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BY GEORGE LOEWENSTEIN
& PETER UBEL

I
T SEEMS that every week, a new
book or major newspaper article
appears showing that irrational de-
cision-making helped cause the
housing bubble or the rise in

health-care costs.
Such insights draw on behavioural eco-

nomics, an increasingly popular field that
incorporates elements from psychology
to explain why people make seemingly ir-
rational decisions, at least according to
traditional economic theory and its em-
phasis on rational choice.

Behavioural economics helps to ex-
plain why people under-save for retire-
ment, why they eat too much and exer-
cise too little and why they buy energy-in-
efficient light bulbs and appliances. By un-
derstanding the causes of these problems,
behavioural economics has spawned a
number of creative interventions to deal
with them.

But the field has its limits. As policy-
makers use it to devise programmes, it’s
becoming clear that behavioural econom-
ics is being asked to solve problems it
wasn’t meant to address.

In some cases, behavioural economics
is being used as a political expedient, al-
lowing policymakers to avoid painful but
more effective solutions rooted in tradi-
tional economics.

Take, for example, the United States’
obesity epidemic. The fashionable re-
sponse, based on the belief that better in-
formation can lead to better behaviour, is
to influence consumers through things
like calorie labelling – for instance,
there’s a mandate in the health-care re-
form Act requiring restaurant chains to
post the number of calories in their dish-
es.

Calorie labelling is a good thing; diet-
ers should know more about the foods
they are eating. But studies of New York
city’s attempt at calorie posting have
found that it has had little impact on diet-
ers’ choices.

Obesity isn’t a result of a lack of infor-
mation; instead, economists argue that
rising levels of obesity can be traced to
falling food prices, especially for un-
healthy processed foods.

To combat the epidemic effectively
then, we need to change the relative price
of healthful and unhealthful food – for ex-
ample, we need to stop subsidising corn,
thereby raising the price of high fructose
corn syrup used in sodas, and we also
need to consider taxes on unhealthful
foods. But because we lack the political
will to change the price of junk food, we
focus on consumer behaviour.

Or take conflicts of interest in medi-
cine. Despite volumes of research show-
ing that pharmaceutical industry gifts dis-
tort decisions by doctors, the medical es-
tablishment has not mustered the will to
bar such thinly disguised bribes, and the
health-care reform Act fails to outlaw
them.

Instead, much like food labelling, the
Act includes “sunshine” provisions that
will simply make information about these

gifts available to the public. We have
shifted the burden from industry, which
has the power to change the way it does
business, to the relatively uninformed
and powerless consumer.

The same pattern can be seen in
health-care reform itself. The Act promis-
es to achieve the admirable goal of insur-
ing most Americans, yet it fails to address
the more fundamental problem of
health-care costs. Instead of requiring in-
dividuals to pay out of pocket if they
choose to receive expensive and unprov-
en interventions, the Act tries to lower
costs by promoting incentive pro-
grammes that reward healthy behaviours.

Similarly, Prime Minister David Cam-
eron of Britain recently promoted behav-
ioural economics as a remedy for his coun-
try’s overuse of electricity, citing results
from a study that reduced household elec-
tricity use by informing consumers of
how their use compared to that of their
neighbours.

Under closer scrutiny, however, tests
of the programme found that better infor-

mation reduced energy use by a mere 1
per cent to 2.5 per cent – modest relative
to the hopes being pinned on it.

Compare that with the likely results of
a solution rooted in traditional econom-
ics: a carbon tax would instantly bring
the price of energy into line with its true
cost and would unleash the creative pow-
er of the marketplace to generate cleaner
energy sources.

Behavioural economics should comple-
ment, not substitute for, more substan-
tive economic interventions. If tradition-
al economics suggests that we should
have a larger price difference between
sugar-free and sugared drinks, behaviour-
al economics could suggest whether con-
sumers would respond better to a subsidy
on unsweetened drinks or a tax on sugary
drinks.

But that’s the most it can do. For all of
its insights, behavioural economics alone
is not a viable alternative to the kinds of
far-reaching policies we need to tackle
our nation’s challenges.
George Loewenstein is a professor of economics
and psychology at Carnegie Mellon University.
Peter Ubel is a professor of business and public
policy at Duke and the author of Free Market
Madness: Why Human Nature Is At Odds With
Economics.
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The problem with behavioural economics

BY SANJEEV SANYAL

P
UBLIC housing is not a new
idea and various versions of it
have been tried across the
world. However, it must be re-
membered that it has very rare-

ly been a wholesale success. In many cas-
es, it has created ghettos of poverty and
despondency. In others, the relatively
rich have “captured” the projects and ben-
efited from the subsidies.

One of the few exceptions is Singa-
pore, where public housing projects
played a very important role in transform-
ing the city-state, within a generation,
from a poor, slum-riddled port to one of
the world’s most prosperous and ad-
vanced cities. What makes it even more
impressive is that this was achieved by
the mobilisation of internal resources and
not the deployment of a windfall from oil
or some such natural resource.

In the early 1960s, Singapore suffered
from severe housing shortages. A large
section of the population lived in unhy-
gienic squatter camps that were prone to
frequent fires and communal tensions.

In a single fire at Bukit Ho Swee in
1961, several people were killed and
16,000 people were made homeless.

The race riots of July 1964 left 23 peo-
ple dead and hundreds injured. In other
words, life in Singapore’s slums was no
better than that in slums that we see in In-
dian cities today.

The British-run colonial government
decided to set up the Housing and Devel-
opment Board (HDB) in 1960. The agency
had built more than 54,000 housing units
by the time Singapore became independ-
ent in 1965.

In the initial phase, the flats were basic
and were meant for renting. Over time,

the quality and choice of housing were in-
creased even as schemes were introduced
to help people buy their homes.

An important financing innovation in
1968 was to allow citizens to use money
from the Central Provident Fund for
down payments and servicing.

HDB housing grew very rapidly in the
1970s and 1980s. In tandem with this
growth, the Government invested heavily
in common amenities such as health, edu-
cation and public transport. Special ef-
forts were made to accommodate small
businesses as well as community hubs,
such as sports facilities and places of wor-
ship.

Today, about 80 per cent of Singapore-
ans live in HDB housing and 95 per cent
own their homes. It is extraordinary that
the citizens of one of the world’s most
prosperous cities choose to live in public
housing.

What can we learn?
I have found that Indian “urban ex-

perts” arrogantly dismiss Singapore as a
small-scale experiment.

I disagree.
Singapore is a small country but it is a

reasonably large city of five million – larg-
er than all but six Indian cities. It has
been able to dramatically raise the stand-
ards of living of its population in a very
dense urban environment purely through
internally generated resources.

This is why, for the last two decades, a
string of Chinese mayors have swallowed
their pride and made pilgrimages to the
city-state. I know that Singapore’s public
housing policies cannot be blindly applied
to India, but there are some important
principles that are universal and worthy
of consideration.

Clear property rights are very impor-
tant for creating a sense of ownership.

However, note that there is a big differ-

ence in the Singaporean approach and
that of Peruvian economist Hernando de
Soto. The latter is in favour of regularis-
ing squatter rights whereas the Singapore-
ans preferred to wipe the slate clean us-
ing public acquisition of land.

From the Singaporean viewpoint, regu-
larising squatter rights would reward
squatting and ultimately undermine the
very basis of property rights.

Public housing may be partly subsi-
dised but it should not be too cheap – and
never free. Instead, there is a housing lad-
der that starts with cheap rentals and
ends in high-end condominium apart-
ments like those in the Pinnacle complex.

In other words, the urban poor are not
seen as a static group in need of hand-
outs. The underlying assumption is that
people have aspirations and they will
work hard and climb the ladder quite
quickly if given the chance.

This is very different from Mr de So-
to’s world of small holdings and micro-fi-
nance, where the poor improve their situa-
tion in tiny incremental steps. Perhaps
the difference in world view reflects the
difference between the rapid growth expe-
rience of Asia and the slow growth of Lat-
in America.

Management of the “commons” is criti-
cal. Thus, the Singaporean approach in-
vests very heavily in common amenities,
public transport, maintenance and so on.

Residents of HDB estates are made to
pay a small management fee every
month. Similarly, every effort is made to
cluster economic and social nodes within
each HDB estate. Even informal sector ac-
tivities like “hawker centres” are de-
signed into the public housing system.

Again, this is very different from Mr
de Soto’s approach that focuses on pri-
vate ownership of property and largely ig-
nores the commons.

Real estate laws are transparent and
evenly applied by a quick legal system.
This is a necessary corollary of properly
defined property rights. This is one area
where the Singaporeans and Mr de Soto
would strongly agree with each other.

The purpose of this article is to point
out that there is an “Asian model” for
thinking about public housing and slum
upgrade.

This does not mean that rock star econ-
omists like Mr de Soto should be ignored.
He clearly has ideas that should be consid-
ered seriously.

I merely hope that the Indian govern-
ment will weigh various options before
embarking on an important and expen-
sive project.

The author is president of the Sustainable Planet
Institute in India. He took part in the recent
World Cities Summit in Singapore. This is an
excerpt from an article that first appeared in the
Business Standard in India on Wednesday.

I
T IS heartening the Lien Foundation
commissioned a comparative study in
the form of a quality of death index to
see how well different countries man-
age the care of dying elderly people.
The move reflects a growing apprecia-
tion of “end of life” issues. But Singa-
pore’s 18th ranking among the 40 coun-
tries surveyed by the Economist Intelli-
gence Unit leaves much food for
thought – and a basis for remedial ac-
tion. If compassionate management of
the dying is considered a distinguishing
feature of a First World society, Singa-
pore is falling short.

In the basic end-of-life care catego-
ry, Singapore came in even lower, at
No. 30. One of the factors included

health-care spending as a percentage of
gross domestic product, which was as-
certained to be too low. The Ministry of
Health’s response was that this was
“perplexing”, given that affordability
and efficiency are hallmarks of the
health-care system. Less debatable,
however, is the need for a government-
led national palliative care strategy, a
point deemed a weakness by the poll tak-
ers. Seven countries in the survey have
such strategies in place.

It can be argued that changes in Sin-
gapore’s palliative care strategy, such
as the use of Medisave for in-patient
hospice care, have been implemented
only in the past three years. A lot more
can be done. For example, more health-

care professionals should be trained in
an area regarded as less lucrative and
prestigious than other sub-fields. In ad-
dition, it would be beneficial to consid-
er inducements for such professionals,
such as the flexibility of part-time work
in palliative care, supplemented by time
spent in research, education or even oth-
er medical fields. This is a practice used
to great effect in countries such as Aus-
tralia. It would ease the emotional bur-
den associated with palliative care.

Most importantly, public awareness
of such managed care should be stepped
up. It should be underscored that pallia-
tive care is not about death per se, but
the minimising of suffering when expiry
is near. This would ameliorate the ef-

fects of a deep-seated taboo associated
with death in the Asian mindset. It also
will place an obligation on Singapore-
ans, long conditioned to equating the
value of a person with economic useful-
ness, to value people for who they are.
Sick, old people should be better hon-
oured and not be regarded as an imposi-
tion on the time and resources of rela-
tives. The sooner such an attitudinal
change can be made, the better would
Singapore be in providing the requisite
level of care. If this sounds like sancti-
monious waffle to young people, they
need only acknowledge this: They too
will wither and be in need of care and
emotional support, sooner than they
can imagine.

Dealing with life’s end
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From slums
to prosperous
city-state
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