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Simple solutions are natural human responses to grim realities

It has not been a good year for homo economicus, rational economic man. American voters elected (narrowly) a
president who believes that climate change is a myth and that tearing up trade deals will boost growth and jobs.
Britons voted (narrowly) in the referendum on EU membership to set the country on a path that 90 per cent of

Populists have gained and experts, including economists, have lost the public debate in 2016. As populism
involves simple solutions to complicated problems, despondent experts think this will not end well: Trumpism will
not bring manufacturing jobs back to the Midwest; four years of failing to reduce CO2 emissions can only

One economist who would not have been surprised to see millions of turkeys flocking to vote for Christmas is the
late Thomas Schelling, whose recent death deprived economics of one of its most profound thinkers. He was one
of the first economists to incorporate now-fashionable behavioural insights into his work. One of those insights is
that individuals make choices not only about bread-and-butter issues such as how much to consume and how long
to work, but also about what to believe. People’s wellbeing (“utility”) depends also on believing things that make
them feel good; we derive what is known as consumption value from certain beliefs, Schelling argued in a 1984

This implies that some psychological “biases” such as overconfidence and confirmation bias are not happenstance
features of the brain but serve a useful purpose, the most immediate being feeling better about oneself. Often, they
have positive social consequences. Entrepreneurs need to be somewhat delusional, for example. People who are
overconfident tend to work more, save more and retire later. But the social spillovers of delusional beliefs can be

There are times when what economists Roland Bénabou and Jean Tirole labelled “Mutually Assured Delusion”
(rather than Schelling’s better known “Mutually Assured Destruction”) works to the benefit of all. If, for example,
there is a chance of recession, if many businesses are objectively over-optimistic about prospects, their efforts
might moderate the downturn. Recessions can be self-averting as well as self-fulfilling. ??????????????(Roland

There are, however, many occasions when contagious denial and reality-avoidance have terrible results. Many
corporate or other disasters result from groupthink and the unwillingness to update beliefs when presented with
contrary evidence. Dissenters are ridiculed or attacked, as was the economist Raghuram Rajan in 2005, when he
warned the monetary policy elite of the likelihood of financial crisis. ??????2????2??2???2??2?2??27?2??2?22?2?2?22??27777?

In fact, the more socially harmful the reality avoidance, the more likely it is to be contagious because it becomes

ever harder to admit error and face up to impending disaster; each individual's stake in the (false) beliefs of others
being correct increases. 2272222222222222222222222222777772222222222222222222227777277222227

One might think that while the masses can become delusional, surely the highly educated are unlikely to turn away
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The evidence — uncomfortable for “experts” — is that while people with a high level of cognitive skill are less
vulnerable to some behavioural quirks, such as loss aversion, they are more likely to rationalise away evidence that
contradicts their beliefs, especially on ideological issues such as climate change.

Seen in terms of the utility derived from holding beliefs, 2016 has been a perfect storm of “Mutually Assured
Destruction”. The realities we face, from the global climate to the war in Syria to flows of desperate migrants, are
awful. The comfort gained from denialism is correspondingly great, and the contagion effect stronger.

When there is any divergence in beliefs between groups, the mutually reinforcing dynamic leads to polarisation,
and social media and online news speed up the process. Politicians increase their vote by pandering to the trends,

and the media maximise profit by click-based reinforcement of them.
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Halting any self-reinforcing dynamic is tricky. This makes the protection of dissent important, whether that is
contrarians in financial markets or political opposition through constitutional mechanisms such as the freedom of

speech and independent journalism.
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The signs of intolerance of others’ opinions among some politicians and commentators are particularly alarming. In
the end, reality catches up with delusionists. If climate change is a hoax, as deniers claim, we have nothing to

worry about; if it is not, we will all bear the consequences. True leadership lies in acknowledging different views

about uncertain outcomes, not in listening comfortably only to the like-minded. ??2????22????????????2?2????2?27?7??7??
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