IS THERE A GLOBAL ECONOMIC CONSENSUS??

Is There a Consensus Among Economists in the 1990’s?

By RicHARD M. ArstoN, J. R. KEARL, MICHAEL B. VAUGHAN*

In a 1976 survey, Kearl et al. (1979; here-
after, “the 1976 survey”) concluded that the
then widespread perception that there
was little agreement among professional
economists on matters of theory or policy
was simply wrong. However, the most casual
empiricism, namely the continuing popular-
ity of jokes about disagreements among
economists, suggests the perception of
noneconomists has not changed much since
the 1970’s. What is the present state of
consensus among economists? This question
is of interest because more than a decade
has elapsed since the 1976 survey and dur-
ing this time many issues confronting
economists and the composition of the pro-
fession have changed.! Benjamin M. Fried-
man and Lawrence H. Summers (1991 p.
ix), for example, have asserted that ...eco-
nomic thinking in many subfields of the
discipline now differs markedly from what it
was in 1970....” Consensus among Euro-
pean economists has been examined by
Bruno S. Frey et al. (1984). Martin Ricketts
and Edward Shoesmith (1990, 1992) focus
exclusively on British economic opinion.
This paper provides the first general analy-
sis of opinions of U.S. economists in more
than a decade.

“Discussants: Stanley Fischer, Massachusetts Insti-
tute of Technology; Bernard Saffran, Swarthmore Col-
lege.

*Alston and Vaughan: Weber State University, Og-
den, UT 84408-3807; Kearl: Brigham Young Univer-
sity, Provo, UT 84602. This paper summarizes a longer
paper which is available upon request. We thank Tim
Tregarthen for initially suggesting that this survey be
done and for helpful comments on new propositions in
the survey instrument. We also thank the Willard L.
Eccles Foundation for its financial support of this
survey.

!In the random sample of economists reported here,
43.6 percent of the respondents were awarded their
highest degree after 1976.
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1. The Survey and Questionnaire

To examine opinions and the extent of
consensus, a two-page questionnaire was
sent to a stratified random sample of 1,350
economists employed in the United States,
consisting of (i) 200 economists in 10 lead-
ing graduate programs, (ii) 200 other mem-
bers of the American Economic Associa-
tion, (iii) 150 government economists,
(iv) 150 business economists, (v) 500
economists teaching Principles of Eco-
nomics at four-year colleges and universities
and (vi) 150 evolutionary economists. The
overall response rate was 34.4 percent, or a
total of 464 respondents. The responsé rates
by group were 29, 40, 30, 28, 36, and 41
percent, respectively. We reject the hypoth-
esis of identical response rates at the 0.05
level of statistical significance.

Each recipient was asked to indicate gen-
eral agreement, agreement with provisos, or
general disagreement with each of 40 state-
ments. The degree of consensus was esti-
mated using a measure of relative entropy
(&) which ranges between 0 (perfect consen-
sus) and 1 (no consensus).?

II. Degree of Consensus

Table 1 reports the responses to each
proposition along with the entropy index
(nonresponses are not shown). In addition,
Table 1 also reports the mean response (we

2Relative entropy (¢) is defined as observed entropy
divided by the maximum possible entropy for the num-
ber of outcomes considered, where entropy is the sum
of the probability of a particular outcome multiplied by
the log (base 2) of the probability [i.e., (— X p;log, p;)).
A relative-entropy value of 1.0 would result if the
respondents were equally distributed across the three
response options.
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TABLE 1-—PROPOSITIONS, RESPONSES, ENTROPY, AND MEAN RESPONSE FOR TOTAL SAMPLE
Propositions R % & Mean Propositions R % & Mean
1 Tariffs and import quotas 1. 65 14 The government should -1 19.0
usually reduce general 2 213 057 2.65 restructure the welfare 2 341 083 226
economic welfare. 3 7113 system along the lines of a 3 444
“negative income tax.”
2 A large federal budget deficit 1 15.7
has an adverse effect on the 2 476 079 220 15 Wage-price controls are a 1 739
economy. 3 351 useful policy option in the 2 17.7 053 134
control of inflation. 3 84
3 The money supplyisamore 1 40.1 ;
important target than interest . 2 224 0.85 1.94 16 A ceiling on rents reduces 1 65
rates for monetary policy. 3 343 the quantity and quality of 2 166 052 270
p ) housing available. 3 763
4 Cash payments increase the 1 15.1
welfare of recipients-to a great- 2 259 0.72 243 17 The Fed should increase 1 541
er degree than do transfers-in-- 3 58.0 : the money supply at a fixed 2 306 075 158
kind of equal cash value. . rate. 3 134
5 Flexible and floating 1 84 18 Effluent taxes or marketable 1 20.5
exchange rates offer an 2 336 0.70 249 poliution permits representa - 2 .22.6 0.74 .. 2.36
effective international 3 56.0 better approach to pollution 3 556
monetary arrangement. control than imposition of
pollution ceilings.
6 Asthe USSR movestoward 1 40.1 -
a market economy, a rapid and 2 304 0.84 1.87 19 The government should 1 364 :
total reform (i.e., “goingcold 3 272 _issue an inflation indexed 2 263 0.89 195
turkey”) would result in a better security. 3 321
outcome than a slow transition.
s ; 20 The level of government 1 446
7 A minimum wage increases - 1 205 2 .
unemployment among young 2 224 074 236 spending relative to GNP 2 190 079 191 /
and unskilled workers. 3 56.5 should be reduced 3 356
(disregarding expenditures - R
8 An economy in short-run 1 476 for stabilization).
equilibrium at a real GNP below 2 29.5 0.81 1.73 -
potential GNP has a self- 3 213 21 The Fed has the capacityto 1 36.6
correcting mechanism that will achieve a constant rate of 2 358 084 1.89
eventually return it to potential growth of the money supply if 3 254 °
real GNP. it is desired. :
9 Fiscal policy (e.g., taxcut 1~ 9.1 22 Economic evidence 1213 :
and/or expenditure mcn.aase) 2 306 067 251 suggests there are toomany -~ 2 239 085 229
has a significant stimulative 3 593 resources in American 3 487
impact on a less than fully- agriculture.
employed economy.
. . . 23 Reducing the regulatory 1 623
I?h;r{‘;’nﬂ‘:é“sbt‘g‘e"s“sggl‘l’l‘gﬂ‘? e 08 2w power of the Environmental 2 254 069 147
more equal, 3 485 - Protection Agency (EPA) : 3 106 :
would improve the efficiency
11 Wage contracts are the 1 724 of the U.S. economy.
primary factor that prevents the 2 209 057 1.32 ]
economy from continuously 3 52 24 If the federal budgetistobe 1 134 :
operating at full employment. balanced, it should be done 2 248 0772 2.48
over the business cycle 3 601
12 Antitrust laws should be 1 276 rather than yearly.
enforced vigorously to reduce 2 369 0.92 2.07 -
monopoly power from its 3 349 25 The cause of the rise in 1 675 B :
current level. gasoline prices that occurred 2 203 0.63 143
in the wake of the Iraqgi 3 114 :
13 Inflation is primarily a’ 1 285 invasion of Kuwait is the
monetary phenomenon. 2 304 084 211 monopo[y power of the large
3 397 :

oil companies. i
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TABLE 1 —CONTINUED

Propositions R % & Mean Propbsitions R % € Mean

26 The redistribution of income 1 16.8 34 A large balance of trade 1 338
within the U.S. is a legitimate 2 254 073 240 deficit has an adverse effect 2 373 086 192
role for government. 3 565 on the economy. 3 263

27 In the short run, a reduction 1 39.4 35 Lower marginal income tax 1 '43.8
in unemployment causes the 2 41.0 081 1.78 rates reduce leisure and 2 328 080 179
inflation rate to increase. 3 177 increase work effort. 3 226 :

28 The major source of 1 547 36 Collusive behavior is likely 1 278
macroeconomic disturbances 2 - 282 079 155 among large firms in the Umted 2 308 082 213
is supply-side shocks. 3 121 i States. 3 40.7

29 There is a natural rate of 1 308 : 37 The trade deficit is primarilya 1 51.5
unemployment to which the 2 341 082 2.03 consequence of the inabilityof 2 29.7 0.76 1.66
economy tends in the long 3 343 U.S. firms to compete. 3 181
run.

38 The competitive model is 1 39.7

30 “Consumer protection” laws 1 55.8 generally more useful for 2 323 085 185
generally reduce economic 2 239 0.76 1.62 understanding the U.S. 3 252
efficiency. 3 183 economy than are game

theoretic models of imperfect

31 In the movement from a 1 237 competition or collusion.
non-market to a market 2 384 085 212
economy (e.g., Poland) it is 3 351 39 Reducing the taxrateonin- 1 49.8
important that the ownership come from capital gainswould 2 282 0.78 171
of productive resources be encourage investment and 3 211
privatized at the onset. promote economic growth.

32 Rational expectations on 1 459 40 The U.S. government 1 476
the part of actors in markets 2 347 082 1.70 should retaliate against 2 351 078 1.67
play an important role in 3 16.6 dumping and subsidies in 3 151
preventing significant swings international trade.
in real aggregate output.

Notes: In column 2, R = response, where 1 = generally

33 Changes in aggregate 1 438 disagree, 2 =agree with provisos, and 3= generally
demand affect real GNP inthe 2 32.1 084 176 agree. In column 4, £ = entropy. The responses do not
short run but not in thelong 3 20.7 sum to 100 percent due to rounding and bccause the

run.

follow the 1976 survey in that weights of 1,
2, and 3 are given to “generally disagree,”
“agree with provisos,” and “generally
agree,” respectively). To test the hypothesis
that there is no consensus among the re-
spondents (i.e., the relative entropy index
equals 1.0) a chi-square test of significance
was conducted for each proposition. Al-
though some propositions (e.g., nos. 12, 19,
and 29) show relatively equal distributions
across the three responses, we reject the

“no response” category is not listed.

hypothesis of no consensus for all 40 propo-
sitions at the 0.01 s1gmﬁcance level3

3Following Kearl et al. (1979), the initial test treated
“no answer” as a fourth response. When “no answer”
responses are not included and the sample size is
reduced accordingly, we reject the hypothesis of no
consensus for all but propositions 12 and 19 at the 0.01
significance level and for proposition 29 at the 0.05
level.
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Interestingly, a majority of the respon-
dents chose one or the other of the polar
extremes, “generally agree” or “generally
disagree,” for 17 of the 40 propositions.
These include proposition numbers 1 (tariffs
and quotas hurt), 4 (cash payments increase
welfare more than payments-in-kind),
5 (flexible exchange rates are useful),
7 (minimum wages increase unemployment),
9 (fiscal policy works), 11 (wage contracts
are [not] the primary cause of unemploy-
ment), 15 (wage-price controls are [not]
a useful way of dealing with inflation),
16 (rent controls hurt), 17 (the Fed should
[not] pursue a money rule), 18 (effluent taxes
and marketable permits are better than pol-
lution standards), 23 (curtailing the EPA
would [not] improve the efficiency of the
economy), 24 (if the Federal budget is to be
balanced, it should be over the business
cycle), 25 (monopoly power was [not] the
cause of the increase in price of oil during
the Kuwait crisis), 26 (redistribution of in-
come is a legitimate role for government),
28 (supply shocks are [not] the major source
of macroeconomic disturbances), 30 (con-
sumer protection laws do [not] reduce effi-
ciency), and 37 (the trade deficit is [not] due
to the inability of U.S. firms to compete). In
all 17 cases, relative entropy (¢) is 0.79 or
lower, and the mean deviates more than
0.33 from the mean of 2.0, which would be
observed if the entropy index were 1.0 (no
consensus).

III. Changes Over the Past Decade

To what extent have opinions of
economists altered over time? To test the
hypothesis that no major shifts in economic
opinion took place between 1976 and 1990,
a chi-square test of difference was used for
the 21 propositions common to both the
1976 and 1990 surveys. To make the sam-
ples more comparable, we have limited re-
spondents to the four strata common to
both surveys (AEA top ten, AEA other,
government, and business) and, like the 1976
survey, have omitted those who did not re-
spond to a particular proposition and re-
duced the sample size accordingly. We re-
ject the hypothesis of similar distributions

MAY 1992

TABLE 2—DisTRIBUTION AND MEAN RESPONSES,
IN 1976 AND 1990, FOR ProPOSITIONS HAVING
SIGNIFICANTLY DIFFERENT RESPONSE PATTERNS

Survey 1 2 3

Proposition date % % % Mean
1. Tariffs 1976 3 16 81 28
reduce 1990 6 18 76 2.7
welfare '

3. Monetary 1976 29 23 48 22
target 1990 44 22 34 1.9

4. Cash 1976 8 24 68 2.6
payments 1990 14 24 62 25

7. Minimum 1976 10 22 68 26
wage 1990 18 21 61 24

12. Antitrust 1976. . 15 36 49 23
enforcement 1990 28 36 36 2.1.

13. Inflationis 1976 43 30 27 1.8
monetary 1990 29 .32 39 2.1

14. Negative 1976 8 34 58 25
income tax 1990 22 30 48 23

21. Fed control 1976 22 42 36 21
of money 1990 39 36 25 19

27. Phillips 1976 36 33 31 20
trade-off 1990 4 40 16 1.7

30. Consumer = 1976° 48 28 24 1.8
protection 1990 55 27 18 1.6

Notes: 1= generally disagree, 2 = agree with provisos,
3=generally agree. To maintain comparability be-
tween surveys, Principles teachers and evolutionary
economists are omitted in 1990.

?An error in the original reporting of the response
rates for proposition 21 has been corrected.

®This is proposition 29 in the 1976 survey.

(i.e., no change) at the 0.01 level of statisti-
cal significance for eight of the propositions
and at the 0.05 level for propositions 1 and
21.

For these ten propositions, Table 2 con-
trasts the distribution and mean response
patterns of the 1976 and 1990 surveys. Three
propositions with significantly different
response -patterns deal with the role
money plays in the economy. Specifically,
economists appear to. be less inclined to
think of the money supply as a more impor-
tant target than interest rates (no. 3) but
more inclined to think of inflation as a
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monetary phenomenon (no.-13). They also
want to hedge their bets more on the ability
of the Fed to pursue a monetary rule (no.
21). The only proposition concerning mone-
tary policy with unchanged opinion over the
period was number 17, a fixed-rate growth
rule, for which a relatively strong consensus
to reject was present in both 1976 and 1990.

On other issues, compared to the 1976
survey, the current survey shows more dis-
agreement with the Phillips trade-off be-
tween unemployment and inflation (no. 27)
and the claim that consumer-protection laws
reduce efficiency (no. 30). The survey also
shows that economists continue to agree
(but to a lesser extent) that tariffs reduce
welfare (no. 1), that cash payments are bet-
ter than in-kind transfers (no. 4), that mini-
mum wages increase unemployment (no. 7),
that antitrust enforcement should be more
rigorous (no. 12), and that the welfare sys-
tem should be restructured along the lines
of a “negative income tax” (no. 14). Al-
though space does not presently allow a full
discussion, a 22 analysis of variance con-
firms the prior result of the 1976 survey that
consensus is stronger on microeconomic
than on macroeconomic propositions and is
stronger on positive than on normatlve
propositions.

IV. Vintage of Degree
To determine whether the “era” in which
respondents attain their formal economic
education explains some of the variance
among responses, we examined the decade
in which each respondent attained his or
her highest degree (i.e., prior to 1961,
1961-1970, 1971-1980, and 1981-1990).
Based upon a chi-square test, we reject the
hypothesis that responses were independent
of “degree vintage” at the 0.05 significance
level for 16 of 40 propositions. Table 3
reports the responses on these propositions
by degree-vintage category.

Interestingly, a smaller proportion of re-
spondents who received their highest de-
gree prior to 1961 think tariffs reduce wel-
fare (no. 1), and a larger proportion of this
group tend to favor retaliation against sub-
sidies and dumping in international trade
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TABLE 3—PROPOSITIONS FOR WHICH DEGREE VINTAGE
1S SIGNIFICANT

1 2 3
Proposition Decade % % %
1. Tariffs reduce A 189 151 66.0

welfare B 32 245 723
' 40 199 76.2
65 225 710

6. USSR should
go cold turkey

385 385 231
387 280 333
304 385 311
541 244 215

185 259 556
253 284 463
140 193 66.7
248 190 562

7. Minimum wage
increases
unemployment

604  30.2 94
53.7 253 211
389 336 275
489 292 219

8. The macro
economy is
self-correcting

37 167 196
106 234 660
120 367 513

58 365 577

9. Fiscal policy
has stimulative
effect

434 226 340
351 298 351
240 307 453
237 370 393

774 151 15
59.1 290 118

13. Inflation is a
monetary
phenomenon

17. Fed should
follow money

growth rule 497 342 161
. 48.1 370 148
23. EPA has 90.0 40 ' 60
negative 61.1 274 11.6
impact on 61.3 28.7 10.0
efficiency 60.6 292 102

25. Oil price rise 722 185 93

caused by 660 234 10.6
monopoly 76.8 172 60
power 58.8 235 17.6
26. Income 20.8 15.1 642

redistribution
is legitimate

149 234 617
176 351 473
151 230 619

29. Thereisa
natural rate of
unemployment

53.7 222 241
305 358 337
268 - 403 329
241 372 387

574 278 148
479 266 255
347 380 273
439 367 .194

35. Marginal tax
rates impact
work effort

COwy» |UQwY» ([TOwm» (DOwY» [UOm» (Dawy» |TOW» |TOam» |TaE» |[Dam»> |(TOowm» U0
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TaBLE 3—CONTINUED

1 2 3

Proposition Decade % % %
36. Collusion A 25.9 222 519
among U.S. B 28.4 29.5 42.1
firms is likely C 349 33.6 315
D 19.6 34.1 46.4
37. Trade deficit A 61.1 18.5 20.4
caused by B 53.7 31.6 14.7
inability to C 58.7 26.7 14.7
compete D 41.6 372 21.2
38. Lower capital A 55.8 372 7.0
gains tax will B 432 24.2 32,6
stimulate C 331 378 29.1
investment D 47.0 371 159
40. U.S. should A 29.6 444 259
retaliate B 35.1 46.8 18.1
against - C 56.1 29.7 14.2
dumping D 574 31.6 11.0

Notes: 1= generally disagree; 2 = agree with provisos;
3 = generally agree. A = before 1961; B = 1961-1970;
C =1971-1980; D =1981-1990.

(no. 40). A greater proportion of this group
generally disagree that the trade deficit is
caused by the inability of U.S. firms to com-
pete (no. 37).

The degree-vintage factor also plays an
important role in explaining responses to
macroeconomic propositions. Thus, those
who received their highest degree prior to
1961 or in the 1960’s showed a greater ten-
dency to disagree with the notion of a self-
correcting economy (no. 8) and the exis-
tence of a natural rate of unemployment
(no. 29). There was also a higher proportion
among these two groups who generally
agreed with the stimulative impact of fiscal
policy (no. 9). With respect to monetary
considerations, the older one’s highest de-
gree the -greater the tendency to disagree
with the notion that inflation is a monetary
phenomenon (no. 13) and that the Fed
should follow a money growth rule (no. 17).

The importance of degree vintage sug-
gests that during the course of graduate
study, some economists form economic con-
victions which they preserve for decades. In
light of this, it is interesting to question the

-MAY 1992

influence of postgraduate research upon the
retention of economic beliefs. Since re-
search is widely viewed as serving to keep
one abreast of recent developments in the
field, participation in research may erode
the importance of degree vintage upon the
convictions held by the researcher. Indeed,
much research is structured to falsify prior
tenets. - Alternatively, research is largely
done in a specialized field of interest, which
may have been first embraced in graduate
school. Therefore, during their careers, ac-
tive researchers may come to embrace more
fully views which were only tenuously held
as graduate students.

To examine this issue, the hypothesis that
responses to survey propositions are inde-
pendent of degree vintage was tested for
the strata of economists working at the top
ten universities, presumably economists reg-
ularly engaged in research activities. The
hypothesis could not be rejected for any of
the 40 propositions. This finding contrasts
sharply with the rejection of the hypothesis
for 16 of 40 propositions when the entire
sample is examined.

In addition, when the entropy index is
calculated for each stratum and averaged
across the 40 propositions, the AEA top-ten
stratum exhibits greater consensus than do
Principles teachers, business economists,
government economists, or other AEA
members. While not conclusive, this finding
is consistent with the view that involvement
in research does serve to change the per-
ceptions of researchers and to keep them
abreast of the field.*

Frey and Reiner Eichenberger (1992) also
examine the influence of research upon eco-
nomic opinion by testing for differing conse-
quences arising from the relatively narrow
criteria of peer-reviewed publication and
accompanying -citations used by academic
institutions in the United States with what

“The average entropy values by strata are 71.0 (AEA
elite), 75.9 (Principles teachers), 74.7 (government
economists), 73.0 (business economists), and 74.0 (other
AEA members). Evolutionary economists exhibit the
greatest consensus with an average entropy of 63.4.
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they view as a more broadly defined Euro-
pean perspective of scholarship. Their find-
ing that the character of scholarship does
influence economic opinion is consistent
with our premise that engagement in re-
search may alter views previously held.

V. Summary Remarks

Based on our analysis of six strata of
economists, we conclude that on 40 proposi-
tions covering a wide range, but certainly
not all important or even relevant issues,
there is much consensus among economists.’
There has been significant change in
economists’ views on 10 of 21 common
propositions surveyed in 1976 and 1990. In
particular, economists have substantially al-
tered their collective view on monetary mat-
ters. We found that, for 16 propositions, the
vintage of one’s highest attained degree was
a significant explanatory variable. This re-
sult is tempered by our finding that the
explanatory power of degree vintage is sig-
nificantly reduced for those actively en-
gaged in research.

5A longer paper (Alston et al.,, 1992) reports that
statistically significant differences across survey ‘occupa-
tion/affiliation strata exist for 34 d‘f 40 prapositions
and finds that survey responses were stat:stlcal]y\ re-
lated to annual income for 9 of 40 propositions.
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