns. Just because the average utility of sex is high, doesn’t mean that the marginal utility of more sex is also high.


I enjoy sex but I am no longer a teenager and, to be blunt, it takes me days to reload.


For strangers the risk of rejection, violence or social condemnation seems very high. In groups where these risks are lower (gay men, students, hippies), my theory predicts that more sex should be going on.


There is a simpler explanation, though: everybody is having constant, guilt-free sex. They just haven’t told the economists.


Yours in curiosity, The Undercover Economist





I’m struggling with the dating game. I am told that one of the ‘rules’ is that I shouldn’t accept a date for Saturday night unless I’m asked out by Wednesday at the latest. The idea, apparently, is to give the impression that I’m busy. Needless to say, I’ve missed out on the last three potential dates. Is this rule really wise?


– Bridget, London


Dear Bridget,


You have the right rule but the wrong explanation. You think that the rule is designed to signal unavailability. However, any game theorist will tell you that a credible signal has to be prohibitively costly to fake. This would be the case if only genuinely busy girls were able to refuse last-minute dates. If a signal can be easily faked it’s not much of a signal, and since any wallflower can pretend to be busy, the signalling value of such pretence is zero because no man will pay attention to it.


The true role of the rule is not signalling but screening. The ‘no last-minute dates’ rule automatically disqualifies any man who is inconsiderate, short-sighted or just not particularly into you. The Nobel Prize-winning screening theory recognises the fact that without some foolproof system, women are incapable of telling a Mark Darcy from a Daniel Cleaver.


Admittedly, since you are ruling out dates with all the cads, the number of first dates you accept will fall – perhaps precipitously, depending on the proportion of playboys in your orbit. But the dates you do have will be quality-controlled: you will cut out all that unnecessary flirting, dressing up and snogging in the car at the end of the date, and replace it with long, steady relationships with reliable men. This is what you want, isn’t it?


Yours selectively, The Undercover Economist





I’m busy and I’m looking for love, so I’ve posted my profile on some online dating sites. I make a good living in the City but, as I’m slightly overweight and my nose is too big, I’ve avoided including a photograph. So far I’ve not had a single reply – what am I doing wrong?


– Samantha Williamson, Shoreditch


Dear Samantha,


You can claim what you like and post a photo of a slim, stunning young model but, although such lies will secure you many enquiries, none of the dates are likely to go well. An optimum strategy is to go for mild exaggeration.


This is indeed what most people do, according to the economists Ali Hortacsu and Gunter Hitsch and the economic psychologist Dan Ariely. They studied thirty thousand online adverts to see what people were saying about themselves and whether it attracted replies.


People claim to be richer, slimmer, blonder and more beautiful than one would expect: two-thirds of online daters have ‘above average’ looks and just one in a hundred admit ‘below average’. So, claim above-average looks yourself, and who is to gainsay you?


It may also be a mistake to be too candid about your high salary. Women reply to rich men but, for some reason, men prefer women with middling incomes.


Your biggest mistake, though, is not to post your photograph. People without photos rarely get enquiries – with good reason. Anyone with above-average looks will post a photo and prove it; those without photos, therefore, will be assumed to be plain. But then, those who are merely plain can also post photos. Then, those who are ugly will follow suit to distinguish themselves from those who shatter the camera lens. You don’t want to bracket yourself down there, so point your sneezer at the camera and smile.


Above-averagely yours, The Undercover Economist





My boyfriend and I have always practised safe sex, but now we’re talking about using just the pill rather than condoms. What concerns me is the risk of catching something. I expect my boyfriend slept with other girls before we started dating, but I feel fairly sure that he wouldn’t have done anything risky.


Am I right?


– Cecilia Larson, Bristol


PS My boyfriend is an economist.


Dear Cecilia,


Oh dear. It was all looking so promising. Unprotected sex produces a classic negative externality. Someone who decides to have unsafe sex gets to enjoy all the pleasure but only part of the risk: if he contracts an infection, he will suffer from it himself but also risk passing it on to his future partners, and their partners’ partners. The only reason you have been using condoms at all is that you know other people haven’t bothered.


Your boyfriend knows this perfectly well. He may also know that some sexually transmitted diseases, such as chlamydia, have more serious effects in women than in men. Unsafe sex has benefits as well as risks; as an economist, he may well have decided that the personal risks are worth running.


Do not lose hope, though.


As a rational being, your boyfriend will have avoided the most unsafe practices, such as sharing needles and having unprotected intercourse with sex professionals. So your main risk is that he has had unprotected sex with a large number of ordinary women like you. But how likely is this? Such delights are likely to lie well outside his feasible consumption set: there is not usually a queue to jump into bed with economists.


Yours, playing it safe, The Undercover Economist





After several years I recently noted that I only really fancy my girlfriend after I’ve had a few drinks. Is this relationship worth pursuing?


– David Pigeon, London


Dear David,


I know how you feel: I only fancy chips when they’re served with mayonnaise. Sadly for my waistline, my relationship with chips has not suffered.


You are saying that like chips and mayonnaise, alcohol and your girlfriend are complementary goods. I am not sure this is a problem.


It might be a problem if your predicament were unusual. It is not. Many people have found that alcohol has aphrodisiac qualities, even if it occasionally dampens the ability to follow through. This Christmas thousands of couples like you and your girlfriend will rediscover each other with the help of the Yuletide brandy. I’m a September baby myself, as is my father, my sister, her husband and their son. You are not alone!


Of course, it is easy to drink more alcohol than is good for you. Perhaps this is what is concerning you, but there seems to be no need for worry. The Government advises that the average man should aim to drink no more than three to four ‘units’ of alcohol – about two pints of ordinary-strength lager – a day. Since the typical British couple claims to make love every three days or so, you should be able to lubricate yourself appropriately without putting too much strain on your liver. Just steer clear of prodigious feats of love.


It seems to me that there is one cause for concern: your girlfriend must never suspect that you need to don the beer goggles to find her appealing. Drinking is commonplace in our culture, so you shouldn’t find it hard to camouflage the limits of your infatuation. Just don’t do anything stupid, such as discussing it in the pages of a national newspaper.


Yours tipsily, The Undercover Economist





I think I’m a likeable person but I struggle to get dates. I’ve been told I give a bad first impression and just need to persuade women to get to know me a bit better. Some friends are dragging me to speed-dating but I can’t see how a series of three-minute conversations can be anything other than a disaster. How I can persuade the girls to give me a second chance?


– James Atkinson, Clapham


Dear James,


Many people suffer from this problem – and not just people, but products too. Imagine a new manufacturer trying to persuade sceptical customers that a new DVD player is reliable. Nobody’s ever heard of the company name, so how do they know the DVD player isn’t going to break down after a few weeks?


The solution is for the company to offer money-back guarantees offering to replace the player or refund the customer’s money if the thing breaks within, say, three years. That gives the customer some insurance, but more importantly it’s an unmistakable signal of the manufacturer’s confidence in the product.


People who make poor-quality merchandise can’t afford to promise to fix it.


You, too, need to offer a money-back guarantee. Go to the speed-dating session with two tickets for a top West End show and give them to a girl you like. Tell her that you are sure she will like you if she gets to know you, and that you suggest that she uses the tickets to take you on your third date. That’s a measure of your confidence that she will want a third date. If not, she is free to take someone else.
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