
RF: Your early work focused on topics that were fairly
conventional. How did your work progress into areas,
such as strategic bargaining, that largely had been
beyond the scope of economists?

Schelling: In 1948, I had just finished my coursework for
the Ph.D. at Harvard, and a friend of mine called from
Washington. He was working on the Marshall Plan and said
that he had an opportunity to go to Paris but he couldn’t
leave until he had a replacement. So he asked me if I would
like to replace him. I said sure.

Eventually, I went to Europe as part of this assignment
and worked mainly on negotiations for the European
Payments Union. Then, Averell Harriman, who had been
head of the Paris office, went to the White House to be
President Truman’s foreign policy advisor. Harriman asked
my boss to go with him, who in turn asked me a few months
later to join him. In 1951, the foreign aid program was shift-
ed to the Mutual Security Program, with Harriman as
director, in the Executive Office of the President. I moved
there, and stayed through the first nine months of the
Eisenhower administration. So when I left, I had spent five
years in the foreign aid bureaus, largely working on negoti-
ations. That, I believe, was what focused my attention on
the type of issues that showed up in The Strategy of Conflict.

RF: One of the more famous bargaining situations that
you propose in The Strategy of Conflict involves a prob-
lem in which communication is incomplete or impossi-
ble — the game where two strangers are told to meet in
New York City but have not communicated with each
other about the meeting place. What does this game tell
us about bargaining? And what, if any, are the policy
implications?

Schelling: That little exercise, which I designed to deter-
mine if people could coordinate without any communica-
tion, became fairly famous and now I am usually identified
as the originator of the idea of “focal points.” My argu-
ment was that in overt negotiations something is required
to get people to arrive at a common expectation of an out-
come. And the ability to reach such a conclusion without
communication suggested to me that there was a psycho-
logical phenomenon, even in explicit negotiations, which
may work to focus bargainers eventually on that commonly
expected outcome. By understanding that, I thought, we
may be able to more easily facilitate policy negotiations
over such matters as what would be an appropriate division
of the spoils, an appropriate division of labor, and so forth.
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Editor’s Note: This is an abbreviated version of RF’s con-
versation with Thomas Schelling. For the full interview, go to
our Web site: www.richmondfed.org.

Thomas Schelling’s early research was common fare
for economists in the 1950s. The quality of the work
may have been higher than most, but the topics
were relatively mundane. His first two books were
titled simply National Income Behavior and
International Economics. But his interests extended
beyond the traditional confines of the discipline, a
point that was made clear with the publication of
The Strategy of Conflict in 1960. In it, he used the
tools of economics to illuminate important issues
in international relations, while making significant
contributions to game theory and laying the ground-
work for later research in experimental economics.

Schelling has continued to publish on military
strategy and arms control throughout his career,
but his work has led him to a number of other
seemingly disparate issues, such as racial segrega-
tion, organized crime, and environmental policy. In
each case, he has been able to generate original
insights from ordinary observation. As his long-
time colleague Richard Zeckhauser has written,
Schelling “thinks about the essence of phenomena.
In scanning everyday behavior, he sees patterns and
paradoxes that others overlook.”    

Schelling spent most of his career at Harvard
University, before joining the faculty of the
University of Maryland in 1990. He is a past presi-
dent of the American Economic Association and
recently worked with other distinguished econo-
mists on the Copenhagen Consensus, a project
designed to prioritize the largest social problems
facing the world. Aaron Steelman interviewed
Schelling at his home in Bethesda, Md., on
February 7, 2005.
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RF: What were the respons-
es when you originally posed
this question to people?

Schelling: When I first asked
that question, way back in the
1950s, I was teaching at Yale.
A lot of the people to whom I
sent the questionnaire were
students, and a large share of
them responded: under the
clock at the information desk
at Grand Central Station.
That was because in the 1950s
most of the male students in
New England were at men’s
colleges and most of the
female students were at
women’s colleges. So if you
had a date, you needed a place
to meet, and instead of meet-
ing in, say, New Haven, you
would meet in New York.
And, of course, all trains went
to Grand Central Station, so you would meet at the infor-
mation desk. Now when I try it on students, they almost
never give that response. 

Some cities have more obvious focal points than others.
For instance, if I asked people where would you meet in
Paris, they probably would have no
trouble. Most would go to the Eiffel
Tower. But in other cities, it’s not so
clear.

The question first occurred to
me while I was driving across coun-
try with two college friends. We
were going from San Diego to New
Hampshire and back, and camping
along the way. We stopped in San
Antonio and one of the other two
guys got out and bought some
peanut butter and crackers. While
he was gone, a police officer made me move on, and
because of the one-way streets, it took me about 10 min-
utes to get back to where I dropped him off, and he wasn’t
there. I kept circling around and eventually we found each
other. But we realized that this could happen to us in any
city, and we should come up with a plan about how to meet
if we got separated. 

We spent the whole afternoon thinking about it individ-
ually, but not talking about it, and that evening around the
campfire we compared notes. We all wound up in the same
place. The criteria we used were the following: Every city
had to have this place and there could be only one of it, you
had to be able to find it by asking any police officer or fire-
man, and you had to be able to reach it by public trans-

portation. That narrowed the
list down to the town hall or
the main police station or the
main post office. 

Well, before we left home,
we had each given our moth-
ers a list of cities in which we
would look for mail, and the
way you get mail when you
are traveling across country is
to have the letter sent to your
name, care of general deliv-
ery, and it arrives at the main
post office in that city. That
occurred to all three of us,
and if we had to choose
among the places that shared
the criteria we described, the
main post office seemed to
be the obvious choice.

RF: You begin many of your
papers with examples that
are taken from everyday

life. For instance, in “Hockey Helmets, Daylight Saving,
and Other Binary Choices,” you use the case of a player
for the Boston Bruins who suffered a severe head injury
to demonstrate why some collective action problems
can be so difficult to solve — in this case, getting 

hockey players to voluntarily
wear helmets. Is this a con-
scious strategy of yours to
engage readers in what other-
wise might seem like an abstract
discussion?

Schelling: I always try to find 
something that I can put in the first
paragraph to make the article
sound interesting. It was just a 
coincidence that the hockey player
had been hit in the head and that 

I had noticed it. It was a good example of a scenario in which
everyone might wish to be compelled to do something that
they wouldn’t do on their own individually. So I think that has
been part of my style. I wrote a textbook in international eco-
nomics that had about a dozen policy chapters. I tried to have
the first page of every chapter present an interesting puzzle or
phenomenon that would get the interest of the readers.

RF: You have written that the “ordinary human being 
is sometimes … not a single rational individual. Some 
of us for some decisions are more like a small collectiv-
ity than like the textbook consumer.” Could you 
explain what you mean by this, perhaps through a few
examples?
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I consider myself in
the rational-choice

school, absolutely. But
I am more interested

in the exceptions than
many other economists.
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Schelling: I started working on that subject in the 1970s
when I was asked to join a committee of the National
Academy of Sciences on substance abuse and habitual
behavior. I was the only economist there. Everyone else was
a specialist on a certain type of addictive substance such as
heroin or some other health problem like obesity. It seemed
to be taken for granted that if you were addicted -- whether
to heroin or alcohol or nicotine — there wasn’t much you
could do for yourself. I argued that this was not the case,
and gave a number of examples of ways people can help
themselves avoid relapse. 

For instance, one person tried to show how addictive
heroin was by pointing out that many former users, even
those who had avoided heroin for a long time, would be
likely to use the drug again if they were to hang out with the
people they used to shoot up with or even if they listened to
the same music that they played when they used heroin in
the past. I pointed out that there was some instructive
material right there. Don’t associate with the same people.
Don’t listen to the same music. And if the place where you
used to use heroin is on your way to work, find a different
route. So even though those people may be inclined to use
heroin again, there were clearly some ways in which they
could help prevent themselves from having a relapse.

The more I thought about this issue, the more I began
to conclude that a lot of people have something like two
selves — one that desperately wants to drink and one that
desperately wants to stay sober because drinking is ruining
his life and his family. It’s as if those people have two differ-
ent core value systems. Usually only one is prominent at a
given time, and people may try to make sure that the right
value system attains permanence by taking precautions that
will avoid stimulating the other value system.

RF: Some have called you a “dissenter” from mainstream
economics. But it seems to me that this is true only inso-
far as it concerns topics of inquiry. On methodological
issues, you don’t seem as willing to abandon some of the
core assumptions of neoclassical economics as, say, those
people who call themselves “behavioral economists.” Do
you think that this is a fair characterization?

Schelling: This is something that I talk about a lot. I claim
that we couldn’t do without rational choice. But we don’t
expect rational choice from a child or an Alzheimer’s patient
or someone suffering from shock. We will better understand
the uses and limits of rational choice if we better understand
those exceptions. I use the example of the magnetic compass.
It’s usually a wonderful way to determine which direction
north is. But if you are anywhere near the actual north mag-
netic pole, the compass could point in any direction, even
south. The same is true with rational choice. It is a wonderful
tool if used when appropriate, but it may not work all the
time. So I consider myself in the rational-choice school,
absolutely. But I am more interested in the exceptions than
many other economists tend to be. 

As for the behavioralist critique of neoclassical economics, I
would conjecture that if you walked into a classroom where a
behavioralist is teaching microeconomics, that person would
teach it in a straight, standard fashion. It’s something that you
have to master — you can’t do without it. For instance, if a student
were to ask about the effect of a gasoline tax on driving behavior,
the response would likely be that such a tax will tend to lower con-
sumption of gasoline and/or increase the desirability of more fuel
efficient cars. That’s just straight neoclassical economics.

More generally, I think that when a new idea develops, it is
important that the enthusiasts are given free rein to explore
and perhaps even exaggerate that idea. Once it catches on and
becomes respectable, then it’s time to become more critical.
Rational choice has gone through that process, and the behav-
ioralists have emerged to challenge some of its assumptions.
The behavioralists have probably overstated their case, but
their ideas are relatively new and will be critiqued as well.  

I think that people like Dick Thaler and Bob Frank, who are
clearly two of the most innovative behavioralist economists
today, so much enjoy what they do that I’m not sure if they con-
sciously exaggerate the role of these exceptional situations.
When I read Bob Frank, I get the sense that he is passionate,
almost emotional about his belief that American consumers are
suffering welfare losses because they are spending their money
trying to avoid the discomfort of not being equal to their neigh-
bors. I think he overdoes it, and I think that I have told him so.
I don’t know if his answer today would be, “Of course I overdo
it. I’m trying to get attention paid to something I think is
important.” Or if he would say instead, “No, I don’t overdo it. I
really do believe that the phenomenon is that important.” But
even if the former is true, I would excuse that. I think that the
point is important enough that if exaggeration will help them
get it across, let them exaggerate.

RF: What is your opinion of modern game theory?

Schelling: That’s a hard one, because I don’t keep up with all
the latest work in that field. But I would like to make the fol-
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lowing broad claims: Economists
who know some game theory are
much better equipped to handle a lot
of important questions than those
who don’t. But economists who are
game theorists tend to be more inter-
ested in the mathematics aspect of
the discipline than the social sciences
aspect. Some economists of the lat-
ter group are good at using their the-
oretical work to examine policy
issues. Still, many — and I think this
is especially true of young game the-
orists — tend to think that what will
make them famous is their mathe-
matical sophistication, and integrat-
ing game theory with behavioral
observations somehow will detract
from the rigor of their work. 

I’ll give you an example. I had a
student at Harvard named Michael
Spence, who a few years ago won the
Nobel Prize. Mike wrote a fascinat-
ing dissertation about market incen-
tives to engage in excessive competi-
tive expenditure. I was on his com-
mittee, and I argued that he needed
to do two things. First, summarize
the theory in 40 pages. Second, find
six to 10 realistic examples to illus-
trate how the theory worked and why
it mattered. He spent much of a year
doing that. But in the end, he pub-
lished the 40-page version of his dissertation in a top-tier
journal, and used that paper as the first chapter of a book.
Both of them got a lot of attention, and led to his appoint-
ment to the Harvard faculty. 

The reason that I advised him to take this approach 
was quite simple: If he didn’t, other people would and 
they would get credit for his work because they were able 
to apply it to real-world questions. I think that other 
economists, especially young game theorists, can learn 
from this example. Even very technical work often can 
be used in an applied manner — and this can benefit the 
work as well as the economist. 

RF: In 1950, few people would have predicted, I think,
that the Cold War would end as peacefully as it did. For
example, it is surely notable that the conflict ended
without the use of nuclear weapons. Why do you think
both sides avoided using means that would have had fair-
ly certain, but catastrophic, consequences?

Schelling: I have written and lectured about this quite a bit.
When I give a talk on the subject, I begin by stating, “The
most important event of the second half of the 20th centu-

ry is one that didn’t happen.” I think
you have to go through the history
to understand it fully. In the early
1950s, it was believed that the likeli-
hood of the United States using
nuclear weapons was so great that
the Prime Minister of Great Britain
came to Washington with the
express purpose of persuading the
Truman administration not to use
them. And because the British had
been partners in the development of
nuclear weapons, their Parliament
thought that the Prime Minister
had a good right to share in any deci-
sion about how they would be used. 

As we know, they were not used,
but the Eisenhower administration
repeatedly asserted that nuclear
weapons were just like any other
type of weapon, and that they could
be used as such. The attitude in the
Kennedy and Johnson administra-
tions was quite different. They
believed that nuclear weapons 
were fundamentally different, and
their statements helped to build 
the consensus that their use was
taboo — a consensus that may have
dissuaded Nixon from using them
in Vietnam.

Also, in the 1960s there was a
great fear that dozens 

of countries would come to possess nuclear weapons. 
But the nonproliferation efforts were vastly more success-
ful than most people expected. It was thought that
Germany was bound to demand them, and that the
Japanese couldn’t afford to be without them. And then it
would spiral down to other countries: the Spanish, the
Italians, the Swedes, the South Africans, the Brazilians
would all have nuclear weapons. The process by which
these countries would acquire them, it was thought, was
through nuclear electric power — the reactors would 
produce enough plutonium to yield weapons. For several
reasons, that didn’t occur.

Israel’s restraint in the 1973 war was also very important,
I think. Everyone knew that Golda Meir had nuclear
weapons, and she had perfect military targets — two
Egyptian armies north of the Suez Canal, with no civilians
anywhere near. But she didn’t use them. Why? Well, you
could say, quite reasonably, that they didn’t want to suffer
worldwide opprobrium. I think, though, that there was
probably another reason. She knew that if she did, the
Iranians, the Syrians, and other enemies of Israel would like-
ly acquire them and would not be reluctant to use them. In
addition, it was not clear in the late 1970s that the Soviets
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shared the nuclear taboo. Yet, they didn’t use them in their
war against Afghanistan — and this was also very important.

There is a possibility that nuclear weapons will be used in
the India-Pakistan dispute. But I’m not especially worried
about that. The Indians and the Pakistanis have been
involved in nuclear strategic discussions in the West for
decades. They have had a long time to think about this, and
have watched the U.S.-Soviet negotiations. I think they
know that if they were to use nuclear weapons it could easily
lead to something beyond their control. So I think that 
by now the taboo is so firmly entrenched, that it is very
unlikely we will see nation-states use nuclear weapons. What
we don’t know is if that taboo holds for non-state actors. 
I think that it might, but I don’t hold that opinion with
much conviction.

RF: Some policymakers and analysts have argued that
diplomacy is much more difficult in today’s world than 
it was during the Cold War because there are now 
multiple non-state players who
seem to place less value on stabil-
ity than the Soviets did. How
does this change the bargaining
game? How can economics
inform the current conflict with
Islamic terrorists?

Schelling: One big difference is
that you simply don’t know who
the non-state actors are. We have
made a big deal out of Osama bin Laden. But we don’t
know if he is alive, and if he is alive, whether he still con-
trols the money and organization in the way that he did a
few years ago. Also, there are no recognized private chan-
nels of communication with non-state actors. If you want
to get a message to bin Laden, you either hold a press con-
ference and hope that he will hear it, or send it to him
through a secret private channel.

Also, there is a popular notion that deterrence will not
work when you are dealing with non-state actors. But I’m
not so sure that this is the case. Consider the Taliban. I
think that if the leaders of the Taliban had known what type
of response the attacks of Sept. 11 would produce from the
United States, they would have tried to prevent the attacks.
So I think that we should consider what we can do to alien-
ate bin Laden from some of his supporters. You also need to
consider what types of weapons they are likely to use and
what types of targets they are likely to choose. And we need
to determine their objectives. 

For instance, we still don’t know what the objectives
were of the attacks on the World Trade Center, because the
effects were so widespread. It killed a lot of people. It pro-
duced the largest media coverage of a terrorist attack in his-
tory. It demonstrated U.S. vulnerability, while also destroy-
ing a symbol of Western capitalism. And it demonstrated
the competence and some would say the bravery of the 

terrorists who were willing to sacrifice themselves. Each of
those could have been the principal objective, or there
could have been some combination of objectives. But we
don’t know for sure.

When we think about weapons, many people seem to
think that terrorists will use whatever weapon they can get
their hands on. But consider the use of, say, smallpox from a
cost-benefit analysis. They could release smallpox in New
York, Chicago, and San Francisco. But smallpox is a very
difficult disease to contain in a world of global travel, and
the United States is the country best equipped to deal with
an outbreak. Releasing smallpox in the United States, then,
could result in many more deaths in poor countries with rel-
atively bad health systems like Indonesia and Pakistan than
in the United States. I’m not sure that would be a result the
terrorists would welcome. By unleashing such widespread
death in the developing world — especially in places where
they enjoy support today — they could substantially reduce
their approval and assistance from people who are now

their allies. In contrast, anthrax
might be a more attractive option
because it is not contagious, and
its effects could be limited to the
United States. 

Also, there may be a cultural
aspect to this. If releasing a non-
contagious toxin in, say, a subway
station is considered by large parts
of Islamic culture to be a cowardly
way to attack your enemy, then this

could be costly to them. It could damage their support in
the same way that releasing a contagious toxin could, even
though the effects of the actual attack would be much more
direct and localized.

RF: I would like to talk about your famous checkerboard
example as it applies to racial segregation. You have writ-
ten, “A moderate urge to avoid small-minority status may
cause a nearly integrated pattern to unravel, and highly
segregated neighborhoods to form.” Could you describe
how this process unfolds?

Schelling: When I started thinking about this question,
many American neighborhoods were either mostly white or
mostly black. One possible explanation for this, of course,
was rampant racism. But I was curious about how this might
emerge in a world where racism was not particularly acute,
where in fact people might prefer racial diversity. 

The process works basically like this. Let’s say the racial
composition of a neighborhood is 55 percent white and 45
percent black, and that the majority population in the sur-
rounding areas is utterly without prejudice. Then you may get
a case where more and more members of the majority group
move in. This may be fine with the minority group for a
while. They may not mind going from being 45 percent of the
population to 35 percent. But at some point — say, when their
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part of the population is only 20 percent — then the most
sensitive members of that group will probably evacuate,
reducing their percentage even further. The result is a highly
segregated neighborhood, even though this wasn’t the intent
of the majority population.

I wanted to come up with an easily understandable mech-
anism to explain this phenomenon that I could use in teach-
ing a class. I spent several summers at the RAND
Corporation, which had a good library. I looked at several
sociological journals, trying to find something I could use,
but I wasn’t able to find anything suitable. So I decided I
would have to do something myself.

One day, I was flying home from somewhere and had
nothing to read. So I passed the time by putting little “X”s
and “O”s in a line, with one group representing whites and
the other representing blacks, and used the assumption that
there was a moderate desire to avoid becoming part of a very
small minority group. Well, it turned out that this exercise
was very hard to do on paper, because you had to keep eras-
ing and starting over. 

But my son had a coin collection at the time, and he had a
bunch of copper coins and a bunch of zinc coins. I laid them
out, and then I decided that putting them in a line wasn’t
good enough. You needed more dimensions. So I arranged
them on a checkerboard. I got my 12-year-old son to sit down
at the coffee table with me, and we would move things
around. Soon, we got quite used to how it worked and how
different the results were if one group was more discriminat-
ing than the other or if one group was more numerous than
the other. 

I published my results, and it got quite a bit of attention at
the time. But it wasn’t until 25 years later that I realized that
this game had pioneered some of the work in what is called
“agent-based modeling” and which is used in a variety of dis-
ciplines in the social sciences. At the time I was working out
this example I didn’t realize that I was engaged in an area of
research that would one day have a formal name.

RF: How did you become involved with the Copenhagen
Consensus and what type of policy proposals has the
group offered?

Schelling: I don’t know precisely why I was chosen. Bjorn
Lomborg, the organizer of the project, wanted to gather a
group of economists of some reputation, and he probably
knew that I had written about the greenhouse gas issue. So
that was probably the connection.

When the project started we had a United Nations list of
global problems related mostly to development and poverty.
We were asked to look over that list and pick 10 that we
thought would be worth pursuing. We did that, and then we
asked a very distinguished person in that field to write a
major paper on the issue, along with two other people to
write critiques of the paper. 

Somewhere along the way, we began to emphasize an idea
that wasn’t clear to me at the outset and that I think wasn’t

clear to many other people — namely, that this was mainly a
budget priority exercise. We were supposed to do cost-bene-
fit analysis. We were told that we had $50 billion to spend,
and we should decide which projects would provide the most
welfare benefit for the money.

Unfortunately, that approach had not governed our choice
of projects and had not governed the way the papers were
written. For instance, no one really had a good idea of what
you could do with some part of $50 billion to generate more
liberal trade. The same was true with education. The papers
argued that unless you can reform the educational systems in
the big industrialized countries, more money won’t help.
Similarly, it wasn’t clear to us how more money would help us
prevent the spread of financial crises. So we had about five
topics that really did not fit, and we treated many of them as
not applicable. In retrospect, I think we should have treated
climate change in the same way. 

Of those projects where we could see how the expenditure
of money would help, restricting the spread of HIV and
AIDS seemed like it should be at the top of the list. It is just
so crucially important that we advocated spending about half
of the money on it. Then there were some projects, like mal-
nutrition and malaria control, where you just got so much for
your money, that we put them near the top also. Projects to
improve sanitation also were deemed quite worthwhile.

In general, I think that the program was successful in
some ways and less successful in others. And if we had it to do
all over again, I think that we could do an awful lot better.

RF: How did you come to the University of Maryland?

Schelling: In the 1980s, Congress passed a law making it
illegal for most businesses to have a mandatory retirement
age for most employees. But they allowed colleges and uni-
versities a seven-year grace period. Harvard, at the time, had
mandatory retirement at 70, and I was going to be 70 before
the grace period expired. Well, I was in good health, felt that
there was more research that I wanted to do, and still
enjoyed teaching. So I let it be known that I could be
attracted to another university. My first preference was a
university in Southern California, where I grew up. But then
a former colleague and a very good friend of mine who was
dean of the University of Maryland’s School of Public
Affairs called, and I told him about my situation. He asked
me not to accept another offer until I heard from him. It
also turned out that the chairman of the economics depart-
ment had been my teaching fellow at Harvard in the 1960s.
So I had two very close connections at Maryland, and I also
knew a few other people on the faculty, like Mancur Olson.
Plus, as we have discussed, much of my work is very policy-
oriented, which made the Washington area pretty desirable
to me. Overall, it seemed like this would be a good fit for me,
so when the president of the university made me a very gen-
erous offer, I accepted it. I have been at Maryland since
1990. I still teach a class or two, but I am now in an 
emeritus position. RF

S p r i n g  2 0 0 5  •  R e g i o n  F o c u s 41

Region Focus Spring 2005 v.6.ps - 4/25/2005 13:13 PM




