Thomas Schel | i ng

Di ssent is a synonym for disagreenent. Kenneth Boul ding's
(1957) distinction between dissent fromthe orthodoxy of economc
t hought and di ssent fromthe econom c institutions thensel ves
provi des a useful initial categorization of disagreenent in the
field of economcs: a dissenter disagrees wth the nmainstream
(whatever that is) of academ c econom c ideas, custons, or
met hodol ogy or a dissenter disagrees with his country's econom c
system

Di ssent fromthe economc institutions of a society can be
based on noral grounds for many of those who strongly disagree
with the way in which an econom c system operates do so for
profoundly ethical reasons. Socialists see our capitalist system
as exploitative of the working class and unfair to wonen and
mnorities. They conplain that unfettered capitalism degrades
our val ues, environnent and society. Such noral dissent is not
based on the practical consideration that a socialist econony
woul d function better than a capitalist econonmy. Rather, the
objection is entirely philosophical. Capitalismexploits
wor kers, never mnd that the living standards of the working
class were higher in capitalist countries than in econon es
professing to be based on socialist principles.

There can al so be dissent froman econom c systemon purely

intellectual grounds. This type of dissent is made for



practical, utilitarian reasons and | acks the overtly political
content of noral dissent. Libertarians believe that our econony
is insufficiently |aissez-faire; there is far too nmuch governnent
interference with the beneficial, natural workings of the market.
Such governnental interference is undesirable because it produces
suboptimal results. The libertarian dissent fromcentral

banki ng, for exanple, is largely based on the prem se that the
U.S. banking systemduring the free banking era was, contrary to
popul ar wi sdom actually quite stable, and certainly, the econony
was |less inflation-prone than it has been under the Federal
Reserve System (Rockoff 1975; Rol nick and Weber 1983; Sel gin and
Wi te 1994).

The di stinction between noral and intellectual dissent is
not sharp. Leftists would undoubtedly claimthat a truly
soci al i st econony, besides being norally superior, would perform
better than a capitalist one while the libertarian di ssent
agai nst central banking is conditioned by their phil osophi cal
di strust of governnent. |In the end, the classification of
het erodox thinking as intellectual dissent or noral dissent is a
matter of the witer’s rhetorical enphasis.

[ Figure 1 about here]

The focus of this volunme is on dissent from mai nstream

academ c econom cs. Here, too, an intellectual/noral division is

operative. Mral dissent is based on a phil osophical or



political rejection of mainstreameconomcs. Marxists, as an
exanpl e, see neocl assical economcs as justifying a norally
obj ecti onabl e econom ¢ system (G een 1977). Intellectual dissent
| acks this political content. |Instead, the appeal, once again,
istoits practical or utilitarian advantages. Robert Fogel
(1964; Fogel and Engerman 1974), with his explicit use of
econom ¢ nmethods to study historical questions, engaged in
intellectual dissent fromthe traditional nethods of economc
hi story. Witing about his nethodol ogy, which wed neocl assi cal
econom cs and econonetrics to pose counterfactual questions,
Fogel (1964 pp. vii-viii) argues that ‘while nost historians wll
agree that the subject matter . . . is drawn fromtheir donain,
sonme will reject the nethodology as alien to the spirit and
purpose of their discipline. But if history is to attenpt to
reveal what actually happened in the past, then the nethodol ogy
cannot be di sm ssed.

One formof intellectual dissent from mainstream academ c
econom cs i s over the appropriate nodels and assunptions or, to
crib fromJohn Neville Keynes, over nethod, ‘the |ogical
processes specially appropriate to the study - that is, the
met hods of investigation and proof’ (Keynes 1955 p. 2). Those
who di ssent fromthe nmethod of mainstream econom cs believe that
the kind of economcs that is taught in our universities and

col | eges provides i nadequate tools for understandi ng econom c



reality. The Keynesian Revolution was a revol ution in nmethod.

Keynes (1973 p. 3) argued that

t he postul ates of the classical theory are
applicable to a special case only and not to
the general case. . . . Mreover, the
characteristics of the special case assuned
by the classical theory happen not to be

t hose of the econom c society in which we
actually live, with the result that its
teaching is msleading and disastrous if we
attenpt to apply it to the facts of

experi ence.

So too with rational expectations: Lucas and Sargent (1978 pp.

49-50) claimthat the predictions of Keynesian econom cs

were wildly incorrect, and that the doctrine
on which they were based is fundanental |y
flawed. . . . The task which faces
contenporary students of the business cycle
is that of sorting through the weckage,
determ ni ng which features of that remarkable

intellectual event called the Keynesian



Revol ution can be sal vaged and put to good

use, and which others nust be discarded.

Di ssent fromthe nethods of mai nstream econom ¢ anal ysis can
al so be based on noral or essentially philosophical grounds. The
Austrian tradition as represented by Hayek (1952) has been
critical of the nmechanical application of the principles of the
natural sciences to the social sciences. The scientific method
(formul ate and test a hypothesis which is then either rejected or
not rejected) is valid only if facts can be verified objectively
and externally from human perception. Social scientists,

i ncl udi ng econom sts, are concerned with people s perceptions of
facts which, by necessity, are subjective. There are no
objective facts in the realmof the social sciences. Thus, the
application of the scientific nmethod to economcs is invalid and
anounts to scientism

Moral di ssent from nmai nstream net hods often has an inplicit
if not explicit political basis. One of the reasons for the
rapi d acceptance of the marginal utility theory of value by the

econom ¢ mainstreamwas its political appeal.

It was the rise of Marxi sm and Fabi anismin
the 1880’s and 1890’s that finally made

subj ective value theory socially and



politically relevant; as the new econom cs
began to furnish effective intellectual

ammuni tion agai nst Marx and Henry George, the
view that value theory really did not matter
becane nore difficult to sustain (Blaug 1973

p. 13).

It shoul d be enphasized that dissent from mai nstream
academ c econom cs need not be acconpani ed by di ssent agai nst
capitalist economc institutions. Beginning with Veblen (1919),
the Institutionalist literature reads as nothing nore than a
series of conplaints about neocl assical econom cs, yet
Institutionalist econom sts do not practice dissent from
capitalism

There is a second formof intellectual dissent from
mai nstream econom cs. This consists of those econom sts who nmay
or may not accept the nethods of mainstream econom c anal ysis but
are concerned with questions not traditionally studied by
mai nstream econom sts. This concern with unorthodox subject
matter is dissent over the scope of economcs. Scope refers to
“the distinguishing features of the phenonmena with which it
deal s, and the kind of know edge that it seeks concerning these
phenonena’ (Keynes 1955 p. 2). Such diverse econom sts as Gary

Becker (1957; 1964; 1976; 1981), with his application of



m croeconom ¢ reasoning to discrimnation, crime and the famly
and Mancur O son (1965; 1982), with his rational choice

exam nation of interest group formation and its effects, can be
classified as practicing intellectual dissent fromthe scope of
economics.! It is inportant to enphasize that those who di ssent
fromthe scope of mainstream econom cs do not necessarily

di sagree with its nethodol ogy and conclusions. This type of
dissent is strictly over subject matter.

Di ssent over the scope of economcs can also be norally
based. Marxists are concerned with topics generally ignored by
t he mai nstream such as the workpl ace, the econom cs of educati on,
sexism racism and mlitary expansion. They ‘seek to illum nate
the rel ati onshi ps between capitalist institutions and the various
forms of oppression’ (Edwards, Reich, and Wi sskopf 1978 p. xii).
The use of the word “oppression” betrays the noral foundation and
political agenda of this dissent.

At first blush, it would appear that Thomas Schelling is
included in a volune on di ssenting econonm sts solely because of
the stunning scope of his research. In general terns, he has
made pat hbreaking contributions to the theory of bargaining and
conflict managenent and to the theory of interdependent choice
and behavior. Specifically, he has done research on nucl ear
strategy and arnms control (Schelling 1960c; 1966; Schelling and

Hal perin 1961), organi zed crinme and extortion (Schelling 1967;



1984g), addiction and self-control (Schelling 1980; 1992a),

raci al segregation (Schelling 1971a; 1972), gl obal warm ng
(Schell'ing 1990b; 1992b), energy policy (Schelling 1979),

envi ronnmental protection (Schelling 1983), foreign aid (Schelling
1955), the value of human life (Schelling 1968) and this is only
a partial list. Schelling s uniqueness is evident in the fact
that he has published in journals as disparate as the Anmerican

Econom c Review, the Bulletin of the Atom c Scientists, the

Aneri can Journal of Public Health and Space Ti nes.

Upon cl oser exam nation, there is also a nethodol ogi cal
el ement to Schelling’ s dissent. Wile his dissent from
mai nstream neocl assi cal econom cs is not over the adequacy of its
tools for understanding economc reality, Schelling does aimto
reorient consunmer demand theory and ganme theory to be nore
cogni zant of the actual behavior of agents in the real world.

The dual nature of Schelling' s dissent can be experienced by
closely examning his trio of articles on self-conmmand (Schelling
1980; 1984b; 1984d) for they contain all the essenti al
characteristics: wunorthodox subject matter, a subtle probing of
t he deficiencies of mainstreameconom c theory and an attenpt to
remedy them sonme nenorable illustrations and an eye towards
practical, real world applications of theoretical analysis. This
line of research devel oped out of his studies of how people try

to i nfluence the behavior of others as he cane to see that it was



simlar to howthey try to influence their owm (lglehart 1990 p.
110). Schelling calls on econom sts to recognize that opting to
constrain one's future choices can be a rational choice. He
draws our attention to the problem by describing the dilemma of
t he pregnant woman who requests that anesthesia be wthheld
during delivery, pleads for it during delivery and denies it
again at the next delivery. And, when Schelling was young, he
decided to enulate Admral Byrd and toughen hinself by renoving

one bl anket from his bed.

That decision to go to bed one bl anket short
was rmade by a warm boy; anot her boy awoke
cold in the night, too cold to go | ook for a
bl anket, cursing the boy who renoved the

bl anket and swearing to return it tonorrow.
But the next bedtine it was the warm boy
again, dream ng of Antarctica, who got to
make the decision, and he always did it again

(Schelling 1984d p. 8).

Everyday exanples of tricks people play on thenselves to
make them do things they ought to or to prevent thenselves from
doi ng things they should not include placing the alarm cl ock

across the room Christmas saving clubs and counting to ten when
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angry. These exanples denponstrate that there may be utility
gains from denying freedom of choice and ignoring reveal ed
preferences. A person may act to restrict her options in
viol ati on of what she knows will be her preference at the tine
the behavior is to take place in order to dictate her own | ater
behavi or. This phenonenon of attenpting to exercise control over
one’s own future behavior by frustrating one's future preferences
Schelling | abels anticipatory sel f-conmand.

Schelling (1984d p. 5) asserts that

t hi s phenonenon of rational strategic
interaction anong alternating preferences is
a significant part of nost people's decisions
and wel fare and cannot be left out of our
account of the consunmer. W ignore too many
i nportant purposive behaviors if we insist on
treating the consuner as having only val ues
and preferences that are uniformover tine,

even short periods of tine.

Thi s enphasis on the significance of self-control and
changi ng preferences is an attenpt to expand the horizons of
consuner theory beyond the narrow view represented by Stigler and

Becker (1977). Schelling (1980 p. 98) wites that ‘we should not
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be surprised that people act as if they were not quite singular

i ndi viduals with unique identities and val ues

and nenories and

sensory perceptions that display snooth continuity over tine.’

He |inks the problemof self-command to a struggl e between an

individual's two selves who differ fundanentally over a

particul ar issue for which there is no way to
behavi or maxi m zes their collective utility.

the art of self-control be recognized as part
(Schelling 1980 p. 100). Schelling (1984b p.

di ssatisfaction with textbook consuner theory

det erm ne which
He suggests that
of econom cs

93) nmkes this

explicit:

| suggest that the ordinary human being is

sonetinmes . . . not a single rational

i ndi vidual. Sone of us, for sone decisions,

are nore like a small collectivity than |ike

the textbook consunmer. . . . If we accept the
i dea of two selves of which usually only one
isin charge at atine . . . ‘rational

choice’ has to be replaced with sonething

li ke collective choice.?

An appropriate nodel of consuner behavior woul d be capabl e

of handling instances of anticipatory self-command. Schelling

(1984d) describes sonme strategies with which the different selves
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conpete for conmand, for exanple, relinquishing authority to
soneone el se, arranging rewards and penalties, comnmtting or
contracting, or enploying a buddy system Throughout this series
of papers, Schelling does not belittle the value of neocl assi cal
demand theory. His purposes are to call attention to a conmon
behavior it ignores and to appeal to econom sts to build that
behavior into their nodels, thereby exhibiting dissent over both
t he scope and nmet hod of mai nstream consuner theory.

Schelling (1984b) al so explores the ethical and soci al
policy inplications of the exercise of self-comand. °‘If
sonebody now wants our help later in constraining his |ater
behavi or against his own wi shes at that tinme, how do we decide
whi ch side we are on?’ (Schelling 1984b p. 87). In the original
novi e version of Mby D ck, there was a scene in which Ahab,
imedi ately after losing his |leg, begs not to be burned by a
bl acksm th holding a hot iron to cauterize the stunp. Despite
his | oudly expressed w shes, crewren hold Ahab down as the iron
is applied. The next scene shows Ahab happy to be alive, and
there is no sign that any disciplinary action was taken agai nst
t he blacksmth or the crewren.

Whi ch Ahab do we help? Do we aid the Ahab being tortured by
the hot iron or do we help the Ahab who' Il contract gangrene and
die froman uncauterized wound? 1Is his |[ife worth the pain?

Econom ¢ theory provides no basis for us to choose, and nearly
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all of us lack the personal experience to inmagi ne ourselves in
Ahab's place. Such a concern with ethics is unusual for an
econom st and is anot her exanple of Schelling’ s dissent fromthe
scope of economi cs. 3

One behavi or over which an individual's selves cone into
conflict is the use of addictive drugs. N cotine is one of the
nost addi ctive substances, and Schelling has done a variety of
research into cigarette snoking. He notes that cigarettes and
ni coti ne have characteristics distinct anong addi ctive drugs
(Schelling 1992a). They are cheap, quickly available, portable
and storable. There is no inpairnment of any faculty and no
danger of overdose and the damage is slow in arriving. It used
to be appropriate to snoke anywhere. Polls indicate that a
majority of snokers would elect to deny thensel ves the
possibility of snoking another cigarette. Yet, the addictive
qualities of nicotine and sone of the characteristics of
cigarettes explain why the snoking self prevails and efforts to
quit often fail. The self which would like to stop snoking
mani fests itsel f, though, whenever a snoker wears a nicotine
pat ch, nmakes a public vowto quit, or supports a snoking ban. 4

This is the essence of Schelling's dissent: he poses new
guestions and exam nes unexplored areas in a way that conbi nes

di ssent over scope and di ssent over nethod. Hi s nmethodol ogical

di ssent consi sts of broadening the scope of nmminstreamtheory to
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enconpass real world behaviors either by incorporating these
behaviors into existing nodels or by utilizing different nodes of
analysis. By far his nost influential work has been the
application of gane theoretic analysis to international

relations. The Strategy of Conflict (Schelling 1960c) uses gane

theory to anal yze bargai ni ng between states, focusing on the
exploitation of potential force instead of its actual use.
Schel l'i ng enphasi zes that the sane general principles can be used
to study any conflict situation in which there are sonme outcones
that are worse for both sides and the ability of one party to
achi eve his objectives is dependent on the decisions made by the
ot her party such as maneuvering in traffic, designing an agenda
for a neeting or disciplining children.

Schelling reaches the startling conclusion that ‘in
bar gai ni ng, weakness is often strength, freedommay be freedomto
capitulate, and to burn bridges behind one may suffice to undo an
opponent’ (Schelling 1960c p. 22). It can be an advantage to
have bound oneself to a particular negotiating position. A
bargain is reached when one side believes that the other will not
make any further concessions; one side concedes because he thinks
the other will not. Bargaining strength rests in convincing your
adversary that you will not concede any further. Schelling

describes three tactics for binding oneself to a position from
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which retreat is inpossible: an irrevocable commtnent, the
threat and the prom se.

An irrevocabl e commtnent denonstrates a party's reservation
price. Suppose one w shes to persuade soneone that he will not
pay nore than $16 000 for a house with a $20 000 aski ng price.

“If both men live in a culture where “cross ny heart” is

uni versally accepted as potent, all the buyer has to do is allege
that he will pay no nore than $16, 000, using this invocation of
penalty and he wins (Schelling 1960c p. 24), unless the seller
beats himto it by saying "$19 000 is as lowas I'lIl go, cross ny
heart".

A threat of nutual harm can be used to proclaimone' s own
reservation price to the other party. For exanple, one
ol i gopolist can threaten to cut his price if his conpetitor does.
Like an irrevocable commtnent to a bargai ning position, the
threat to carry out a prom se of nutual harm needs to be
per suasi vely communi cated to the other party in order to have
value as a bargaining tactic. It can be useful then for the
threat to be carried out in steps, with each step nore severe
than the previous, in order to convince the other party of its
credibility.

Whenever an agreenent | eaves any incentive to cheat, a
convi ncing and sel f-binding promse can nake the agreenent

enforceable. Consider a kidnapper who would like to rel ease his
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victimif he can be assured that the victimw |l not turn himin.
“I'f the victimhas conmtted an act whose disclosure could | ead
to blackmail, he may confess it; if not, he mght conmt one in
the presence of his captor, to create the bond that will ensure
his silence’ (Schelling 1960c p. 44).

Wage bargaining, tariff negotiations, cartels, international
treaties, out-of-court settlenents, a real estate agent and her
custoner are all obvious face-to-face bargaining situations.
However, the set of bargaining ganes is far richer than these
exanpl es of explicit bargaining. Schelling is also concerned
with tacit bargaining in which communication is inconplete or

i npossi bl e:

You are to neet sonmebody in New York City.
You have not been instructed where to neet;
you have no prior understanding with the
person on where to neet; and you cannot
communi cate with each other. You are sinply
told that you will have to guess where to
meet and that he is being told the sane thing
and that you wll just have to try to nake
your guesses coi ncide (Schelling 1960c p.

56) .
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The absence of face-to-face communication does not nean,
however, that a nutually beneficial agreenent cannot be reached.
The sanme principle that generates a stable outconme in explicit
bargaining is at work in tacit bargaining situations. Both
requi re a convergence of the participants' expectations on the
poi nt from whi ch each expects the other not to concede. An
irrevocabl e comm tnent provides such a focal point in explicit
bargaining. |In tacit bargaining, outconmes that enjoy prom nence,
uni queness, precedent or sone rationale that nmakes them
qualitatively different from other possible outcones can bring
expectations into convergence. Thus, a majority of Schelling's
sanpl e chose to neet at the information booth in G and Central
Station.

Hi s anal ysis of the inportance of focal points for the
coordi nati on of expectations |eads Schelling (1960c p. 162) to
argue that, contrary to the nethodol ogi cal fashion then and now,
‘“the mat hematical structure of the payoff function should not be
permtted to dom nate the anal ysis’ of bargai ning ganmes and t hat
“though it may difficult to derive scientific generalizations
about what it is that serves [the] need for coordination, we have
to recogni ze that the kinds of things that determ ne the outcone
are what a highly abstract analysis may treat as irrel evant
detail.’” Calling for nore enpirical study of m xed-notive

bar gai ni ng ganes he wites, ‘one cannot, wthout, enpirical
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evi dence, deduce what understandi ngs can be perceived in a
nonzer o- sum gane of maneuver any nore than one can prove, by
purely formal deduction, that a particular joke is bound to be
funny’ (Schelling 1960c p. 164).

Schelling (1960c) ains to reorient gane theory away from a
sinple classification of ganmes into zero-sum and nonzer o- sum by
recogni zi ng that nonzero-sum ganes can be either pure
coordi nati on ganmes such as trying to neet soneone sonewhere in
New York in which any agreenent is preferred by both parties to a
bargai ning failure or m xed-notive bargai ni ng ganes i n which the
parties have opposed interests but where there are particul ar
outcones that are worse for both of them By ignoring this
distinction and then abstracting away from comruni cati on and
enf orcement nechani snms, Schelling (1960c p. 119) charges, fornmal
gane theory has ‘defined away sone of the essential ingredients
of typical nonzero-sumganes.’ It has nothing to contribute to
such questions as what determ nes an efficacious threat or how do
pedestrians crossing the street intimdate autonobile drivers.

W deni ng the scope of gane theory to address such questions
requires a change in nethod that recognizes a wi der scope in the
form of cooperative and m xed notive ganmes and communi cati on and
enf orcement nechani sns.

Schel ling (1960c pp. 121-161) also identifies several

strategi c noves designed to influence ‘the other person's choice
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in a manner favorable to one's self, by affecting the other
person's expectations on how one's self will behave’ (Schelling
1960c, p. 160) that have been neglected by formal gane theory and
integrates theminto a gane theoretic framework. These include
commtnments, threats, promi ses and relinquishing the initiative
so that the outcone depends solely on the other party's choice.
| f you've set it up properly, the other party's optimal choice is
al so the optimumfor one's self.

The principle policy concern of The Strategy of Conflict and

several subsequent publications is the USA/USSR conflict. It is
far easier to destroy than to create. ‘A house that takes
several man-years to build can be burned in an hour by any young
del i nquent who has the price of a box of matches’ (Schelling 1966
p. v). The power to hurt is bargaining power; to exploit that
power is diplomacy. |In bargaining, there nust be sonme common
interest even if it is only the avoidance of nutual harm G ven
that both the United States and the Sovi et Union had an interest
i n avoi di ng nucl ear war because even the w nner woul d suffer
dreadful destruction, the threat of violence could be used to
coerce or deter Soviet behavior. Nuclear weapons increased the
potential costs of follow ng through on a threat so the U S
needed to persuasively conmt itself to its deterrent threats.
Part of meking a credible commtnent to a threat is ‘a matter of

resol ve, inpetuosity, plain obstinacy, or . . . sheer character.
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But it is hard to nake it believed.’ (Schelling 1966 pp.
42-43) . °

Det errence depends on our adversary's expectation that we
wll do what we threaten to do. Expectations of future behavior
are dependent on past behavior. |If previous threats were not
carried out, there is no reason for an adversary to believe that
the present threat will be either. Schelling' s (1966 p. 56)
California principle states that there is no way to let the
Soviets take California and make them believe neverthel ess that
t hey cannot have the rest of the country. National boundaries
have an all-or-nothing distinction. The effectiveness of
deterrence outside of national boundaries hinges on attaching to
other areas the status of a California, so Anerican troops and
their famlies are stationed in Gernmany to give Germany the
status of California in the eyes of the Russians.

“Accidents do not cause war. Decisions cause war’
(Schelling 1960b p. 293). A war that neither side really wants,
an unpreneditated war, could occur if one side believes that the
other is about to launch a surprise attack.® As surprise carries
an enornous advantage, it is beneficial to preclude it by
striking first yourself. The significance of a surprise attack
lies in the possible vulnerability of retaliatory forces. ‘Thus
schenes to avert surprise attack have as their nost i medi ate

obj ective the safety of weapons rather than the safety of people’
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(Schelling 1960c p. 233). Deterrence against a surprise attack
requires a credible second strike capability.

Wth that as the theoretical background, Schelling and
Morton Hal perin (1961) produced the classic study of arns
control. Arns control is possible where there is a *‘nutual
interest in the avoidance of a war that neither side wants, in
m nimzing the costs and risks of the arns conpetition, and in
curtailing the scope and violence of war in the event it occurs’
(Schelling and Hal perin 1961 p. 1). As weapon devel opnents have
continually enhanced the advantage of striking first, the best
nucl ear configuration is a second-strike destructive potential on
both sides or, which is the sanme thing, the absence of a first-
strike capability to elimnate retaliatory potential (Schelling
1989b p. 29). The foundation of peace is reciprocal
vul nerability to a second strike (Schelling 1985/86). However,
as |l and-based mssiles are extrenely vulnerable to a first strike
and, thus, encourage a preenptive attack, Schelling (1987) favors
an agreenent to abolish | and-based mssiles, even unilaterally.

The nost dangerous aspect of nucl ear weapons has been the
i nportance of striking first. Yet, through all the years of
tension and m strust, neither the United States nor the Sovi et
Uni on sei zed that advantage. Schelling (1989a p. 315) sees three
factors that have contributed to preenptive stability. The first

is the shared expectation that nuclear war is so unlikely that
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even in a crisis, negotiation will be preferred to nucl ear
attack. Second is the universal conviction that nucl ear weapons
are not |ike other weapons. Third, and the nost inportant arns
control we have had, is the tradition of the non-use of nuclear
weapons for 50 years (Schelling 1984g; 1989a; 1989b; 1991).

Anot her exanpl e of his concern with unusual subject matter
is organized crine. ‘Racketeering and the provision of illegal
goods have been conspi cuously negl ected by econom sts’ (Schelling
1967 p. 61). Since economc principles must operate in the
underworld as well as in legitimate enterprises, Schelling (1967)
undertook to anal yze crim nal behavior froman organizati onal
perspective in order to explain why sone crimnal activity
becones organi zed and sone does not. The answer turns on how
strongly the | aw against that activity is enforced. There is
sone optinmal degree of enforcenent which attracts crim nal
monopoly. Wthout this | evel of enforcenent, the crimnal
activity could not be profitable enough to invite nonopolization.
‘“Organi zed crinme could not, for exanple, possibly corner the
mar ket on cigarette sales to mnors. Every twenty-one year old is
a potential source of supply (Schelling 1967 p. 74). \Wen the
sal e of contraceptives was nomnally illegal but the ban was not
enforced, the supply was too | arge and nonopolization too

difficult for it to be profitable. Prohibition |laws, on the
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ot her hand, were enforced to the point at which bootl eggi ng
becanme the province of organized crine.

The i nterdependence of individuals in an urban society
produces a new set of problens that cannot be solved by
conventional econom c analysis. One of these is racial
segregation, and Schelling (1971a) uses a nodel which transl ates
unor gani zed i ndi vi dual behavior into collective results to show
that sonme segregation is the consequence of individual choices.
| ndi vi dual incentives and perceptions of difference can lead to
collectively nore racial segregation than any single person
desires or than society itself finds desirable. If whites and
bl acks wish to avoid mnority status, conplete segregation is a
stable equilibrium Using dines and pennies on a checkerboard,
he (Schelling 1971b pp. 82-88) shows that even a noderate urge to
avoid small-mnority status, each person wants at |east one third
of his neighbors to be his race, can cause a nearly integrated
pattern to unravel and highly segregated nei ghborhoods to form

Schelling's (1971a) bounded nei ghbor hood nodel concl udes
that conplete segregation is the only equilibriumin societies
with a black-white population mx like that of the United States.
The nodel assumes a common definition of the neighborhood and its
boundaries. A person is either inside the nei ghborhood or out of
it. Everyone is concerned about the racial conposition of the

nei ghbor hood but not the arrangenent within the nei ghborhood and
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everyone has a threshold proportion of blacks and whites. They
wi || choose another | ocation once the threshold is reached. |If
the nedian white and the nmedi an black will each live wth equal
nunbers of blacks and whites, the only stable equilibria when the
raci al conposition ratios surpass two to one in total popul ation
are all white and all bl ack neighborhoods.7

When peopl e's behavior is influenced by the behavior of
ot hers or when peopl e care about the behavior of others ‘there is
no presunption that the self-serving behavior of individuals
shoul d usually lead to collectively satisfactory results’
(Schelling 1978 p. 25). Racial segregation is one exanple.

Choosi ng whomto send a Christnmas card i s anot her.

Peopl e feel obliged to send cards to people
from whom t hey expect to receive them often
knowi ng that they will receive themonly
because the senders expect to receive cards
in return. People sonetines send cards only
because, cards having been sent for several
years, cessation m ght signal sonething.
Peopl e send cards early to avoid the
suspicion that they were sent only after one
had al ready been received. Students send

cards to teachers believing that other
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students do. Sensible people who m ght
readily agree to stop bothering each other
wth Christmas cards find it enbarrassing, or
not quite worth the trouble, to reach such

agreenent (Schelling 1978 pp. 31-32).

Neocl assi cal econom cs covers the special case of free
mar ket transactions in which everybody affected is a voluntary
participant. Extending the scope of econom cs to cover non-
mar ket interactions requires the enploynent of different nethods
of analysis. Schelling (1978) discusses five famlies of social
sci ence nodel s which are useful for examning interactive and
i nt erdependent behavi ors and whi ch ought to be part of
econom sts' tool kits. The first is the critical mass nodel in
whi ch peopl e' s behavi or depends on how nmany are behaving a
particular way. Once the neasure of an activity exceeds a
certain mninmum|level, the activity becones self-sustaining. So,
when there was open seating on ny return flight fromSt. Lucia, a
line did not format the gate until a few people stood up at
which time the remai ni ng passengers qui ckly queued up. The
mar ket for lenmons also illustrates critical mass. Self-
fulfilling expectations nodels can be used to explain runs on
banks. Self-enforcing conventions and the social contract are

nodel s three and four.
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Schelling (1978) identifies the commons as a fifth famly of
soci al science nodels. The commons refers to situations in which
people in the pursuit of their own interests so encroach on each
other that collectively they mght be all better off if they
coul d be restrained, but no one has an incentive to practice
i ndividual self-restraint. Schelling has |ately been concerned
wi th policy problenms of the global conmmons such as the greenhouse
effect. A 3 degrees Cel sius change in average tenperature is
expected to occur within the next hundred years, a variation in
average tenperature beyond any experienced within the |ast 10 000
years (Schelling 1992b p. 3). However, ‘no climate changes are
forecast that conmpare with noving from Boston to Irvine,
California (Schelling 1990b p. 258). The effect of gl obal
war m ng on the econom ¢ out put of devel oped countries will be
negli gi bl e, but undevel oped agricultural econom es are nuch nore
vul nerable to global warm ng. So, while devel oped econom es have
no self-interest in curtailing carbon em ssions, |ess devel oped
countries cannot afford the econom c cost to slow the greenhouse
effect. In any event, all nations will likely try to free ride
off the fossil fuel em ssion reductions of others. Schelling
(1990b; 1992b) forecasts that the political |ikelihood of an
international em ssion rationing regine is zero. Anyway, ‘for

t he devel opi ng world, the increasing concentration of people is
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probably nore serious than the increasing concentration of carbon
di oxi de’ (Schelling 1992b p. 7).

‘ Space has been mankind's latest frontier, and historically
as frontiers becane settled what had been freely avail abl e
wi thout Iimt beconmes scarce’ (Schelling 1990a p. 9). Schelling
(1990a) considers whether space will soon beconme a commobns. He
doubts that during the next 25 years the geosynchronous orbit
above the equator, in which a satellite is stationary in relation
to the Earth's surface, will beconme so crowmded with satellites
that interference becones a problem because it is |likely that
everything that can be usefully placed in that orbit in the next
25 years has al ready been thought of. He is |ess sangui ne about
the 25 years after that but still expects that what goes into
orbit will inprove the quality of life. Satellites wll becone a
crucial part of command and control for Earth managi ng systens.

Despite having worked on many problens that fall outside the
customary domai n of economics, Schelling has never really
abandoned the mainstream He has never denounced the orthodoxy
nor has he constructed an alternative to it. He has, instead,
used the standard neocl assi cal assunption that behavior is
rational to explore human behavior in a variety of contexts which
have been overl ooked by other econom sts. ‘Like nbst econom sts
| amattracted to this nodel, at |east as a benchmark, because

when it works we get a lot of output frommniml input using a
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standard piece of intellectual machinery’ (Schelling 1984c p. Xx).
He is fascinated by cases where the rational behavi or nodel does
not seemto explain enough and by seemingly dissimlar situations
in which simlar principles are at work. It is when the standard
neocl assi cal nodel does not expl ain enough that Schelling urges
that it be broadened to take real world behaviors into account
such as anticipatory self-command or, failing that, that new
met hods of anal ysis be adopted |i ke his bounded nei ghbor hood
nodel of segregation.

Schelling' s efforts to broaden the real mof academ c
econom cs, his dissent fromits scope, have sonetines required a
met hodol ogi cal dissent, but his intellectual dissent from
mai nstream econom cs is not a result of intellectual
di ssatisfaction. Rather, it results fromhis intellectual
curiosity. The narrow econom c aspects of a problemfail to hold

his interest.

| have been in studies of snoking and health;
the intriguing issues are not the econom cs
of tobacco farm ng and tobacco taxes. | have
been in synposia on nedical ethics, |like the
‘right to die’, and it was not the rising
costs of hospital care that held ny

attention. | have hel ped with studies of



bi onedi cal technol ogies, |like selecting the
sex of offspring, and the fascination is not
in ani mal husbandry (Schelling 1984c pp. vii-

viii).

29
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NOTES

1. Becker (1993 p. 385) wites, ‘M research uses the economc
approach to anal yze social issues that range beyond those usually

consi dered by economn sts.

2. Schelling (1984e) notes that, in addition to being a decision
maki ng organ, the mind is the place in which nuch of our

consunption takes place.

3. Also, see Schelling (1984a).

4. Schelling has even done research into conpliance with no-
snoking laws. Rigotti, Bourne, Rosen, Locke, and Schelling
(1992) and Rigotti, Stoto, Bierer, Rosen, and Schelling (1993)
found that conpliance with | ocal no-snoking ordi nances was |ow in

two Massachusetts conmmuniti es.

5. Schelling's (1966 p. 33) hunch that wars are nore a contest of
nerve and risk-taking and of pain and endurance than just a
contest of strength is borne out by Maoz's (1983) finding that

mlitary capabilities are unrelated to the outconmes of interstate
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di sputes while resolve variables are consistently related to the

out cones.

6. To mnimze the possibility of such a m sunderstandi ng
Schelling (1960a) proposes the formation of a surveillance force
whose purpose would be to dimnish the |ikelihood of

unprenedi tated war by observing the eneny's behavior, at the

eneny's invitation, and to report hone instantly.

7. Clark (1991) tests the Schelling bounded nei ghborhood nodel
and finds that while the racial conposition preference schedul es
have a different functional formthan that suggested by
Schelling, stable integrated equilibria are unlikely. Schelling

(1972) nodel s the process of nei ghborhood ti pping.
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