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The economic reasoning against price controls is old,
and no economically literate person now advocates price
controls... Price controls are not merely imprudent, wasteful, and
inefficient, as an economist might say... they are also immoral
and violate citizens’ rights.
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So, going back to economics, there is a wide range of
controversy in economics (e.g., should we use monetary or fiscal
policy to fix a recession?), but there is also a wide range of agreed-on
views, such as that we should have free trade and avoid price

controls.
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Motivation

As a philosopher of economics I am interested in economic
institutions (such as property rights, money, markets etc.) and their
interrelations with other social institutions — such as democracy

Recently, I have come across contributions to a debate in which
philosophers and social studies of science researchers have
advocated a strengthening of scientific experts in a democracy

These proposals tend to rely on the existence of good knowledge of
at least some uncontroversial facts, including some economic facts

* My question today: Is there such a thing as good knowledge of

uncontroversial economics facts?
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In this paper I'm not primarily interested in grand theories or paradigms
such as Austrian vs Neoclassical Economics

Rather, I want to focus on much lower-level empirical questions of
immediate policy relevance:

* Does raising the minimum wage lead to an increase in unemployment?
* Do open borders decrease low-skilled labour wages (or increase GDP)?
» Does free trade spur growth?

+ Do people often behave irrationally?



Facts about what?

+ What I hope to show is that answers to questions such as these are
oftentimes a lot less clear cut than optimists like Brennan suggest
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+ How do we come to know a statement such as ‘increases in minimum
wages cause unemployment’?
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agreed, there would be no problem



How do we know 1in economics?

How do we come to know a statement such as ‘increases in minimum
wages cause unemployment’?

Two kinds of answer:
Deductively
Inductively

[f there was a unique answer given by each method, and the two methods
agreed, there would be no problem

+ But what if not?



How do we know 1in economics?

* Along tradition in economics maintains: economics uses an ‘abstract
method a priori’ (John Stuart Mill)
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* But are the economist maintaining that the abstract method a priori is
the method of economics correct?

* There have been controversies and counter-movements that go back
close to the origins of the discipline and have lasted until this day

* Some examples:

“(Richard Jones vs The Classics in 1830’

* The Methodenstreit in the early 1900’s

+ The ‘Measurement without theory’ debate in mid-1900’s

“((The “Causal Wars’ today



Richard Jones vs The Classics

# 1790-1855, English economist, member of the “English historical school’



Richard Jones vs The Classics

+ Professor of political economy at King’s College London, resigning this post in 1835 to
succeed T. R. Malthus in the chair of political economy and history at the East India
College at Haileybury



Richard Jones vs The Classics

+ Criticised the theoretical views of David Ricardo and T. R. Malthus on economic rent
and population — on inductive grounds



ichard Jones vs The Classics
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Richard Jones vs The Classics

« Instead of deducing general economic laws from highly abstract principles (and, at best,
testing them against some narrow contemporary data), he insisted that conclusions

should be founded on a wide observation of contemporary facts and aided by the
study of history



Richard Jones vs The Classics

* Specifically, he found that ‘laws’ could be context dependent: dependent on the
different forms that the ownership and cultivation of land, and the conditions of
production and distribution, assume at different times and places
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The Causal Wars

There’s a recent movement in econometrics that aims to mimic the
successes of biomedical research in the second half of the 20th century

Fundamental idea: randomised experiments are the gold standard of
science

Why? Mill’s methods...

What's different between then and now?
The emergence of microeconomics

+ The rapid progress of statistical techniques



The Causal Wars

+ What if you can’t randomise? Use a ‘second best’: instrumental variables,
difference-in-ditferences, regression discontinuity...
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+ Structural econometricians counter that outside a theoretical model, one has seldom a

good reason to believe that the conditions for applying any of these methods are
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Structural econometricians counter that outside a theoretical model, one has seldom a

good reason to believe that the conditions for applying any of these methods are
fulfilled

Example: instrumental variables
Think of a simple example: smoking & lung cancer
There’s a correlation, but correlation is not causation

Why? Among other things, a genetic factor might be a ‘common cause’ (affect both
smoking behaviour and probability of lung cancer)

The economist’s solution: use an exogenous variable that affects smoking but not
lung cancer — taxation

« Structuralists: by affecting a smoker’s spending decision, taxation may affect other
causes of lung cancer after all, e.g., exercise and nutrition
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# The problem is that these are not at all purely academic issues
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* Indeed, depending on the view on evidence the economist takes, his or her
reading of the ‘facts” will be affected dramatically: minimum wages
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Until the Card-Krueger study, most economists,
myself included, assumed that raising the minimum
wage would have a clear negative effect on
employment. But they found, if anything, a positive
effect. Their result has since been confirmed using
data from many episodes. There's just no evidence
that raising the minimum wage costs jobs, at least
when the starting point is as low as it is in modern

America.

\_




| Three conclusions, in particular, stand out. First, as 1I.S
| indicated in chapter 3, the literature that has emerged |

since the early 1990s on the employment effects of
minimum wages points quite clearly—despite a few
prominent outliers—to a reduction in employment
opportunities for low-skilled and directly affected
workers.

ist takes, his or her
mum wages
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The problem is that these are not at all purely academic issues

Indeed, depending on the view on evidence the economist takes, his or her
reading of the ‘facts” will be affected dramatically: minimum wages

» We seem to be stuck between a rock and a hard place:

» ‘Design-based” (inductivists) econometricians thought they’d take the ‘con out
of econometrics’ by no longer relying on economic theory, which was regarded
as lacking in credibility

# ‘Structural’ (deductivist) econometricians counter: experiments cannot always
be performed; where they can be performed, they in no way guarantee credible
results; fancy new techniques depend on strong background assumptions,
which themselves aren’t credible outside of a good theoretical model

+ S50 we’re back to square one
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The minimum wage case is not special in this manner
Indeed, a similar story can be told about all the examples I mentioned at the beginning

Take free trade

David Ricardo has been understood to show that free trade is always advantageous—by
means of a simple 2x2 model

The problems with this model are manifold:

It depends on idealising assumptions that are known to be incorrect; the result does
not necessarily follow when assumptions are relaxed

Distributive issues are ignored or downplayed; however, to justify a policy
decision, these matter a great deal

* Most importantly, however, the historical record indicates that free trade isn’t
always advantageous
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The imposition of free trade on Portugal
killed off a promising textile industry and left her
with a slow-growing export market for wine, while for
England, exports of cotton cloth led to accumulation,
mechanisation and the whole spiralling growth of
the industrial revolution

Most importantly, however, the historical record indic
always advantageous




Moreover, it is also not true that
almost all rich countries have become rich through
free-market policies. The truth is more or less the opposite.
With only a few exceptions, all of today’s rich countries,
including Britain and the US — the supposed homes of free trade
and free market — have become rich through the combinations of
protectionism, subsidies and other policies that today they
advise the developing countries not to adopt. Free-market
policies have made few countries rich so far and /i

will make few rich intheﬁly

ever, the historical record indicates that free trade isn’t
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There are few if any uncontroversial ‘facts’ in economics, for three reasons:

Most economic ‘facts’ are highly value-laden (as is the statement ‘free trade
is advantageous for a nation’), and there is little general agreement on values

Economic ‘facts” are complex; there is rarely a simple answer to a simple
sounding question (more on this in a minute)

There are many ways to establish an economic “‘fact’ and there is little
general agreement on how best to do so

So don’t assume someone is poorly educated or mischievous just because they
disagree about some factual issue

* Ignorance and mischief are only two among many possible explanations of
disagreement
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What inductivists and deductivists both get wrong is that they tend to be
‘atomists’ about evidence

Roughly: pick the most reliable and appropriate method to study a question,
and then accept its result

Problem: any method has limitations and is subject to a multitude of potential
errors

Even a study presenting an ideal RCT will not be sufficient evidence because
we need evidence that substantiate the study authors’ claims to ideality, the
group’s integrity and conscientiousness, errors in data transmission etc.

+ Therefore: look at all the evidence that is relevant to addressing a policy
question and weigh it up
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2. Take a broad view of evidence!

« While every method has its limitations and potential sources of erroz, these
limitations and potential errors are the not same across studies:

# An observational study is always subject to ‘selection bias’ (when subjects can
self-select into a treatment group)

# An experiment is always subject to experimental artefacts (e.g. Hawthorne effect)
» A model always simplifies and can therefore omit important factors

* Using different methods to address the same question therefore:

“ Provides one with a fuller picture

+ Helps to eliminate potential errors

« The goal should be to weave all the evidence together into an overall narrative
which is convincing in its entirety
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3. Take a broad view of the question to be addressed!

Another problem is that the question itself is often illicitly simplified

‘Is free trade good for a nation?” doesn’t only mean “Is free trade
conducive to the nation’s economic growth as measured by GDP’ but
also:

Are the policy’s distributive consequences desirable?
Are there long-run effects that offset (positive) short-run effects?

Are the consequences desirable under alternative outcome measures
(e.g., GDP vs happiness vs capabilities...)

« This also makes clear that value judgements play an important role in
evidential reasoning



4. Make your case for a specific historical situation!

* While not generally taking the side of the historical inductivists such as Jones, I
do take from them that historical and regional specificity are a life possibility
that needs to be considered



4. Make your case for a specific historical situation!

# In economic research, hypotheses are therefore initially time- and space-
indexed; what has been shown to be the case here does not necessarily
extrapolate to a new setting — in part because ‘what works” depends on the
context of application
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» Judgements about the adequacy of a policy will therefore depend on the
concrete details of the case



4. Make your case for a specific historical situation!

+ What's good for a country will depend, among other things, on its level of
development, size, existing institutions, laws, and customs, cultural factors and
SO Oon



