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	Page One Feature
Social Issues Meet Market Models
In the Work of the New Economists

By JON E. HILSENRATH 
Staff Reporter of THE WALL STREET JOURNAL
CHICAGO -- Steven Levitt is a Harvard-educated economist and a rising star on the University of Chicago faculty who has been wooed by just about every top university in the country.
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But the wiry 33-year-old isn't known for his ruminations on money supply, trade policy or any other topic economists commonly debate. The subjects of his research include corruption in sumo wrestling, cheating at Chicago schools and the economics of gang life.

Mr. Levitt is among a new breed of economists, academics in their 20s and 30s who are applying mathematical models and economic theories to a range of social problems rather than the more familiar terrain of finance and markets. Using a set of statistical tools and a view of how people respond to incentives, they are helping define the debate in a variety of issues outside the traditional sphere of economics.

At the annual meeting of the American Economic Association early this year, economists crowded into conference rooms to discuss statistical studies on obesity, pawn shops and the impact of computers in classrooms. Such work could receive wider attention today when the association awards its prestigious John Bates Clark medal, an honor given every two years to an economist under age 40.

Mr. Levitt is considered a contender for the award along with Caroline Hoxby, a Harvard professor who has written on the merits of competition in education; Michael Kremer, another Harvard economist, who has studied inefficiencies in the market for the development of AIDS and malaria vaccines; and Matthew Rabin, a behavioral economist at the University of California-Berkeley and recipient of a McArthur Foundation "genius" award, who has written papers explaining procrastination.


Academics Name Likely Candidates for John Bates Clark Economics Prize

Of all the topics these economists have taken on, none has proven more controversial than a paper Mr. Levitt co-authored that will appear next month in Harvard's Quarterly Journal of Economics. The essay uses economic theory to answer a question that has confounded both academics and politicians for years: Why did the U.S. crime rate drop sharply during the 1990s?

Between 1992 and 1999, murders in the United States fell 35%, robberies fell 39% and violent crimes fell 26%. Big city mayors and politicians in Washington seized on the statistics to boost their own political careers, attributing the decline to tougher policing strategies, stringent gun laws and more prisons.

But Mr. Levitt's paper, written with John Donohue, a Stanford University law professor, argues that the legalization of abortion in the early 1970s played a key role in lowering crime because it reduced the number of unwanted youths.

Ever since a rough draft first became public 20 months ago, the authors have come under attack. Abortion opponents viewed the paper as tacit support for a practice they abhor. Others, including abortion-rights advocates, bridled at what they saw as racial undertones, likening it to Nazi-era theories of eugenics. Criminologists complained that the paper's reliance on econometrics -- which uses mathematical models to study relationships -- makes an artificial connection between abortion and crime. Mr. Levitt has received threatening phone calls and e-mails from people saying he'd be better off dead.

Natural Evolution
Mr. Levitt was taken aback by the visceral reaction to his work. "Our paper isn't saying that abortion is good or bad," he says. "It was to find out why crime went down."

To some economists, the new focus on social issues is the natural evolution of a discipline that has already answered many of the most important questions about how economies function. At the same time, some worry that it could trivialize the field. "People have moved away from some of the great issues in economics," says Oliver Hart, chairman of Harvard's economics department. "You might even say that some of [the new research] is frivolous. But the plus side is that these people are finding more and more ways to apply economics."

That Mr. Levitt is employed by one of the most prestigious economics departments in the world is testament to the growing legitimacy of such endeavors. University of Chicago economists have won 20% of all Nobel Prize honors awarded in the discipline, including five in the last 10 years. Twelve other winners have spent time at the university, either as students or faculty members before they received the prize.

The Chicago economics department has long had a reputation as a hotbed for conservative thinking, but Mr. Levitt and other members of the new wave of economists see themselves as apolitical despite their pursuit of controversial issues. Mr. Levitt says he didn't have strong views on abortion when he began the crime study. But he says he has since become sympathetic to abortion opponents even though his research findings suggest that legalization of the procedure might have had some positive social benefits.

Throughout the 1970s and 1980s, Chicago faculty such as Milton Friedman and George Stigler spent much of their time advancing the cause of open markets. Mr. Friedman's views on monetarism became a rallying point for right-leaning inflation-fighters during the Reagan era, and Mr. Stigler's research boosted arguments against government regulation. But Mr. Levitt follows more closely in the footsteps of a different Chicago economist, Gary Becker, who won the Nobel Prize in economics in 1992. Mr. Becker was also considered conservative, but what distinguished him was that he was among the few in his older generation to apply economics to social issues like family life or crime. In his classic 1981 book, "A Treatise on the Family," he explored how families function like markets; in his view, basic decisions about divorce or child-rearing are driven by hard-nosed calculations of costs and benefits.

If Mr. Levitt's research interests are unusual for an economist, they might be influenced by the experience of his father, a medical researcher in the field of gastroenterology who has written nearly 300 papers on body gas. The son says he learned an important lesson from his father's work: The best way to distinguish yourself in research is to look at areas that haven't been tilled over.

The 'Low-Hanging Fruit'
As Prof. Hart of Harvard says, the "low-hanging fruit" of big economic ideas has already been picked over by previous generations. So Mr. Levitt says he decided to gravitate to areas where economists hadn't done much work and at the same time pursue a personal fascination with crime and corruption.

"I am intrigued by the dark side," Mr. Levitt says, surrounded by spreadsheets and papers on such topics as guns and homicide in his small office. Even at home, he flips past stock reports on his television and turns to "Cops," eager to absorb the real-life drama of drug busts and domestic squabbles. For his class on the economics of crime, he has taken students on field trips to boot camps and Chicago prisons.

Mr. Levitt's pursuits have also been bolstered by the ever-increasing availability of raw data. Just a few decades ago, economists had to rely heavily on abstract theories and telling anecdotes because they simply didn't have much real data to work with. The Labor Department, for example, didn't even start measuring the unemployment rate until 1948. But with computers, the Internet, and more advanced statistical methods, an economist's world is flooded with information on the most minute of social trends.

Mr. Levitt is considered especially skilled at drawing meaning out of bucket-loads of data. Numbers and odd trivia dance in his head incessantly, and he has the ability, say colleagues, to tease insights out of mind-boggling masses of numbers. For his current research project on cheating, he programmed his computer to analyze nearly a hundred million test answers from elementary- and secondary-school students in Chicago. With the help of the local school district, he's searching for spikes in classroom performance and odd patterns where entire classes answer questions the same way. He says that could be evidence of teachers helping their students to cheat. "Here, there's something funny going on," he says, pointing to a jumble of letters on his computer screen. They show every student in a class giving the same answers to a series of questions.

Mr. Levitt says the work carries an important insight for education policy makers who are looking for ways to hold teachers more accountable for the performance of their students. Sometimes such accountability incentives have the perverse effect of encouraging teachers to break the rules.

Studying Sumo
He used similar techniques in a study of sumo wrestling, analyzing data from the Internet on 32,000 bouts and found patterns to suggest that matches were rigged in the final days of tournaments.

Mr. Levitt has always gravitated to odd recesses of research. Before crime, corruption and cheating, it was horse racing. He won Harvard's award for best undergraduate economics thesis for a paper that explained a 1980s speculative bubble in the market for racehorses. While classmates interned on Wall Street, Mr. Levitt spent two summers perfecting his own handicapping system at Minnesota's Canterbury Downs horse track. His computer model, which relied on the training speeds of horses, was aimed at exposing weaknesses in the system of official odds-makers.

He lost $5,000, most of it raised from family and friends, but has no regrets. "I spent two enjoyable summers losing money at the track in the name of scientific research," he says. "Employers loved it after I graduated. It made for great interviews."

Mr. Levitt graduated from Harvard summa cum laude, finished his doctorate in three years, and became a full professor at Chicago at the relatively young age of 31. In between, he squeezed in two years as a management consultant and three years at Harvard's Society of Fellows, which has produced eight Nobel laureates.

"Every university in the country tried to hire him," says Jose Scheinkman, a Princeton economist and former head of Chicago's economics department. Two years ago, Princeton tried to lure Mr. Levitt, but Chicago responded by offering him well over $200,000 a year to stay, according to a person familiar with the bidding. At top universities, the average pay for a full professor is about $100,000. But with economics the most popular undergraduate major at many top colleges, demand for economics professors has led to bidding wars for the most highly-regarded candidates.

Such accolades left him unprepared for the furor surrounding the abortion paper. The reasoning in the study was simple. Legal access to abortion gave women an option to end unwanted pregnancies. He cites studies that show that many women getting abortions -- teens, single mothers, the economically disadvantaged -- tended to raise children who were most likely to commit crimes as teens. (This undermines a commonly-held assumption that women who benefited most from legal access to abortion were affluent and older.) Mr. Levitt and Mr. Donohue concluded that the legalization of abortion might have reduced the proportion of unwanted youths who came of age in the 1980s and 1990s. The sheer scale of the practice argued there was some social impact; between 1973 and 1980, the number of documented abortions more than doubled, to 1.6 million from 750,000.

The problem was in reading the data. As critics note, statistics can seemingly unearth correlations between events, without saying anything about real causes and effects. Messrs. Levitt and Donohue seized on the fact that some states, like New York and California, legalized abortion before others. Their work showed crime started falling in these states before it fell in others. They also found states with higher abortion rates tended to experience larger crime drops 18 years later. In the end, they concluded that abortion explained nearly half of the decline in crime rates during the 1990s.

Mr. Levitt's argument is a more nuanced view of how shifts in the population can affect crime by changing the supply of those most likely to commit it. In the early 1980s, for example, many criminologists believe the crime rate started to fall as a large population of baby boomer males aged out of their most violent years.

Ever since the Chicago Tribune got a draft of the paper and published its findings in August 1999, academics and crime experts have been working to discredit it. Some argue that the paper underestimates the impact of handguns and the crack epidemic, which sent crime soaring during the late 1980s and early 1990s but then receded. Others say he overestimates the extent to which fewer unwanted children are being born.

"I can accept that abortion made a contribution to the decline in crime. But I would be astonished if it was the 50% that they claim," says Alfred Blumstein, director of the National Consortium on Violence Research. Mr. Levitt says the magnitude of the impact is open for debate.

Then there is the more troubling implication that crime can be curtailed by limiting the number of births among a few select demographic groups.

Mr. Levitt says the paper is not a prescription for any kind of social engineering. As an economist, he says, "I am totally unable to make a value judgment" about the ethics behind abortion.
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