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Never Mind the Clip-On Ties, Geek Squad Can Fix Your PC

By DAMON DARLIN

Published: May 20, 2006

Allen Brisson-Smith for The New York Times

So it may have seemed a bit odd to interview him at the recent Maker Faire in San Mateo, Calif., a weekend festival of technology tinkerers who play polo on Segways or build steam-engine robots and pool heaters out of barbecue grills. These people, after all, are ardent do-it-yourselfers, people who derive real joy from never ever having to hire help.

"The do-it-yourself crowd is a dying breed," Mr. Stephens said as blasts from a nearby flamethrower mounted on an old fire truck periodically punctuated the conversation. He wasn't being nasty, because his technicians were at the ready to support the fair exhibitors just in case. He made that statement because it explains why the company he founded as a college student in 1994 has grown and grown.

When he sold the Geek Squad to Best Buy in 2002, his computer repair company had 60 employees, or agents. Today, it has 12,000 men and women dressed in black pants, white shirts, a black clip-on tie and white socks who arrive at customers' homes in black and white Volkswagen Beetles.

The conversation with Mr. Stephens, who is chief inspector of the Geek Squad for Best Buy, helps to explain the success and, indeed, the proliferation of services that do what most Americans are unwilling to do themselves. It is not confined to oil changes, maid service or hiring a gardener or handyman. Almost every time you buy electronics you are offered a service contract either by the manufacturer or the retailer.

Beyond service contracts, though, consumers need some insight into how to be smarter about deciding when to call for help. It all boils down to the classic choice between time and money.

Sure, one can point to another giant of retailing, Home Depot, and argue that there is better evidence that the do-it-yourself trend is strong. Mr. Stephens has economics on his side. Economists say people who call in a technician, even one who will charge, as the Geek Squad does, $159 to install a wireless network or $229 to wipe out a computer virus, can be acting rationally. These tasks may not be worth your time. Indeed, Home Depot has hedged its bets and is increasingly marketing its installation services for contractors to hang your kitchen cabinets or roof your garage.

Economists say industrialized societies are spending less on the basics of life — food, clothing and shelter — and more on leisure pursuits. Indeed, Robert Fogel, the Nobel-winning economics professor from the University of Chicago, has gone so far as to predict that by 2040 it will take the average American household only 300 hours of work a year to supply its basic needs.

As leisure time becomes more valued, Americans are loath to give it up. We spend money to get more of it. How much we are willing to spend depends on what we make as well as a more intuitive process of how we measure what our leisure time is worth.

The results from two online calculators that determine what your time is worth may surprise you. Try http://hughchou.org/calc/realwage.php or http://moneycentral.msn.com/investor/calcs/n_time/main.asp. First, your hourly rate may be lower than you think. For instance, someone making $70,000 a year, but who puts in 50 hours a week and commutes an hour each way, may discover the hourly rate is not $33, but about half that.

So does that mean you hire a handyman only when he costs less than $16 an hour? It's more complicated than that. With only about 12 hours of true leisure time a day, each precious hour is bought with more than 5 hours of work. According to the calculator, each hour of spare time would then be worth about $85.

How an economist measures the value of leisure time is inexact because do-it-yourselfers sometimes have a stronger motivation than saving money. They enjoy the process. Because seeking joy is less understood than seeking money, economists are still struggling to decide whether growing tomatoes or making drapes is rational.

Putting a little joy into repair work is what motivated Mr. Stephens. "Computers were the best thing that happened to my generation," said Mr. Stephens, 37. As a student at the University of Minnesota in the early 1990's, Mr. Stephens said he didn't have a lot of money. "So I started fixing things. I saw people buying computers, so that's why I went into tech support."

He had yearned to do something glamorous until he had an insight: "The world is dominated by plumbers and drywall contractors — the boring businesses," he said. "What if a creative person went into a boring business?" By age 24, he had created the Geek Squad.

"The best thing that happened to me was that I had no money," he said. It forced him to be creative. The uniform, which pokes fun at the image of the socially awkward tech-proficient person, was a way to establish a brand and concept that would be harder for others to copy. "I wanted it to look low-tech, like the guy at the service station, Ernie, who you knew all your life."

The flat fee for services, rather than an hourly rate, was an effort to avoid the expense of paperwork and monitoring the staff for fraud.

Mr. Stephens sees the world of service moving toward flat fees. "We are a flat-rate society because people are willing to pay for simplification," he said.

It is easier for consumers to understand and they are less likely to feel cheated, he said. "People hate the hourly rate. They hated it when it applied to cellphones and Internet service."

Not all on-call technicians work that way. Rescuecom, a franchise of computer technicians with 100 offices nationwide, charges hourly rates between $88 for an appointment and $250 for an emergency call. "Support is in an abysmal state," said David A. Milman, the chief executive and founder. "You have manufacturers slicing and dicing the price of computers. There is no way they can afford to provide free support."

Both Dell and Hewlett-Packard, the top PC sellers, provide enhanced customer support for a fee. Dell, for instance, will walk you through setting up a home network for $99.

Mr. Milman said he thought consumers ought to make the decision to seek professional help not on the value of their time, but on the value of the data that is on their computer.

The Geek Squad divides the world into three distinct sets of consumers. One is, of course, the do-it-yourselfers. Another is the "do it for me" crowd, those who have made the calculation that they have better use of their time. And the third set, which Mr. Stephens calls the "I thought I could do myselfers," holds some unrecognized potential.

This is the group that starts out calling customer service when faced with a technical stumbling block, only to find themselves sitting on the phone, immobile, for several hours as the problem is lobbed from one call center employee to another. After that, he said, they are more willing to consider an alternative. "They've sat on the phone one time too many," Mr. Stephens said.

Many of the hardware makers offer service contracts, because they are quite lucrative. But they are lucrative only if they can avoid sending someone to your home to fix the problem. They are designed so you end up paying extra — with your time.

That's not to say that a flat-fee service isn't also designed to help you part with your money. Mr. Stephens the Geek Squad, as part of Best Buy, turning into consultants who advise Best Buy customers on products before buying. He said that's going to become more important as Americans try to figure out how to expand home networks to link the television, PC, stereo and storage devices. "You'll see Best Buy pushing installation services," he said. "For me, service is nothing but a profit center."

And what if, by some miracle, technology becomes easier to use? No worries, he said. "The easier computers got, the more they needed us when they crash." That's because people did more things with their computers and sought help to do even more.

"Sure you can do it yourself, but it is a lot like changing your oil," he said. "Why would you?"

Reading Questions:

1.  Give three examples of services in Turkey that the average person could “do-it-yourself” but that people commonly pay others to do.

2.  What is the value of your time per hour?  How did you calculate this?

3.  Which people should use the Geek Squad?  Are there people, with computing problems, that should not use the Geek Squad?
May 31, 2004, 9:57PM

Elderly wells are bubbling again

As crude climbs, more old pumpjacks and new rigs are operating in Texas

By NELSON ANTOSH

Copyright 2004 Houston Chronicle

WITHIN sight of rusting pumpjacks that haven't rocked up and down for decades, T.  Kelley Erwin cracks open a spigot and out comes thick, black crude.

Just below this valve, he can feel the vibrations of oil surging through a pipe heading in the direction of six big tanks.

Using pumps that look like museum pieces, within an oil field just south of Houston that dates to the early 1920s, Erwin's little company is chasing $40-a-barrel oil.

With prices this high, business is better for people like Erwin, who is typical of a large number of oil operators in Texas.  They're putting more money into the pockets of the state of Texas and others collecting royalty checks, and they're kicking up a boom in drilling.

The number of rigs drilling new wells in the Permian Basin in West Texas has zoomed from 135 to 140 a year and a half ago to more than 200 now, according to Morris Burns, executive vice president of the Permian Basin Petroleum Association in Midland.

Oil economist Karr Ingham of Amarillo is pleased to see rigs, including the work-over type used to increase production in older wells, sprouting along the road as he drives to places like Wichita Falls or into the Permian Basin.  There seems to be "a kind of vibrance in the oil patch" that he hasn't seen for a long time.

But the state continues to fight a losing battle when it comes to production, regardless of price.  The oil output goes down every year, and that isn't likely to change, the economist said.

Erwin's chase demonstrates the important role in Texas of small companies looking for relatively small quantities of the precious liquid, often in aging fields.

It's not a fever pitch, however, because these mom-and-pop oilmen have seen too many ups and downs in the business.  The increased activity covers the whole state, from the sprawling Permian Basin of West Texas to the relatively small Blue Ridge Dome Field along McHard Road in Fort Bend County.

"We're not afraid, particularly not at this price," said Erwin, who is president of TK PetroSearch, one of 16 exploration subsidiaries of a Houston-based company known as PetroSearch.  "The world needs oil right now, and I'll do the best I can to supply some."

Erwin's subsidiary is part of a nontraditional parent firm that provides financial backing plus serves as a kind of incubator.

Since starting late last year, Erwin's part of the firm has drilled six wells, plus is bringing up oil from a trio of old wells abandoned as long as three decades ago.

Nobody knows how many wells were drilled in Blue Ridge because the field goes back to pre-regulation days.  Before deciding to reactivate one, Erwin learns all he can from the Texas Railroad Commission because taking it over brings responsibility for the ultimate cost of plugging and abandonment.

One of his revitalized wells required only the purchase of an $80 belt to mate the electric motor to the pumpjack to get it going again.

"Paid for itself right off," Erwin said.

This well is producing about 45 barrels per day, but another well not 50 yards away is flowing so much that he won't say, other than "I hug it every day."

In the case of the old wells that were brought back to life, they may have to rest periodically so oil can drain down to where it can be pumped out.  Erwin can tell by touching the pump rod whether it is bringing up air or oil, based on its temperature.

Only 3,000 or 4,000 feet below the surface is one of the salt domes so common along this part of the Gulf Coast.  In a broad ring around its outer edge, hundreds and hundreds of wells have been drilled during nearly 80 years - yet even more oil remains.

On the surface, the oil field is a swath of native grass and water-filled potholes.  Cows lounge under Chinese tallow trees, spread under tall television transmission and communications towers.  Erwin's lease is composed of two blocks of 50 acres each.

The oil deposits found close to the salt are characteristic of the little "rabbits" that small independent companies look for, unlike the "elephants" that super-majors such as BP and Exxon Mobil need, according to PetroSearch's president, Brad Simmons.

Gulf Oil discovered the Blue Ridge Dome Field in the early 1920s, and it has had its peaks and valleys since then.  One of its low points occurred in the late 1920s when oil sold for as little as 7 1/2 cents per barrel, about the time that the big East Texas Field came in, Simmons said.

Erwin likes to think of his wells as being bigger than stripper wells, which by definition produce 10 barrels or less of oil per day.

His operation is low bucks, with the company president spending entire days in the oil field helped by only two workers.  They make or refurbish almost everything needed, from pipes, fittings and parts piled on a trailer.

The relatively shallow wells can be drilled in only five days, by an Austin company that is associated with PetroSearch.  The increased activity is not just the result of today's price, Simmons said, because companies like this were doing fine with $25-a-barrel oil.

Stripper wells are important to the nation as well because they collectively account for 20 percent of the nation's oil output, according to the Independent Petroleum Association of America.

There are about 402,000 stripper wells in the nation, with Texas being the stripper capital with over 112,000.

Most of the wells in the huge Permian Basin are strippers, Burns said.

The Permian is the largest oil producing basin in the United States, representing 70 percent of the state's output and 20 percent of the nation's.

A lot of the stripper wells that were shut in during the last price slump have been started back up.

The more than 200 new wells in progress represent the largest number since the oil boom of the late 1970s and early 1980s, constrained by the fact there are only a fraction as many rigs available today.

A single rig at work for a year creates about 100 jobs, Burns said, and unemployment in the vicinity is under 4 percent.

"Everybody is certainly happy there is a lot of activity, but nobody is euphoric because they have been through this roller coaster before," Burns said.

The difference between today and the late 1970s is that bankers then were extremely eager to loan money to people in the oil industry.

There were people drilling even in 1998 when oil was $8 a barrel, according to the association executive.  Oilmen are currently looking for prospects to drill, "but not rushing out like lemmings to the sea," he added.

Reading Questions:

1.  What is a pumpjack?

2.  Why are old forgotten pumpjacks working again?

3.  Explain the concept of increasing marginal cost of production.

4.  Is the supply curve for oil production in the United States upward sloping?  Explain using the article.

Aid to Ranchers Was Diverted For Big Profits

Tons of Powdered Milk Ended Up on the Market

By Gilbert M. Gaul, Sarah Cohen and Dan Morgan

Washington Post Staff Writers

Wednesday, July 19, 2006; A01

When a drought left pastures in a handful of Plains states parched in 2003, ranchers turned to the federal government for help. Officials at the U.S. Department of Agriculture quickly responded with what they considered an innovative plan.

They decided to dip into massive stockpiles of powdered milk that the agency had stored in warehouses nationwide as part of its milk price-support program. Livestock owners could get the protein-rich commodity free and feed it to their cattle and calves. The milk would help ranchers weather the drought while the government reduced its growing stockpile.

But within months, the program spawned a lucrative secondary market in which ranchers, feed dealers and brokers began trading the powdered milk in a daisy chain of transactions, generating millions of dollars in profits. Tens of millions of pounds of powdered milk intended solely for livestock owners in drought-stricken states went to states with no drought or were sold to middlemen in Mexico and other countries, a Washington Post investigation found.

Taxpayers paid at least $400 million for the emergency milk program, one of an array of costly relief plans crafted by Congress and the USDA to insulate farmers and ranchers from risk. In some cases, ownership of the powdered milk changed hands half a dozen times or more in a matter of days, with the price increasing each time. A commodity that started out being sold for almost nothing was soon trading for hundreds of dollars a ton.

One government inspector stumbled upon huge cargo containers being loaded with the milk at the Port of Houston. The destination: Europe. A New Zealand official complained to USDA officials that American brokers were flooding her country with the powdered milk, undercutting local dairy suppliers. Still other records show the milk going to the Netherlands and the Philippines.

"The milk was being bought and sold, bought and sold. Some of it was probably ending up in dog food and pet food," said Matthew J. Hoobler, a Wyoming official who oversaw the distribution of more than 60 million pounds of powdered milk in that state. That trading was possible, he said, because "there was no enforcement."

Tons of the surplus milk entered the commercial market in one of two ways. Some states ended up ordering more powdered milk than ranchers could use and then auctioned the rest to brokers. And ranchers sold powdered milk they didn't want or need back to feed dealers, who marked it up and sold it to other dealers or brokers.

In its contracts with eligible states, the Agriculture Department required that the milk be used to feed cattle within the state's borders. The trading itself was not illegal, but shipping the milk outside of the states violated the rules.

An Overflowing Cave

For years, the government has periodically purchased powdered milk -- as well as butter and cheese, the other byproducts of raw milk -- as part of a congressionally mandated price-support program for milk producers. By 2003, the Agriculture Department had accumulated a record 1.4 billion pounds of powdered milk in warehouses and in a huge limestone cave in the Kansas City area.

The bulging stores coincided with a drought that left livestock pastures burned in about a dozen states. Some livestock owners were faced with selling their herds, Farrish said. Giving them the powdered milk as an emergency source of feed seemed like a good way to help out. "We did stop the wholesale liquidation" of breeding herds, Farrish said.

In 2003, the government released 390 million pounds of powdered milk for the ranchers, giving it to the states for $1 a truckload. Responsibility for running the program was given to the states. In addition, ranchers were permitted -- within limits -- to trade their government allotments to feed dealers for other feed mixes and in some cases cash.

The trading made the secondary market possible. Once the powdered milk reached a feed dealer, it had a much higher potential price. It could be mixed with other feeds and resold to ranchers or sold to brokers who in turn traded it at the going rate in the commodities market. Protein-rich powdered milk is one of the most widely traded commodities, because it is versatile enough to be used in both animal feed and human food, such as pudding, hot-chocolate mix, ice cream and infant formula.

Rancher Brad Bateman of Elberta, Utah, who runs 10,000 head of cattle, said he got "truckloads" of powdered milk. He used some as feed and traded the rest to a broker for up to $400 a load. With the profits, "I could buy soybean meal cheaper," Bateman said.

Reading Questions:

1.  Why did the US government buy very large amounts of powdered milk for many years?  Which of the topics that we studied explains this?  Explain the concept and include a graph.

2.  Why and how did the government try to ‘get rid’ of some of the stored milk?

3.  What was the failure in their plan, from an economic viewpoint?

4.  Is the black market in powdered milk efficient?

5.  Why was New Zealand upset?  Include a graph in your explanation.

Economic View

One Answer to Global Warming:  A New Tax

By N. GREGORY MANKIW

Published: September 16, 2007, New York Times

IN the debate over global climate change, there is a yawning gap that needs to be bridged. The gap is not between environmentalists and industrialists, or between Democrats and Republicans. It is between policy wonks and political consultants.

Among policy wonks like me, there is a broad consensus. The scientists tell us that world temperatures are rising because humans are emitting carbon into the atmosphere. Basic economics tells us that when you tax something, you normally get less of it. So if we want to reduce global emissions of carbon, we need a global carbon tax. Q.E.D.

The idea of using taxes to fix problems, rather than merely raise government revenue, has a long history. The British economist Arthur Pigou advocated such corrective taxes to deal with pollution in the early 20th century. In his honor, economics textbooks now call them “Pigovian taxes.”

Using a Pigovian tax to address global warming is also an old idea. It was proposed as far back as 1992 by Martin S. Feldstein on the editorial page of The Wall Street Journal. Once chief economist to Ronald Reagan, Mr. Feldstein has devoted much of his career to studying how high tax rates distort incentives and impede economic growth. But like most other policy wonks, he appreciates that some taxes align private incentives with social costs and move us toward better outcomes.

Those vying for elected office, however, are reluctant to sign on to this agenda. Their political consultants are no fans of taxes, Pigovian or otherwise. Republican consultants advise using the word “tax” only if followed immediately by the word “cut.” Democratic consultants recommend the word “tax” be followed by “on the rich.”

Yet this natural aversion to carbon taxes can be overcome if the revenue from the tax is used to reduce other taxes. By itself, a carbon tax would raise the tax burden on anyone who drives a car or uses electricity produced with fossil fuels, which means just about everybody. Some might fear this would be particularly hard on the poor and middle class.

But Gilbert Metcalf, a professor of economics at Tufts, has shown how revenue from a carbon tax could be used to reduce payroll taxes in a way that would leave the distribution of total tax burden approximately unchanged. He proposes a tax of $15 per metric ton of carbon dioxide, together with a rebate of the federal payroll tax on the first $3,660 of earnings for each worker.

The case for a carbon tax looks even stronger after an examination of the other options on the table. Lawmakers in both political parties want to require carmakers to increase the fuel efficiency of the cars they sell. Passing the buck to auto companies has a lot of popular appeal.

Increased fuel efficiency, however, is not free. Like a tax, the cost of complying with more stringent regulation will be passed on to consumers in the form of higher car prices. But the government will not raise any revenue that it can use to cut other taxes to compensate for these higher prices. (And don’t expect savings on gas to compensate consumers in a meaningful way: Any truly cost-effective increase in fuel efficiency would already have been made.)

More important, enhancing fuel efficiency by itself is not the best way to reduce energy consumption. Fuel use depends not only on the efficiency of the car fleet but also on the daily decisions that people make — how far from work they choose to live and how often they carpool or use public transportation.

A carbon tax would provide incentives for people to use less fuel in a multitude of ways. By contrast, merely having more efficient cars encourages more driving. Increased driving not only produces more carbon, but also exacerbates other problems, like accidents and road congestion.

Another popular proposal to limit carbon emissions is a cap-and-trade system, under which carbon emissions are limited and allowances are bought and sold in the marketplace. The effect of such a system depends on how the carbon allowances are allocated. If the government auctions them off, then the price of a carbon allowance is effectively a carbon tax.

But the history of cap-and-trade systems suggests that the allowances would probably be handed out to power companies and other carbon emitters, which would then be free to use them or sell them at market prices. In this case, the prices of energy products would rise as they would under a carbon tax, but the government would collect no revenue to reduce other taxes and compensate consumers.

The international dimension of the problem also suggests the superiority of a carbon tax over cap-and-trade. Any long-term approach to global climate change will have to deal with the emerging economies of China and India. By some reports, China is now the world’s leading emitter of carbon, in large part simply because it has so many people. The failure of the Kyoto treaty to include these emerging economies is one reason that, in 1997, the United States Senate passed a resolution rejecting the Kyoto approach by a vote of 95 to zero.

Agreement on a truly global cap-and-trade system, however, is hard to imagine. China is unlikely to be persuaded to accept fewer carbon allowances per person than the United States. Using a historical baseline to allocate allowances, as is often proposed, would reward the United States for having been a leading cause of the problem.

But allocating carbon allowances based on population alone would create a system in which the United States, with its higher standard of living, would buy allowances from China. American voters are not going to embrace a system of higher energy prices, coupled with a large transfer of national income to the Chinese. It would amount to a massive foreign aid program to one of the world’s most rapidly growing economies.

A global carbon tax would be easier to negotiate. All governments require revenue for public purposes. The world’s nations could agree to use a carbon tax as one instrument to raise some of that revenue. No money needs to change hands across national borders. Each government could keep the revenue from its tax and use it to finance spending or whatever form of tax relief it considered best.

Convincing China of the virtues of a carbon tax, however, may prove to be the easy part. The first and more difficult step is to convince American voters, and therefore political consultants, that “tax” is not a four-letter word.

N. Gregory Mankiw is a professor of economics at Harvard. He was an adviser to President Bush and is advising Mitt Romney, the former governor of Massachusetts, in the campaign for the Republican presidential nomination.

Reading Questions:

1.  Draw the supply and demand graph for a competitive market that produces pollution as a by-product.

2.  Why is pollution an economic problem?

3.  According to Mankiw, what is the simple solution to the problem of airpollution?

the undercover economist:  The economic mysteries of daily life.

World Cup Game Theory

What economics tells us about penalty kicks.

By Tim Harford

SLATE - Posted Saturday, June 24, 2006, at 8:17 AM ET

Now the World Cup starts in earnest. The mini-leagues of the group stage are over, and the first knockout match takes place today between Germany and Sweden. Soccer being a famously low-scoring game, such matches often finish in a draw and must be decided by penalty shootouts—a competitive form at which my own team, England, has a particularly harrowing record. Perhaps England's players should study a little more economics.

In soccer, penalty kicks pit the goalkeeper against a lone striker in a mentally demanding contest. Once the penalty-taker strikes the ball, it takes 0.3 seconds to hit the back of the net—unless the goalkeeper can somehow get his body in the way. That is simply not enough time for the keeper to pick out the trajectory of the ball and intercept it. He must guess where the striker will shoot and move just as the ball is being struck. A keeper who does not guess correctly has no chance.

Both striker and keeper must make subtle decisions. Let's say a right-footed striker always shoots to the right. The keeper will always anticipate the shot and the striker would be better off occasionally shooting to the left—because even with a weaker shot it is best to shoot where the goalie isn't. In contrast, if the striker chooses a side by tossing a coin, the keeper will always dive to the striker's left: Since he can't guess where the ball will go, best to go where the shot will be weak if it does come. But then the striker should start favoring his stronger side again.

So, what to do? The answer comes from a wartime collaboration between economist Oskar Morgenstern and mathematician John von Neumann. They produced a "theory of games," which mathematically analyzed situations of strategic interaction—that is, any situation where participants have to take into account the other side's responses. A free throw in basketball is not a strategic interaction, but a soccer penalty is. A "game" is a mathematical description of how all the possible payoffs to the different players vary with their different strategies—so if the goalkeeper jumps to his left while the striker shoots to the keeper's right, the striker will get a high payoff and the goalkeeper will get a low one.

Von Neumann and Morgenstern did not, in fact, analyze penalties, although von Neumann did produce a simple analysis of poker that still influences that game today. But rather than aiming to help footballers or gamblers, von Neumann and Morgenstern believed that game theory could illuminate anything from pay negotiations to waging war. The strategic question could be translated into game theory's mathematical language, solved like any old mathematical problem, and then translated back into the real world to explain what to do.

The trouble is that for these real applications, the wrinkles of reality always obscure whether ordinary people actually follow the strategies that game theory predicts they should. Yet penalty taking is different. The objective is simple, the variables easy to observe, and the results immediate.

Game theory, applied to the problem of penalties, says that if the striker and the keeper are behaving optimally, neither will have a predictable strategy. The striker might favor his stronger side, of course, but that does not mean that there will be a pattern to the bias.

The striker might shoot to the right two times out of three, but we cannot then conclude that it will have to be to the left next time.

Game theory also says that each choice of shot should be equally likely to succeed, weighing up the advantage of shooting to the stronger side against the disadvantage of being too predictable. If shots to the right score three-quarters of the time and shots to the left score half the time, you should be shooting to the right more often. But as you do, the goalkeeper will respond: Shots to the right will become less successful and those to the left more successful. It might sound strange that at this point any choice will do, but it is analogous to saying that if you are at the summit of the mountain, no direction is up.

Ignacio Palacios-Huerta, an economist at Brown University, found that individual strikers and keepers were, in fact, master strategists. Out of 42 top players whom Palacios-Huerta studied, only three departed from game theory's recommendations—in retrospect, they succeeded more often on one side than the other and would have been better altering the balance between their strategies. Professionals such as the French superstar Zinédine Zidane and Italy's goalkeeper Gianluigi Buffon are apparently superb economists: Their strategies are absolutely unpredictable, and, as the theory demands, they are equally successful no matter what they do, indicating that they have found the perfect balance among the different options. These geniuses do not just think with their feet.

The Undercover Economist appears on Saturdays in the Financial Times Magazine.

Reading Questions:

1.  What are the elements of the Penalty Kick game?  Specifically, who are the players, what are the possible strategies, and what are the payoffs?  (One of two words for each element.)

2.  If you are kicking a penalty shot and are equally good going right or left of center, what is the lesson of this article?  Which way should you go?

3.  If you are kicking a penalty shot and are stronger kicking to the left side of the goal (and the goalie knows this), what is the lesson of this article?  Which way should you go?

4.  Another two-person game is “odds-and-evens”, each player simultaneously ‘shoots’ one or two fingers into the area between the players.  Player 1 wins a lira if the total number of fingers is odd, Player 2 wins a lira if the total is even.  What is the best strategy for Player 1?
The coming hordes
Jan 15th 2004 
From The Economist print edition

Fears of migration from east to west
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ON ONE side stand economists armed with formulae and tables of data, arguing that migration from the poor countries of central Europe to the rich countries of western Europe will be modest and manageable after ten new members join the European Union in May. On the other stand Eurosceptics, trade unions and some governments, worried that enlargement will bring a rush of migrants chasing jobs and social-security benefits. Almost drowned out are voices from the poor countries themselves, demanding the rights and freedoms of EU membership, but fearing a drain of skilled workers. 

Free movement of workers across borders is a basic EU policy. But it poses problems of scale when the EU is gaining ten countries, with a combined population of 75m, that have wage levels and living standards far below the 15 existing member countries (and 380m people). Cyprus and Malta apart, the new members include eight central European countries with an average income per head of only 23% of the EU average in 2001. That figure falls to 18% if Bulgaria and Romania, which hope to join in 2007, are added. 

Given such a big income gap, and high unemployment in many of the new countries, the question should perhaps not be why so many workers might want to leave, but why so many might choose to stay. One answer is that prices are lower in central Europe, making those low average incomes worth more like 35-45% of their west European counterparts. But that still leaves plenty of incentive for workers to go overseas, send money home, and come back to spend it later. Already more than 400,000 migrants from central Europe are working legally in the EU, and many others are doing so illegally.

Fears of a big new migration wave from central Europe after enlargement have provoked a policy split among EU governments, already hard-pressed by asylum seekers and illegal immigrants from farther afield. Germany and Austria, which border the new members, oppose a quick opening-up of labour markets. They have secured agreement that EU members can restrict labour inflows from central Europe for up to seven years, although this should not affect students or tourists. 

Britain and Ireland are among the countries taking a quite different view. They have promised to open their labour markets immediately, seeing workers from the new countries as a timely source of cheap, skilled labour. Some EU governments have yet to state final positions, though the European Commission hopes they will do so by the end of January. They all have the option to bar workers from central Europe for an initial two years, and to renew this bar for another three years in 2006. A further extension of two years will be possible for countries that still fear “serious disturbances” in labour markets. 

Recent academic simulations have predicted that as many as 3m-4m people will migrate from central to western Europe in the 25 years after enlargement, about 1% of the present EU population. Roughly half of those will be workers. There will be a first surge of migrants for two or three years, then a falling away (see chart). Based on past trends, at least half the migrants will head for Germany. 

Those who think the rate of migration will be higher point to German unification, when over 7% of the population moved from east to west in ten years, despite a huge flow of subsidies from west to east. Those who think it will be lower cite the EU's experience with Spain and Portugal, which joined in 1986. There was no big outflow then: rather the opposite, as strong growth at home attracted Spaniards and Portuguese back from other countries. But when they joined, Spain and Portugal had living standards much closer to the EU average than the countries of central Europe do now. Spanish purchasing power was about two-thirds of the EU average. For Poland, the biggest country in central Europe, the figure is about 40%. 

Even diligent and legal migrant workers from central Europe could pose political problems for western European governments, if they come in large enough numbers and seem to price locals out of jobs. But they will still be valuable economically, because they are likely to contribute more in work than they take out in pay. 

The bigger worry for rich-country governments concerns migrants in search of state benefits. Central Europe's Roma minorities—about 9% of the population in Slovakia, 5% in Hungary and 3% in the Czech Republic—are a particular cause for concern. The poorest Roma villages, especially in eastern Slovakia, are among the most desperate places in Europe, with no work and little schooling. A flow of Roma migrants claiming political asylum led Britain to reintroduce temporary visas for Slovaks a few years ago. Such barriers will be illegal after EU enlargement. 

Yet whatever problems migration may pose, short-term restrictions, such as those proposed by Germany and Austria, will not be a solution. At best they may merely delay or divert flows. A two-year or even five-year delay is not much when set against the 50-90 years that it might take the countries of central Europe to catch up with west European living standards. If the incentive to migrate from central Europe is strong in 2004, it will be strong in 2009—unless western Europe's economies do remarkably badly. 

A better way to deter too much movement of people would be through investment in the poorest parts of central Europe, especially improving infrastructure such as roads. This should bring businesses and jobs, making it less likely that people will migrate. That is a good argument for directing eastwards the subsidies that the EU gives to poor regions. 

Even so, east-west migration will be a fact of life in the EU for at least the next 30 years. The trick is to make the best use of it. This means fine-tuning benefit systems to shut out short-stay claimants, as Denmark is doing, and improving incentives to work. It means deregulating labour markets so that jobs can be created cheaply but legally for the workers who want them. Migration will be less of a challenge, and more of an opportunity, if it forces such reforms on recalcitrant governments. 

Reading Questions:

1.  Use labor supply-demand graphs to predict the effect of free worker mobility on wages for unskilled and skilled workers in both developed and developing countries (analyze 4 cases).

2.  What is the effect of mobility on goods and housing costs in the developed, receiving, country?

