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INTRODUCTIONtc "INTRODUCTION"
 This book is written for real economists, practical people whose job is to identify and solve the problems of the real world. It is not an economics textbook, and it does not aim to teach readers any more economics than they already know. Instead, it aims to show how they can be more effective in applying their economic training to the real world.


This is particularly important to recent graduates who have acquired from their years at university a mass of undigested theory and the ability to pass examinations. They are lost if they go into the real world and get a job as an economist. The problems they face are frighteningly different from those in the textbooks. They do not know how to tackle a real job – 

· should they try to write the sort of paper published by the Economic Journal?

· should they concentrate on collecting and analysing statistics?

· should they be some kind of accountant, as their non‑economist employer seems to think?


Few economics graduates get any guidance at all when they start out, and most of those who do find it unhelpful. Very few indeed have the good fortune to be trained by economists who not only are effective, but also have analysed their work methods to know why they are effective. Most have to spend three or four years trying to find out for themselves how to tackle a job, and some never manage to do this, remaining ineffective all their lives.


The advice in this book is distilled from half a lifetime’s mistakes. I have wasted years on pointless economic studies, and have worked on minor problems when major problems needed urgent attention. The problems I did tackle were tackled awkwardly and ineffectively. Years were spent on studies which had no effect because I did not manage to communicate my results to the decision makers and persuade them to act. I have produced third‑rate work when I could have produced competent work with the same effort. I have no doubt that I would have achieved two or three times as much if I had read a book like this when I was twenty‑one.


I have tried to learn something from every job I have done – what went right if it was successful, what went wrong if it failed. Equally important was to watch brilliant economists in action, and to try and condense their brilliance, their flair, into the routine of the professional.


How did I get the opportunity to make all these mistakes? My experience as an economist is wide. I have worked as a civil servant, in a university, in a research institute, for the Food and Agricultural Organization of the United Nations, and as a consultant. During all this time, and particularly when a consultant, I have worked with, and have observed, economists at all levels of the profession, including ministers, civil servants, researchers, consultants and businesspeople. I have worked in thirty countries around the world.


My work has included national policy, the economics of industries, the economics of large firms and the economics of very small firms, but it has always been directed at the real world, at identifying and solving practical problems. This does not mean that I neglected the theoretical side of economics: on the contrary, real problems often need a high level of analysis, which has meant that I have been able to publish far more academic papers than most academics.


The first great problem facing economists in the real world is to decide what to do. They have to select the tasks with a high payoff, a low skilled labour input and a high probability of implementation. This is covered in Book One. The second is how to tackle these tasks effectively, with the right blend of method, theory and technique – and this means knowing which of the theories and techniques so laboriously learnt at university should be discarded, and which are invaluable and should be developed further. This is covered in Book Two. The third great problem is how to get your conclusions accepted and your recommendations put into practice. This is so important that I have covered it in a separate book: Effective Communication for Professionals and Executives


In writing this book I have drawn heavily on the experiences of the many economists I have known and worked with all over the world. I shall be quoting many of their experiences. However, they were only open with me because they were confident that I would not disclose their names or the names of the firms they were working with. All I can do is thank them. I must also thank the people who have commented on various parts of the manuscript, notably Margot Bellamy, David Price, George Jones, Eric Windsor, Paul Anand, Gareth Richards, Don Pearson and, in particular, Morwenna Griffiths. Since they have not seen all the manuscript, and I have not made all the changes they suggested, the responsibility for what remains is mine alone. Thanks are due as well to George Peters, Director of the Institute of Agricultural Economics, Oxford, for it was as a guest of the Institute that I wrote the first part of the book.


 IS ECONOMICS WHAT ECONOMISTS DO?

tc \l1 "What economists do
ECONOMICS is what economists do, the old saw in the textbooks, ducks the issue. It is also untrue. You have only to look through the pages of an economic journal to realize that most of what the best‑known economists do is nothing to do with the rational allocation of scarce resources. It is not a study of mankind in the ordinary business of life. It is not concerned with real phenomena, with real markets and with real resources. It cannot influence the way resources are allocated. It may be journalism, it may be metaphysics, it may be statistics, it may be mathematics, but it is not economics.

Real Economists get things done. They allocate scarce resources to increase welfare, increase returns or reduce costs. They are concerned only with the real world. They base their assumptions on reality and they test their hypotheses against the real world. They are concerned with the possible, with what can be achieved, rather than with what could be achieved in an ideal society. They make full allowance for political and social factors. They accept that people may be inefficient or even criminal. Their analyses, their reports and their recommendations are made to produce action, not to display their technical virtuosity.

 
When you first start work as an economist, the type of job you tackle and the way you tackle it depend very much on your image of an economist, an image which has been moulded by those economists you have seen in action – the academics. Your employers will want you to fit into their image of an economist, which is probably quite different, especially if they are non‑economists. Neither image is likely to square with that of the real economist. If you let yourself be pushed into operating according to these images, you will waste your time and probably be bored silly into the bargain. If you are to avoid this fate, it is as well to know the commoner images which may be forced on you. 

APPLIED ECONOMICS

tc \l2 "APPLIED ECONOMICSApplied Economics sounds as though it might be an applied science, something like agriculture, where the scientist takes the laws of science as given, and uses them to solve problems. This is most definitely not what economists do. They cannot take their theory out of a book, punch in the right data and get the right answer. They have to construct their own theoretical model for each market they study. Economics has far more in common with pure science than with applied science.

Applied Economics also sounds as though it might be the same as Real Economics, but its image is quite different. The textbooks tend to be descriptions of institutions, with masses of facts and statistics, but no analysis. They give no indication of how Real Economists would analyse a real problem to reach conclusions and prescriptions about the real world.

What is more, Applied Economics has a low status in universities, and the lecturers assigned to it are under pressure to devote all their research to higher status work, like mathematical modelling, if they are to pursue an academic career. The result is that there is very little first class work done on it by academics.

Because of this, students get the impression that applied economics is deadly dull, and they do their best to avoid it in later life, going into research, teaching or business administration instead. Those who do end up in jobs where they are called Applied Economists think that is their job to produce equally dull descriptions, padded out with masses of facts and statistics. They find that their expectations are correct: this work is deadly dull.

DESCRIPTIVE ECONOMICS

tc \l2 "DESCRIPTIVE ECONOMICSDescriptive economics is another term sometimes used in universities. It is a nonsense. Economics is not description. The result of using the term Descriptive Economics and even teaching courses in it is that people write long reports describing a market or institution, giving masses of statistics, but no theory. The really skilled performers produce third‑rate journalism.

The university courses on descriptive economics produce only facts, facts which are obsolete even as the course is being given. When graduates get a job, they have no use for the facts learned from lectures that the professor wrote five years previously, or even from lectures written using the most up‑to‑date information in the public domain. They acquire far more information, up‑to‑date information, on their chosen industry within a few days.

When I was young and impressionable, and thought that this sort of thing was acceptable, I launched surveys and studies with no more in mind than to find out more about . . .  as though the accumulation of knowledge and its setting down were important in themselves. I prepared reports where the recommendations and conclusions, if any, were buried in a mass of description. Most of this work was wasted, as it did not lead to action.

Real Economics means not description but analysis, explanation, prediction and recommendation. We want to know how the market works, how the different parts interact, and what happens when changes are made. Of course, some description is needed in the introduction to your report. Of course, your model is, to a large extent, a description of what happens and how things work, but the model is only a means to an end. With descriptive economics, though, description is seen as an end in itself. It is sterile.

THE SOUND, PRACTICAL, COMMON‑SENSE APPROACH

tc \l2 "THE SOUND, PRACTICAL, COMMON‑SENSE APPROACHOutside the universities one comes across the people who cultivate the sound, commonsense approach:

Im a Practical Man. Im not interested in all that ivory‑towered academic nonsense. Theory is all very well for academics who do not have to go out into the real world and make decisions. Things may work out one way in theory but in practice it is quite a different matter. Personally, I spend a good three‑quarters of my time in the field. I dont waste my time sitting behind an office desk. Anyway, all our decisions will be overruled by the politicians so this theoretical analysis is quite unnecessary: we can use some other method; it may not be 100 per cent right, but it is a lot quicker and easier, and it is more likely to be accepted by the politicians.
The image is effective – reliability, soundness, experience – and the Practical People can be superb operators in a bureaucracy, and in committees. They are particularly effective in an organization full of computers and MBAs. I am quite willing to use the image myself: in order to show that I am not tied to the office desk, I leave gumboots and protective clothing on display in my office, leave samples of my product on the floor and drive a Landrover, even in town. I use the image to protect myself from being branded an impractical theorist.

However, you should not take the image of a Practical Person as a guide to what to do. Many of these Sound Practical People do not have the theoretical knowledge of a school leaver. They have forgotten all they ever learnt (and many of them did not even major in economics.) They cost out alternatives, without analysis, without realizing that there can be indirect costs, market effects, and non‑money costs. Their analysis is simplistic. Their theory is inadequate or just wrong, often resulting in the loss of millions of pounds or in thousands of lives. They juggle with figures and present tables and graphs. They present Sound Practical Commonsense reports, and, since their commonsense is the same as the layman administrators, their recommendations are accepted. 

It is a myth that real economics requires less theory than academic economics does. Models of real life must be more complicated, because you cannot assume away inconvenient facts, as the academic can. The theory must be tighter and more cohesive, because there are large gaps in your data and many of the figures that you use are wrong. Academics do not have the same constraints, because they can choose to work where there is plenty of reliable data – which is usually where the problems have been solved already.

There is a myth that some jobs are straightforward and do not need any high‑powered input. In fact, most projects, even small ones, repay careful analysis: the economic analysis of many a big firm is simpler than that of a greengrocers shop and is far, far, simpler than that of a garden plant nursery. True, I have had a few projects where the industry or the firm was so badly organized that it seemed to me that a lot of commonsense improvements had to be made before there was any point in doing any serious analysis. This was an illusion: my identification of the improvements was the result of rigorous, though brief, analysis. For many years, these commonsense improvements had been missed by the common sense of management and administration, and usually by the common sense of Practical Economists as well. 

Many of the Sound Practical People are doing useful jobs as administrators or in marketing. Some are brilliant at this. But they are not economists and should not pretend that they are. Employers who think that they are employing an economist and getting economic advice are being fooled.

THE IVORY‑TOWERED THEORETICIAN

tc \l2 "THE IVORY‑TOWERED THEORETICIANMany academics are, of course, real economists, tackling real problems and producing results that influence decisions. Some academics, however, adopt the role of Ivory‑Towered Theoretician, a role which is becoming common among economists working for large firms and for the international organizations, for any organization large enough to carry a passenger in fact.

Typically, Ivory‑Towered Theoreticians have mastered some very abstruse bit of welfare economics or consumption theory and can express it in mathematical form. Indeed, they may think that mathematical economics is the only form of economics worth doing. They devote their time to developing the theory into ever more abstruse forms. They do not see the application of the theory as their job. They create the theory and leave it to others to apply it. They may even pride themselves on writing such abstruse theory that it is incomprehensible to real economists and must be translated for them by the rank and file of the academic world.

However, those more cynical than myself, and it never fails to surprise me how many there are, believe that the Ivory‑Towered Theoreticians are not the slightest bit interested in whether their theory is ever applied or whether it bears any relation to the truth. They may even avoid theory that can be applied, on the grounds that it has less status. They are concerned only that it is published and that they get the tenure and promotion that follow (see for instance McGuire, 1973; Feige, 1975; Earl, 1983; Leontif, 1971). It is tempting to go into the subject further, but this book is not on the sociology of academia.

Occasionally they may deign to address a real problem. Taking an afternoon off, they will quickly read through one or two of the more readily available reports on the subject and whip up a model. They will present their conclusions with total confidence, and then return to the work they consider important. The papers they write will be very impressive indeed. They will impress nonprofessionals with their obvious grasp of high‑powered theory, but may not convince them. They will also impress the real economists who glance at it casually. However, the real economists who read the paper may have any of the following reactions: – 

· The model is incomprehensible, so it must be good. (An inexperienced economists reaction.)

· The model is incomprehensible, so it must be bad (An experienced economists reaction)

· The model is wrong, showing no understanding of the market it purports to explain.

· The model is oversimplified and naive in the extreme. Anyone working in the industry could produce a richer model off the top of their heads, though they could not present it so elegantly.

· The model assumes away all the problems of real life, whether because it is too difficult to express them mathematically, or because the theoretician is not aware of them.

· The model has taken lumps of theory from several different abstruse papers and joined them together into one general model. The fact that the lumps of theory are not compatible with each other is ignored. So is the fact that the lumps of theory were designed to apply to very different markets in other countries.

· The model is fine. The only problem is that it will take 20 years and $10 million to get the data necessary to run it.

Of course, I am not suggesting for a moment that real economists do not need to know the theory. They need to know the theory that is used to analyse real problems. They also need to know theory if they are to defend their employers against the Ivory‑Towered Theoretician who presents a dangerously bad model. They need to know a different type of theory though, and later in this book I will be discussing which types are useful.

ECONOMISTS DEAL WITH MONEY

tc \l2 "ECONOMISTS DEAL WITH MONEYBoth economists and non‑economists have the image of an economist as being somebody who deals with money, and, as a corollary, of anyone who deals with money matters as being an economist. This is a pervasive image and strongly influences what economists choose to do and what they are asked to do.

It is wrong, dangerously so. Economists deal with resources, not money, though it is sometimes convenient to use money as a measure of the value of the resource. Economists make their unique contribution when they show that money flows are not equivalent to flows of resources. Analyses based entirely on money give alarmingly erratic conclusions, especially when exchange rates are unrealistic, when relative prices change and when distribution of income changes.

THE ECONOMIST AS AN ACCOUNTANT

tc \l2 "THE ECONOMIST AS AN ACCOUNTANTNon‑economists think of economists as being a kind of accountant. They expect them to be able to keep a set of books or work out a costing. Nothing could be further from the truth. The accountants skill is to be able to keep a set of accounts: the economists is to be able to analyse them and relate them to reality. The nonprofessional who employs economists and tries to use them as accountants gets neither trained accountants nor effective economists.

The big value of economists to an organization is often their ability to think in terms of resources instead of cash flows. They can show that the accounts hide the true situation. They can see that moving figures from one column to another to another does not affect resource flows. They are not likely to be confused by the use of depreciation allowances, stock revaluations and current price accounting in inflationary periods. When dealing with nationalized industries they will realize that continuous losses are in fact government subsidies, and will scrutinize them accordingly to see who is benefiting from them and why.

Economists complain that financial accounts are useless for management or for economic analysis and that they have to be extensively reworked before use – indeed, farm management economists rework them from scratch. Sometimes important information is not even collected, especially when it refers to resources rather than to money. The better accountants recognize the validity of this complaint and will set up management accounting systems to complement the traditional financial accounts.

 
Most micro‑economists will tell you of their problems with accountants. The most common is where accountants, beaming with pride, produce a set of books that are perfect: the debits equal the credits. When economists look at the organization, they see muddle, inefficiency and theft. I have been presented with a set of neatly balanced books by an accountant who had not noticed that his firms capital equipment had collapsed and the firm had virtually ceased to operate. Another was presented by an accountant who had not noticed that 15% of his product was being stolen.

These differences of approach arise because a very large proportion of accountants time goes into seeing that the totals add up the same each time and to seeing that the auditors will get the same answers. This is unimportant for most economic work, as one can use approximations to identify the problems, and it is seldom that one needs precisely accurate figures. The accountants too, are concerned to prevent small‑scale frauds or peculations and to provide a deterrent, both of which are outside the economists scope. I was surprised at first to find out that 80% of an accountants training is in company and tax law, rather than in keeping accounts: then it registered that this is why they know less about management accounting than many (most?) economists. I am not suggesting that accountants do not do useful work: I am saying that the work they do is quite different from an economists.

AN ECONOMIST IS SOMEONE WHO USES STATISTICS

tc \l2 "AN ECONOMIST IS SOMEONE WHO USES STATISTICSAnother pervasive image is of economists as being people who use statistics, particularly statistics relating to money and prices. Of course, there is some truth behind the image, but there is none in the conclusions often drawn:‑

· that economists should spend much of their time collecting or processing statistics.

· that all economic analysis makes extensive use of statistics.

· that an economic report must have page after page of statistical tables.

Obviously, there are many economic studies which demand that you collect, analyse or present a lot of statistics. There are some that require that you do all three. Generally, though, statistics are not essential. They are used, more often than not, as description, describing the unimportant and the important alike.

Statistical analysis can be exciting and totally absorbing. It is a drug though. It is addictive. You can very easily end up spending far too much of your time on it.

THE ECONOMIST AS AN ECONOMETRICIAN

tc \l2 "THE ECONOMIST AS AN ECONOMETRICIANIn the 1960s, the image of economists as econometricians was established. They were to sit at a computer feeding data into his model and getting out precise instructions on how to deal with the economy and the firm. The image came to its full flower in the early 1970s and still flourishes in places. In recent years, though, there has been a strong reaction against econometrics, led by those top econometricians who are appalled at its misuse by people who do not understand its limitations or choose to ignore them. They have been supported by those economists who blame it for much of the sterility of modern economics and for a diversion of effort from the real problems. For example, 

. . . to carry out a respectable econometric study one simply had to construct a plausible and easily computable theoretical model and then secure – mostly from secondary or tertiary sources – a set of time series or cross‑section data related in some direct or indirect way to its particular subject, insert these figures with a programme of an appropriate statistical routine taken from the shelf into the computer, and finally publish the computer printouts with a more or less plausible interpretation of the numbers. (Leontif, 1983)

While econometrics provides economists with useful techniques, it is not economics. Economics involves building theoretical models, testing them, feeding in data, analysing, predicting, and checking predictions. Econometrics is quite out of place in the most important of these, building theoretical models, and it is not essential in any of the others, though nobody would deny that it can sometimes be very useful indeed. Some econometricians argue that its only value is as a final check on the logical consistency and limitations of your model.

There is of course a career for econometricians who do no economics at all, but who provide a technical backup for economists, in much the same way that statisticians, computer programmers or market researchers do. Other people will use econometrics purely as an image they project to impress nonprofessionals and some of their colleagues. They will have terminals in their offices and will cover the floor with printouts, knowing that these serve the same purpose as the Sound Practical Mans gumboots, and have the same relevance to economics.

THE ECONOMIST AS A CALCULATING MACHINE

tc \l2 "THE ECONOMIST AS A CALCULATING MACHINEIt is convenient in theoretical analysis to think of economists as being totally dispassionate, thinking only of economic costs and benefits, ignoring the political, the moral, the social and the aesthetic. It is even rather fun to argue, as in the economics of crime, as though there were no ethical or moral issues, and one is dealing with totally amoral individuals out to grab as much as possible for themselves in a totally amoral society. There are journal articles which argue, tongue in cheek, that there is such a thing as the totally rational economic man.

In fact, Real Economists are dealing with political economy, not economics. In every decision politics, whether office politics or national politics, is important. In a lot of decisions, one faces moral and ethical problems. One has to accept that there are social and political consequences of ones actions, and that most people are strongly influenced by social, political and moral factors, not just maximizing economic welfare. In marketing economics, in particular, one is concerned with how people actually behave, not how the dispassionate maximizers with computer brains would behave. The fact is that economists and not only government economists, are in one of the very few jobs where it is not possible to pretend to oneself that one is a calculating machine.

CONCLUSION

tc \l2 "CONCLUSIONEconomists can decide for themselves what kind of economist they want to be. As long as they recognize that someone is trying to push them into another mould, and they realize what the implications are, they can resist. They may of course decide to project another image in order to keep the boss happy, pretending to be econometricians, or Sound Practical People, but they should never forget that they are pretending. 

To summarize:

REAL ECONOMISTS

· analyse the problems of the real world

· allocate resources to bring about change

· and get things done.

REAL ECONOMICS is not any of the following approaches, though it may use their techniques or their images:‑ 

· Applied economics

· Descriptive economics

· Sound, practical, commonsense decision making

· Ivory‑towered theory

· Dealing with money

· Accounting

· Statistics

· Econometrics
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ALLOCATING YOUR TIME

tc \l1 "ALLOCATING YOUR TIME
 FOR EFFECTIVENESS

tc \l1 " FOR EFFECTIVENESS
Economists exist to allocate scarce resources, and the first and most important resource to allocate is their own time. If this is not allocated properly, other resources are allocated wrongly. Most economists just let things drift, moving from one project to another as the fancy takes them or as the boss comes up with a new idea. As a result, they allocate their time very badly indeed. I accept, as most experienced economists would, that I have wasted years of my life on minor problems or non‑problems.

You can control the allocation of your own time. First, you can choose the right job, though most of us have to take whatever job is offered when we need it. In most jobs, you will find that you have a considerable degree of autonomy in deciding what projects to tackle. Even if you cannot make the decision yourself, you can present a strong argument for tackling one job rather than another. Usually you alone would have the responsibility for deciding in how much depth to deal with it, which means deciding how much time to devote to alternative projects. Usually you alone would decide how to tackle the project, and what techniques to use. Surprisingly perhaps, consultants have less choice than the average economist, because they do not really know what a job involves before they start work on it, and because they are working with one client for such a short time that they cannot negotiate a change of direction. 

There is the totally cynical view that it does not matter what you do as long as someone is fool enough to pay you to do it – you are just reacting to the pressures of the free market. If you do adopt that view, you are missing one of the great pleasures in life, that of doing worthwhile work and seeing your results put into practice. Instead, you are working quite as hard, doing something no more interesting, to achieve nothing at all. You are not even enjoying yourself. You will also find that, even though people may be willing to pay you to do a silly job today, you will need a record of achievement if you are to get promotion or to get other jobs elsewhere.

Some form of appraisal of proposed economic research is needed to stop this waste. One approach is to have a formal appraisal model. Rational allocation of ones time on economic principles would be an ideal solution. It would be nice to be able to feed the data into a computer and get a printout showing the optimum project to work on. It would be nice to get a monthly printout, appraising the payoff of your current project and its expected payoff at the margin, compared with that for alternative projects. The alternative is to use simple decision rules which can be applied quickly and easily.

FORMAL APPRAISAL MODELS

tc \l2 "FORMAL APPRAISAL MODELSResearch organizations do sometimes try to use formal appraisal models, both to appraise research proposals by individuals, and to justify government expenditure on research generally. However, any formal appraisal model for economic research, as opposed to scientific research, would have to be incredibly complicated. It would take far longer to work out the priorities than it would to do two or three complete economic studies. The analysis would use highly subjective ex ante predictions of the probabilities of the research projects success, of its results being accepted by the decision makers, and of its recommendations being implemented, as well as forecasts of the nature and value of the payoff. These errors would be compounded by calculation until, at the end, one had a wild guess with a quite spurious pedigree of scientific calculation.

I have not seen any attempt at an economic analysis of the justification for economic research in general or for individual projects, though there has been a lot of work on the economics of agricultural and industrial research. This work is nearly all ex post, showing that there has been adequate payoff from some selected research programmes in the past – usually ignoring those programmes that failed. Most of the analysis has been done on agricultural research, because it is easy to document, far easier than industrial research. The increased output can often be physically measured, and the marketing and pricing data are readily available. It is time‑consuming, but not impossible, to measure the cost of plant breeding research ex post and to compare it with the discounted return from hybrid corn. It is even possible to do a broader study to calculate the social cost and benefit from breeding hard‑skinned tomatoes for mechanical harvesting, taking into account social factors like the effect on employment (Schmitz and Seckler 1970). The margin of error is high, because of the difficulty of identifying the consequences of the original research and factors other than research which might have contributed to the payoff. In addition, there are the problems of valuing them and the problems normal with cost‑benefit analysis.

It is infinitely harder to evaluate the payoff ex ante. I have seen very few attempts even with something as straightforward as agricultural research. It is very much more difficult with economic research and I have not seen a single attempt at this. For a formal model one would want to know:‑ 

· How long will the project take? Agriculturalists know that their experiments will take one season, but when economists start a study they have only a rough idea of how long it will take. If they are lucky, they might immediately hit on the answer (or write the problem off as insoluble or unimportant.) However, they may take months to realize that it is going to be a long, slow job.

· What is the nature of the results of each phase? Scientists have a very good idea of the nature of the results that an experiment will produce and know that there is a high probability that they will support their hypothesis or damage it. This makes it possible to assess the probability of abandoning the study, and the probability of the results being taken up in industry. Economists know only that they will leave the first stage of the research with a very different hypothesis. Their conclusions are likely to lie far beyond the original hypothesis – I once started with the hypothesis that a firms administrative costs were too high, and eventually concluded that devaluation was urgently needed. Without an expectation of even the nature of the results, ex ante expectations are meaningless.

· What is the probability that they will abandon the study? There is no knowing when the economists will reassess the programme, much less what is the probability that they will abandon it, or expand it. Scientists, on the other hand, know that they will reassess after a series of experiments. They know how they will reassess and they have a good idea of their next step.

· What is the probability that your conclusions will be accepted and then implemented?
· What is the payoff if they are implemented allowing for the probability that they will be badly implemented?

· What is the probability of a Type I or Type II error and what are their costs? You may have a wrong recommendation accepted (Type I) or a right recommendation rejected (Type II).

· What is the probability that this payoff would be achieved without you, from someone elses research or from progressive application of existing research?

· What is the probability that this research will be obsolete before it is completed? It may be technically successful but useless, because of technological changes, changes in the world price etc.

Conceivably, one could feed these probabilities into a sort of decision tree and come up with a probable payoff from a given project, compared with an alternative (though they are not true alternatives, as you may switch from one project to another). It would take far longer to appraise the study than it would to do all the alternative studies being considered. The result, highly unreliable subjective probabilities mangled by a computer, can be of no real value.

THE DECISION RULES

tc \l2 "THE DECISION RULESInstead of this formal decision procedure, I am setting out some decision rules. They are rules of thumb designed to tackle each of these points separately. They aim, for example, to minimize the time spent on a project and to maximize the payoff, the chance of acceptance and the chance of implementation. Of course the rules are not perfect, as they are tackling the problem piecemeal, and as they are influenced by my personal prejudices. To some extent, the recommendations they give may be contradictory. There is a possibility that they may miss some projects with a very high payoff. I think, though, that they point in the right direction, and that they point away from the big time‑wasters.

ASK YOURSELF SO WHAT?

tc \l3 "ASK YOURSELF SO WHAT?When you start a project, an analysis or a survey, ask yourself a simple but devastating question: So what?. Does it really matter if the income elasticity of demand for radios is 1.0? How much is the knowledge going to save you? How much extra profit is it going to earn you? Does it really matter that 80% of AB households use butter instead of margarine? Does your new economic theory really have any practical value? It is a complete waste of time to produce new knowledge or to do original work if it cannot be put into practice. I do not believe in basic research in economics. Basic research means only that nobody has any idea why they are doing the research. People solving real problems have made the big developments.

Ask yourself too, Can the results be implemented? There is no point in doing work which is based on the assumption that the British Government will abandon the National Health Service in favour of your pet solution. There is no point in identifying major inefficiencies if the only way to overcome them is for every small shopkeeper to keep accurate accounts and to analyse them by computer.

This means that every new project has to be thought through right to implementation. It is not enough that the work could be valuable: you must have some idea who could use it, how you will communicate the knowledge to them and how you are going to persuade them to use it.

ABANDON UNPRODUCTIVE WORK

tc \l3 "ABANDON UNPRODUCTIVE WORKResearch economists can expect to abandon three or four projects for every one they complete. They are trained to forget how much has been invested in a project, how much time and effort has been devoted to it in the past, and to ask only whether the marginal payoff is greater than the marginal cost and whether there is an alternative project which offers a higher payoff. Economic consultants cannot just drop a consultancy project they are contracted to perform because something with a higher payoff turns up, though they may persuade their client to switch the project to a line of enquiry with a higher potential payoff. They are, however, totally ruthless in dropping a line of enquiry if it seems that it will not come up with the key results before the deadline.

As economists work on a project, the perceived payoff changes, and so does the perceived payoff from other projects. The time will probably come when other projects look more promising. The difficulty comes here. No one likes to admit to themselves, or to their employer, that they have been wasting their time. There is a temptation to press on with the work, on the grounds that you have done so much already that you are sure to come up with an answer quite soon, maybe. You will certainly find something or other that can be written up to justify the time you have spent on the subject. Your non‑economist employers may say We have invested so much in this economic research already that we are committed to finishing the project and you will not find it easy to persuade them that it is the marginal cost and benefit that matter.

I find it psychologically easier not to abandon a project, but to switch for the moment to one of higher priority. Usually it amounts to the same thing: there is always another project with a higher payoff, so I do not return to it. When the payoff really is high, and I do come back, I find that the few months break has cleared my mind and I can see what ought to be done. 

You can easily see the lines of research that may be productive in your present project, but it is difficult to see what may be turned up in a totally new project, so it seems best to stick to the present project. With age and experience, you become better able to see the possible payoff from other projects, and you are far more ready to abandon projects in mid‑stream, but the bias is still there. 

GO FOR THE BIG MONEY

tc \l3 "GO FOR THE BIG MONEYYou are more likely to have a high payoff if you concentrate on large markets or on those parts of an industry with a high turnover. Where large sums of money are being handled, any savings are significant. Even a 1% saving in the cost of marketing meat would give a higher payoff than any possible saving in the market for tinned salmon. Ceteris paribus, a higher payoff can be expected from time spent on the meat market.

However, ceteris paribus does not always hold. In bigger industries, there may be fewer economists and a smaller probability of implementation of their recommendations. The industry may be too fragmented. The fruit and vegetable industry is an example. It has a turnover of over forty billion pounds a year in Britain, but employs hardly any economists. The reason is clear: a single greengrocer cannot employ an economist; it is difficult to organize a trade association and there is no central distribution point at which a levy could be collected to finance one; the producers, wholesalers and retailers all play down any benefit they get from economic research, in case they are asked to pay for it. Even if such industries did employ economists, implementation of their recommendations would be difficult. It is difficult and expensive to persuade tens of thousands of small farmers to change their production techniques or to persuade tens of thousands of small retailers to adopt better stock control and accounting practices. The payoff if they did would be enormous, but the probability of implementation is small.

INFLUENCE DECISIONS

tc \l3 "INFLUENCE DECISIONSThe most brilliant analysis of the most important problems is wasted if it does not influence decisions. If your work is not to be wasted, you should consider before you start whether it is likely to influence decisions.

It is most unlikely that your work will influence decisions if you do not make a conscious effort to sell it to the decision makers. The marginal return per hour of using your time to sell your work is far higher than that of any other work you may do. You already know that your results are important, so when you are working out the payoff you can ignore the possibility that your analysis will be fruitless. You are in a position to quantify the payoff relatively accurately, so you can be sure that you are not wasting time on an unimportant issue. Once you have done useful analysis, the net payoff from selling it must be several times higher than the net payoff from doing another equally useful analysis.

For this reason, a large part of your time should be devoted to selling your results, so that they do in fact influence decisions.

WORK WHERE A DECISION IS WANTED

tc \l3 "WORK WHERE A DECISION IS WANTEDWhen selling your results, you usually have to spend a high proportion of your time persuading people, first, that there is a problem and, second, that something ought to be done about it. Only after this is there any point in selling your own solution. If you can start your analysis knowing that the decision makers recognize that there is a problem and that something will have to be done, you are already a long way to your goal. 

You are in an even better situation when the decision has to be made by a certain date, by Budget Day for instance. They will then have to make a decision and will probably accept yours if nobody else has presented one. If there is no deadline, it is all too easy to postpone a decision rather than adopt an unpopular recommendation or choose between contradictory recommendations.

Sometimes the decision makers have decided broadly, what should be done, and you only have to work out the details. This may not be the most exciting work, but it has a very high probability of being implemented.

GO WHERE THE DECISION MAKERS ARE ACCESSIBLE

tc \l3 "GO WHERE THE DECISION MAKERS ARE ACCESSIBLEYour results are more likely to be taken up if the decision makers are accessible and you can get your results through to them. If the decisions are to be taken in your own organization, you have a greater chance of success and the probable payoff is higher. True, an improved marketing plan may have a smaller payoff than a change in national economic policy, but you can change your Managing Directors mind while you are unlikely to be in a position to change Governments.

If there are only a few decision makers, there is more chance of getting a firm decision and less time has to be spent selling your idea. On the other hand, when there are few decision makers, they are usually snowed under with work, and it is difficult to get through to them, much less to get them to spend the time necessary to understand the logic of your ideas. This is one reason why dictators make so many arbitrary decisions and why they are so prone to having their judgement swayed by personal influence.

The actual decision makers are not always the people who have the official title. The television comedy Yes Minister is a frighteningly accurate picture of the relationship between politicians and civil servants in Britain. It is equally relevant in the 42 other countries where it is shown – civil servants and politicians watch it avidly in Pakistan, and cabinet ministers in countries like Zambia have it on video.

TIME IT RIGHT

tc \l3 "TIME IT RIGHTTiming is critical. If the results come too late, they will be ignored. If they come too early, they will be obsolete by the time the decision is to be taken.

Some techniques are too time‑consuming to be of any practical value. If someone else uses techniques that produce results soon, it is probable that any of your results that arrive later will be ignored, as the decisions will already have been taken. Certainly, your results will be ignored if they arrive after the deadline for making decisions. Other things being equal, a time‑consuming technique has a lower payoff per hour spent. True, other things are probably not equal, but there is no reason to believe that the balance is in favour of the time‑consuming techniques.

THINK TWICE BEFORE FIGHTING A DECISION ALREADY TAKEN

tc \l3 "THINK TWICE BEFORE FIGHTING A DECISION ALREADY TAKENIf a bureaucracy has already taken a decision, it is very difficult to reverse it. It follows that it does not pay to spend your time examining these issues unless they really are important – but you should remember many of them are important.

Where a politician has made a decision not fully supported by his department, it may be easy to get the decision changed by the next incumbent, especially if there is a change of party in power. Do not be too sanguine about this though, because I have seen many cases where it proved impossible to reverse an economically disastrous decision made against the firm opposition of the civil service. Sometimes the new political boss realized that the policies were disastrous but would not take action. While politicians can safely refuse to introduce subsidies, rent acts, price control etc., they will make themselves very unpopular if they abolish them.

It is reasonable to avoid such issues because there is a very low probability of getting action. However I do not avoid them just because there will be a fight to get my recommendations implemented, or because I might make myself unpopular. After all, I am paid to do a job.

I remember an Irish economic report on a contentious issue, land reform, which consisted of a list of the political constraints which prevented anyone taking any action whatsoever. There was no effort to identify the costs and benefits that would arise from relaxing each constraint. There was no indication that the benefits of taking a decision might be sufficient to overcome the political opposition. This report did influence decisions: it gave respectability to the pusillanimous decision to do nothing.

CHOOSE TECHNIQUES THAT WILL CONVINCE

tc \l3 "CHOOSE TECHNIQUES THAT WILL CONVINCEBefore you start work, examine your techniques to see if they are appropriate. Will they convince the decision makers? Will they produce the results in time for the decision? Do you have the necessary data?

Some economic analyses will have no effect whatsoever on decision makers. Willard Cochrane, who was one of the most influential economists in his field in the United States argues:‑ 

welfare analysis based on the concepts of consumer and producer surplus has not in the past made, and will not in the future make, any recognizable contribution to the making of decisions by the United States, other developed countries, the less developed nations or the international agencies, either to initiate commodity stabilization programmes or reject them. (Cochrane, 1980)

It is difficult enough to persuade politicians, administrators or businesspeople to act when there is a clear financial profit to be made. It is very much harder to get them to make decisions based on less tangible payoffs, taking into account market effects etc. Personally, I have never dared come up with the argument that one course of action is better because one triangle on a graph is bigger than another.

A well‑argued economic analysis will bring action if the decision makers understand its broad logic. However, they do not understand econometrics and will not act on it. Many of the top econometricians would think that the administrators are right to ignore it, because much of what is served up as econometrics is wrong, based on poor comprehension of the underlying theory, and a failure to stick to the rules. Leamer (1983), for example, concludes that the administrators are quite right because of fundamental weaknesses in econometrics as it is practised. He argues that econometric analysis is based on whimsical assumptions, and that the conclusions are very fragile. He concludes that an econometric study does not produce an objective scientific recommendation, but only a statement of opinion, and that the administrator is right to treat it as such. In fact, Leamers argument could be taken one step further: it can be argued that econometrics only reaches the status of a statement of opinion if the econometricians are consciously trying to produce a statement of opinion. If they are trying to produce an objective analysis, it is meaningless. Often too, there may be extremely complex and sophisticated econometrics, based on bad economic theory and wrong data.

Even cost‑benefit analysis, whose basic logic should be easily understandable if it is well presented, is not always popular with politicians. This is not just because they see apparently identical techniques producing one answer for those who want the motorway and another for those who oppose it, but because, they say, it lays them open to accusations of putting a money value on human life, which is bad public relations.

Some techniques, like econometrics, are data‑hungry. Avoid them if accurate and reliable data are not available. If you do not, you will be spending most of your research time on data collection. The alternatives are doing econometrics with inaccurate data or the wrong data entirely, or, worse still, adjusting your theoretical model to fit the data series available.

AVOID DATA COLLECTION

tc \l3 "AVOID DATA COLLECTIONData collection is not economics. It may be necessary to collect data as an input into economic analysis, but it is not an end in itself. 

You should not collect data if you yourself are not going to analyse them and make recommendations. In practice, if you do not analyse the data, it is most unlikely that anyone else will. Even data that have been analysed and published will be ignored unless there is a discussion of the results and conclusions and recommendations are made. It is quite pointless to collect data in case they may come in handy some day, or in case somebody else may decide to use them. If, by chance, someone does catch sight of the data and decides to use them, they will probably misunderstand and misinterpret them, because they do not know the background to the industry or how and why you collected the data. It is very seldom that a statistical series collected according to definitions for one specific purpose is equally apt for another. The danger of the data being ignored is greatest with data that rapidly become obsolete, because no one else may notice your report in time. You should only collect data that soon becomes obsolete after you have worked out your own specific hypothesis and calculated the probable payoff.

I am not arguing that there should be no Central Statistical Office, no collection of data by statisticians for possible use by economists. I am arguing that you would probably waste your time if you did it yourself.

AVOID SURVEYS

tc \l3 "AVOID SURVEYSWhen I got my first job as an economist and was told to investigate the baking and milling industry, I promptly wrote out a questionnaire and conducted a mail survey. I thought it was the sort of thing an economist should do. It was a waste of time, as the information collected could not and did not influence the decisions I had to make, on the price of wheat and the quantity that the nation should produce. Most of the many other surveys I have carried out were equally useless.

Surveys are time consuming and expensive. They produce only facts, usually far more facts than you need for your decision. They are useless in their own right. They have to be analysed and fitted into your conceptual model before they can show anything. More often than not, all they do is put figures on what you knew already.

Formal market research surveys should not be used in the early stages of your work, when you are building up your model, because you do not yet know what information you want, or why you want it. Instead, you should do your exploratory, hypothesis‑building work with informal, unstructured surveys. You should see a few leading people in the industry. They will give you enough information to build up your preliminary model and derive hypotheses for testing. Only at a late stage do you need a survey to check your hypotheses. You can use interviews effectively and economically in model‑building. 

ACCOUNTANCY IS NOT ECONOMICS

tc \l3 "ACCOUNTANCY IS NOT ECONOMICSI am often employed precisely because I am an economist, not an accountant. I look at the accounts and see things that the accountants did not see. I have a different approach to accounts: I do not see them as an end in themselves but as providing some clues about the real situation facing a firm. I have examined the audited accounts of a firm and found that 40% of its gross revenue was being stolen. In another case 17% of a firms throughput was going missing. In another case most of the firms factories had ceased operation, it was a year late in processing last years crop and it was bankrupt – facts which had escaped the notice of the accountants.

Accountancy is time‑consuming, it requires specialist training and it requires a mental attitude quite different to that of the economist. Leave the accounting to the accountant and concentrate on analysing the accounts. If your non‑economist boss tries to push you into it, make it quite clear that you do not know whether it is the debit or the credit column that is near the window.

You may be asked to cost a production system or cost out a new product. After all, you are an economist, somebody who knows about money. Refuse. The people who know the costs are the production manager and sales manager. They can give an accurate figure quickly, while you would take a long time, and probably leave out some of the major cost components through ignorance of the process. Your job is to examine the costings critically after someone else has done them.

AVOID LONG‑TERM PROJECTS

tc \l3 "AVOID LONG‑TERM PROJECTSShort‑term work is not Quick and Dirty. It uses different techniques, usually using more theory and less data. It concentrates on small, manageable problems, rather than on a big, complicated one. It is usually more intellectually demanding than long term work and is no less rigorous.

When you start a new job, you should begin with the shortest of short‑term research. You should not consider doing any long‑term research until you have done a year of short‑term projects. The reason for this is that at first you will not have any clear idea of what the problems are. If you commit yourself to long‑term research on the obvious problems, you may waste a lot of time and money on something quite unimportant. If you start with a few smaller studies, you will get a feel for the industry and find out what the problems really are. You will find that the added experience gives you a better idea of the way to tackle the problems. You will get to know your database, the personalities involved and how decisions are made. The feedback from your first studies improves the chances that your subsequent work will be effective.

It does you no harm in your job to be producing reports within a month or so of your arrival, even if they are on minor issues. I have seen someone being employed specifically to tackle a long‑term project and concentrating all his efforts on it for three years. Then, just as his work was coming to fruition, right on schedule, his employers fired him for producing no results. There was a failure of communications here, with the employers not making their requirements known, and perhaps not knowing them themselves, while the economist failed to hammer home to the employers how much time was needed to do the job.

Another advantage of deciding to start with a short‑term problem is that there is less danger that it will grip your imagination and that you will stick to it for ten years in an attempt to become the worlds expert on it. You will remember that it was only a sighting shot, and will try to get to grips with the main problem instead.

Even when you are established in a job, you should concentrate on short‑term work. It will normally have a higher expected payoff per hour worked: there is no reason to believe that the total payoff from a short‑term project will have any lower payoff in total than a long term project; it may have, but quite as often it does not. When you start off in a new industry, you will probably find that there are a lot of glaring problems that can be solved very quickly, with a high payoff per hour. Once these are solved, the structure of the industry changes, and it becomes necessary to study the new problems that arise and to reassess priorities. It would be foolish to do a long‑term study in an industry like this. By the time you had finished your three‑year study, the problem would have vanished or changed beyond recognition. 

Even in relatively efficient industries, where it is not possible to make enormous savings from short‑term work, long-term projects should be avoided. An oil crisis, a foreign exchange crisis, a depression or a change in technology may have changed the problems long before your recommendations could be produced, let alone implemented. Short‑term work is the only worthwhile work when decisions are to be made in the short term.

Short-term work has a higher present value of expected payoff, both because the payoff comes sooner and because it is more certain.

Sometimes the job is so big or so complicated that it must be tackled over a period of years. If so, try and split it up into a lot of short‑term studies, so that usable results are obtained throughout the study period. This may be impossible: there may be no alternative to a three‑year study which produces no results until the end of that time. Think very carefully before you accept that this is so. Think for six months if necessary. Is it really a top priority? Will it still be a top priority in three years time? Is there really no other way of making the decision? Will you still be there after three years? 

There is a very real risk that your efforts will be wasted because you have to switch to another job which later appears to be more urgent or more important. The work you have done will be incomplete, unpublishable and useless for decision making. I have seen a lot of research wasted because the economist who was the only person who understood the project left it. I am thinking particularly of some American university studies of farm and village organization in Africa, which had a lot of interrelated surveys on a range of economic and social topics. The work was carried on rigorously, with pre‑testing, pilot studies etc. No results were seen for four years. Then a mass of statistical data appeared, in three volumes of printout. I could find out nothing more: what the study was intended to do, what the conclusions were, what the policy implications were, etc. The man who had carried out the study got his PhD from it and had gone on to his next job. Nobody else in the university knew anything more. Nobody had the time or funds to follow it up. The government of a desperately poor country got nothing at all from what was presumably classified as aid. It was wasted. Worse, it tied up a lot of very scarce resources during the years it was being done, and prevented more useful work being done. If you start one of these long-term projects, you have a moral, and possibly legal, obligation to stick at it until the data are processed, the report is written up and the recommendations are with the decision makers. In your own self interest, too, you should be able to show that you have produced reports and influenced decisions.

BEWARE OF COMPUTERS

tc \l3 "BEWARE OF COMPUTERSThe computer is the biggest time waster ever invented. Programming is a drug. It is fascinating to write a programme that will do in a flash an operation that used to take two or three hours with a calculator. The only problem is that it can take a week to write and debug it. After several experiences like this I made a firm rule: no programming. I am reassured in this by the knowledge that the best econometrician I know has never written a programme in his life.

You do not need to write programmes as you can buy excellent programmes purpose built. They cover every useful art, including statistics, running a solicitors office, deciding whether or not to grade your eggs, and repelling space invaders. They have been written by the top programmers, and you could not produce as good results however long you took. The cost is small compared with the time you take to write even a simple programme.

There is another possibility of time wasting here though. It takes perhaps a month to master the intricacies of a programme and learn to use it fast and well. If you then stop using it for a few months, you will have forgotten it, and it may take you another week to get into it again. If you have too many packages, you use each one only occasionally, and have to spend a high proportion of your time learning how to use them. It is more efficient to use only a small number of packages, and to master them thoroughly. A word processor and a spreadsheet will do most economists for a start, with a statistical programme and perhaps a database or LP package for specialists will do most economists for a start.

FIVE‑YEAR PLANS ARE SELDOM USEFUL: 20‑YEAR PLANS NEVER ARE

tc \l3 "FIVE‑YEAR PLANS ARE SELDOM USEFUL: 20‑YEAR PLANS NEVER AREI have a profound suspicion of long term planning. I worked in an extremely unsuccessful socialist country, and saw that three‑quarters of the economists were employed in writing up a five‑year plan or even a 20‑year plan. The result was that short‑term planning was in chaos and they could not even order the fertilizer in time for the next crop.

Doing long term planning without first preparing sound short term plans produced a lot of ridiculous results. Plans were based on a stable industry even while there was a major upheaval in the industry and in the economy as a whole. The initial assumption would often be This industry has been declining by 10% per annum over the last decade. Our plan is based on the assumption that it will expand by 10% per annum over the next decade. No justification was given, and questions of the availability of markets and the level of prices were ignored.

Of course plans do have another use, to get money. Governments, government departments, university departments and the divisions of private firms all draw up long term plans and budgets in order to increase their appropriation. This may do no great harm as long as they are quite clear that this is the only reason for the plan and they do not try to act on it. You as an economist will not get much job satisfaction out of preparing window dressing when you could be doing economics. It is not really any consolation to know that you are being paid for it.

DO NOT BE AN EXPERT ON DAILY MARKET FLUCTUATIONS

tc \l3 "DO NOT BE AN EXPERT ON DAILY MARKET FLUCTUATIONSAt the other extreme, in most industries you will find that there are a few people whose job it is to trade, and who have to be in touch with todays price changes, with the trends in prices and quantities and with the market rumours. Unless you are one of these people, you should make a conscious effort to stand away from them and analyse their actions from a distance. You do not have the time to do your own job and to keep up to date with the daily market fluctuations as well. If you do try, you will not be able both to do your own job properly, and at the same time your knowledge of the market will be so patchy that you will not impress the traders at all. Better to say right out that it is not your job to know this weeks prices. You are concerned with the longer term, partly because economic analysis takes time, and partly because you are concerned with the deeper underlying relationships.

DO NOT BE AN INSTANT EXPERT

tc \l3 "DO NOT BE AN INSTANT EXPERTI see economists appearing on television, ready to give an instant analysis of the effect of a rise in the oil price, a fall in the price of the dollar, a change in Britains contribution to the EEC, a miners' strike or a war. I could not do it, and I do not know anyone who could. If anyone ever asks you for an instant judgement, refuse. Tell them that economics is complicated and it needs hard analysis, so you cannot produce instant results. You are selling yourself and your profession short if you let them think that you can produce economic analysis off the top of your head. If you are forced to give an instant assessment, label it clearly Instant assessment, full analysis will follow, or, more honestly, Guess.

COVER NEW GROUND

tc \l3 "COVER NEW GROUNDResearch is more likely to produce big benefits if nobody else has studied the subject. You are more likely to find something big. At the same time, yours will be the only recommendations on the subject, so they will probably be accepted. I once struck pay dirt when a colleague said that I should look at industry X. The only reason he could give was that no outsider had looked at it for five years.

DO NOT RE‑INVENT THE WHEEL

tc \l3 "DO NOT RE‑INVENT THE WHEELDo not waste your time re‑inventing the wheel. Borrow any ideas or work that you think will help you. Keep your eye on what is going on elsewhere, and try to find techniques and results that you can apply. This means that somebody else does the hard work of developing new techniques. Somebody else develops models which can be applied directly as rich hypotheses. In the natural sciences an amazing amount of research is done like this – a small country will devote 80% of its research effort to stealing and adapting the ideas of others. Even the United States will devote 20 to 30% of its work to this. In economics there is not the same scope for this as in scientific research. Every market requires its own model, its own analysis, and even consumer behaviour is quite different in the cosmetic market and the refrigerator market. However, you can get insights – rich, explanatory hypotheses – from other work on similar markets, even though you cannot get the answers. Still it is surprising how often you can get hold of a paper covering exactly the market you are working on, a paper which may save you months of work.

IMPROVE YOUR SKILLS AND STATUS

tc \l3 "IMPROVE YOUR SKILLS AND STATUSIt is quite acceptable that you should spend some of your time at work improving your skills as an economist. Training is part of the firms investment programme and might even be part of a formal staff development programme. The firm benefits and so do you.

Employers who take on raw young economists must encourage training and development or they will have an underskilled and overconfident economist on their hands for the next forty years. Even highly‑skilled, experienced economists will deteriorate very rapidly if they do not keep up with the subject. I have worked with economists who boast that they have not read a journal article for years. They think that this is sufficient to mark them as being practical economists untainted by any of that academic nonsense. Judging by their work, all it means is that they do not know as much as a school leaver. They rely instead on a crude common‑sense approach, supported by a facility with a calculator.

Obviously if you improve your professional status, by publishing in economic journals for instance, you will command a higher salary and will be more employable elsewhere. How do your employers benefit though? The fact that you can write publishable papers and address professional societies means that your employers can rely on you. They can make decisions based directly on your work, rather than having to spend weeks checking and cross checking, or having to ask an outsider to confirm your results. It is not enough that you are a superb economist – they must know that you are one. Status also helps you in your work: you find it easier to get access to the people you want to meet, you find it easier to convince people and you find it easier and cheaper to collect information. A book of mine Effective Communication for Professionals and Executives covers all aspects of writing, publishing and other methods of communication to enhance your status and to improve uptake of your results.

IT IS NOT YOUR DUTY TO KEEP YOUR STAFF BUSY

tc \l3 "IT IS NOT YOUR DUTY TO KEEP YOUR STAFF BUSYIt is not necessary that all your staff should be working all the time. If they have nothing to do, it is no reflection on you. As long as the key resource – your time – is fully utilized, there is no reason why your typists, enumerators and programmers should be busy. I have seen someone obsessed by the need to keep enumerators busy. He kept them so busy on data collection that he did not get round to processing the data – I saw three storerooms full of questionnaires which had not been processed three years later. I myself have carried out more surveys than I should have, because I was working with a brilliant interviewer and felt guilty if he was sitting around with nothing to do.

A friend of mine took over a job in marketing in a developing country, and found that he had forty staff where he needed only half a dozen. He was told that it was politically impossible to transfer or dismiss the surplus. He found an empty storeroom on the other side of the compound, put in tables and chairs, and put the idle workers there. They were happy, gossiping all day, and he could get on with his work.

It is not your duty to keep your computer busy either.

BALANCE

tc \l3 "BALANCEYou cannot work at white heat all the time, with your mind working flat out, finding and developing new concepts, being totally original. Most students have only done it for a few hours a year, during examinations. Some of the most productive economists can do it for a month or two a year. It is wonderfully exciting, being on a constant high, but it is exhausting, and you cannot keep it up. You also find that you get swamped with ideas that need routine research and writing up – a weeks work at white heat will keep you busy for a year. This means that most of your time will be spent working normally, concentrating and possibly working long hours, but not on a high.

Inevitably, the day comes when you cannot concentrate because you have been working too hard, because you are bored or because the weather is depressing. When you were a student, you could take a couple of hours off and play bridge or go punting. It did not necessarily break the mood, but it was more fun than staring at a book and trying to concentrate. When you are being paid to do a job though, you must at least appear to be working. You soon find that you can do interesting and useful work during these off times.

I try and keep alternative work in the offing. While I am working on one subject, I am collecting the literature and data on another. When I come to a halt on one topic, I can switch to another. The change is refreshing. When I switch back to the first topic, I may see it in a new light and work more effectively, or I may abandon it completely, as being unproductive. I keep a portfolio of work on hand, some difficult, some quick and easy, some mindless. When I am a bit tired, I may put my main work aside and spend some time writing an article for a trade journal. I may play around with the computer. I may do some field visits. However, the important thing is not to tackle these minor tasks when your brain is working flat out.

I plan my daily work on the same principle. I am a morning person. I work best on Monday morning, and I slacken off rapidly, through the day and through the week. I slow down between 3pm and 6pm. If I work in the evening, I start working again after 7pm. Accordingly, the moment I reach work in the morning, I start writing, and I try to write steadily through the morning, with a break for coffee. When I need a break, I may go into the library and skim through the latest economic journals and trade papers for half an hour. When I go back to the office, I start on important work – if I start with something trivial, it is too easy to get hooked on it and spend the rest of the day on it. All my routine office work, like writing letters and making telephone calls, is left until I slow down in the late afternoon. If I am working well, I leave it until the next day. As often as not, I do not touch it until Friday afternoon, and I may leave the mindless things, like filling in mileage claims, for weeks.

 
Obviously, my work pattern is determined by my temperament and my body rhythms, and I would not expect anyone else to operate in quite the same way. However, if you keep a working diary for a month or two, you should be able to find out when it is that your brain is at its most active, and plan to do the important work then. 

AVOID ADMINISTRATION

tc \l3 "AVOID ADMINISTRATIONA competent administrator answers letters the same day. I choose instead to be a competent economist. The difference is important. You cannot be allocating your time efficiently if you spend a large part of your day answering letters, filling in expense claims, filling in health insurance claims, checking the office accounts etc. Obviously, your employers should give you the necessary administrative support, or pay you so much that you can afford to ignore these trivial tasks.

On one project, my team leader realized that he had two choices. He could try and be an economist, and run the project on the side, pushing as much administration as possible onto the other economists. Alternatively, he could do all the administration and deal with all the visitors, leaving us to work as economists. He chose to let us work effectively. We were known as the only project in that country, a very poor one, that did not have constant shortages of paper, pens, typewriter ribbons, motor car tyres, etc. His decision meant that the project lost the services of half an economist (himself), but it gained one‑third of the time of the eight economists working with him.

KNOW YOUR WEAKNESSES

tc \l3 "KNOW YOUR WEAKNESSESI have learnt by experience that there are some types of economics that I am not very good at. I am not a macro‑economist or financial manager and in micro‑economics I do not see myself ever being much good at village level surveys or farm management economics. Even in the areas that I do know well, I recognize that there are some studies that I can do rapidly and well, and others that I will do slowly and badly.

I have pointed out that in most jobs you do have considerable flexibility in choosing what projects to do and how to tackle them. It is reasonable, I think, to work on a project that you can do well rather than on a project with a rather higher payoff that you will do only moderately well. It can seldom be either ethical or profitable to do an important job badly. However, you can easily end up doing only the jobs that you enjoy. This is not necessarily a bad thing, as one tends to enjoy the jobs one does best and vice versa. It can lead though to your working on trivial projects because you enjoy the techniques and are expert at them. Perhaps with a little effort you could master another market or learn a new technique and get as much fun out of that.

SET YOURSELF A TARGET

tc \l3 "SET YOURSELF A TARGETAt the beginning of each year, set yourself a target. What payoff can you hope to get from your work? The minimum payoff you should look for is the amount you cost your employer, say two or three times your salary. If you cannot achieve this, your job is in danger. The maximum you can achieve will depend on your job. If you are working for a firm with a turnover of half a million, you will be hard pushed to cover your costs. If you are a civil servant, though, you should be thinking in terms of millions, tens of millions or even more.

At the end of the year, assess your achievements. First, work out the potential payoff from your work. Second, work out the actual payoff. Allow for the fact that there may be a delay between doing the work and seeing the payoff from it. Much of the payoff is spread over several years. To avoid kidding yourself, you should break the payoff into four categories. The first, which I call cash in the bank means hard cash savings or increased earnings, which nobody can argue about. The second other hard payoff includes those payoffs that might not be understood by a nonprofessional but that are straightforward to an economist, like market effects. The third includes all the welfare benefits and other notional benefits. I put these separately because they are impossible to measure, and it is easy to bluff yourself. Finally, where I am sure that I have done a good job but it is difficult to quantify or even identify the payoffs, I put in my earnings. I suggest the following layout. 
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Looking at my own appraisal for last year, I see a very comfortable surplus in terms of potential cash in the bank and other hard payoff from one project (on the efficiency of a marketing organization). Another (on pricing policy) has its entire payoff as other hard payoff and notional payoff. Another had no payoff at all – I acted on the principle Abandon unproductive work. Another I put in at cost, because I felt that the payoff was too distant. One very unusual project I put in at cost because I could not be sure whether the payoff was zero or tens of millions.

Working out actual payoff was more difficult. I had no information for many of my consultancy projects of previous years, as I had not been back to the countries. Accordingly, I resolved to try and tie in a feedback in future. However, I could put in some figures for some of the work done in the past, which had a large hard content. Some of my non‑academic work of the past was still having an effect; for instance, a book published twenty-five years ago was still selling comfortably. Some of my journal articles written twenty years ago or earlier are still standard readings and are being cited. Rather disconcertingly, I had no feedback at all on most of my journal articles, and I am afraid that they are long forgotten. I resolved to do something about this, as some of them were still proving relevant to my practical consultancy work. I also resolved to do something about improving uptake of ideas and reducing the time lag before implementation, though I was not sure what.

An appraisal like this is a private exercise, the chance for some soul searching. However, if you do show a comfortable surplus of either money in the bank or other hard payoff, it is worth telling your employers. If enough economists did this, it would remove two of the glaring weaknesses of the profession: first, that economists are not paid according to their marginal productivity, and, second, that they are not allocated so there is equimarginal productivity – some have payoffs of thousands of pounds and others of tens of millions. 

DECISION RULES

tc \l2 "DECISION RULES 

 Ask yourself So what?
 Abandon unproductive work.

 Go for the big money.

 Influence decisions.

 Work where a decision is wanted.

 Go where the decision makers are accessible.

 Time it right.

 Think twice before fighting a decision that has already been taken.

 Choose techniques that will convince your audience.

 Avoid data collection.

 Avoid surveys.

 Accountancy is not economics.

 Avoid long‑term projects.

 Mistrust computers.

 Five‑year plans are seldom useful: 20‑year plans never are.

 Do not be an expert on daily market fluctuations.

 Do not be an instant expert.

 Cover new ground.

 Do not re‑invent the wheel.

 Mistrust computers.

 Improve your skill and status.

 It is not your duty to keep your staff busy.

 Balance your efforts.

 Avoid administration.

 Know your weaknesses.

 Set yourself a target.
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HOW CONTRACT WORK BIASES ALLOCATION OF TIME

Peter Bowbrick
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Contract research means that the state or a firm pays an organization to carry out a specific research programme. The results go to the client and are not made available to the public. In funded research, on the other hand, payment is made to the central funds of the organization and is not tied to any specific research. Publication is permitted. The problems associated with funded and contract research are similar in kind, though funded research usually poses less serious problems.


If you are working for a university, a research institute, a government advisory organization or a commercial organization, you may be asked to do some economic research on a contract basis. If you are not very careful indeed, you can find that you end up misallocating your time, and producing very low quality work. Your organization, too, may find that it unbalances its whole economic research programme, and misallocates all its resources, including those used for non‑contract work. It is easy to find, at the end, that you have got very little money to compensate.


Universities, research organizations and private firms often take on contract research because they are stuck for money. This may be because they have been hit by budget cuts. They may also have taken on full time staff to do a particular job and have no work for them once that job is finished. If they can get a bit more money to cover overheads, they may be able to keep the organization viable in spite of budget cuts. Contract work can be a good thing in many other ways. For example, it means that economists in research organizations and universities are kept in touch with what are seen to be the problems of the real world. It is also argued that firms are far more likely to take up research results produced on a contract than results produced in an academic vacuum (Higgins, 1977), that it improves the relationship of researchers with industry (Robbins et al, 1977) and that it can improve the direction of research. Academic economists also find that it is often the only way to get into an industry and find out how it really works.


I do not propose to reiterate the advantages of contract and funded research here, nor to present a “balanced” appraisal of the advantages and disadvantages, for, in practice, the balance depends on the action taken to control the disadvantages. Instead, I am going to discuss the problems that I know have arisen in universities and research institutes. I am going to draw particularly heavily on the experience of my former colleagues, both scientists and economists, at the Irish national agricultural research organization, who talked frankly and at length to me. I have also drawn on the experience of economists working in British universities, and in government. They told me of the pressures put on them to misallocate resources, but it should not be thought that they necessarily succumbed. Usually the pressures were effective only as long as they were not recognized. Once the pressures were recognized, it sometimes proved possible to check them by counter pressures.


Obviously, both funded and contract research have a lot in common with normal commercial consultancy, and you may ask why problems should arise with universities and research organizations but not with consultancy firms. The main reason, I think, is that consultancy firms have a firm objective, to make money, and they know exactly what they will or will not do to achieve that objective. Universities and research organizations have the objective of carrying out a research programme in the public interest, and there is very little that they will not do to get the necessary funding for this. Add to this the fact that research organizations are often hopelessly uncommercial in fixing charges, and you have the basis for a major misallocation of public funds.

MISALLOCATION

tc \l2 "MISALLOCATION
If an organization accepts contract or funded research, it nearly always switches resources away from what had previously been considered to be the optimal allocation in the public interest. The only exceptions are:‑

· when a researcher has determined what the highest priority research is, and only then has started looking for money for it.

· when the high priority project can only be carried out at all if it is part of a contract, when, for instance, this is the only way to get confidential information from a firm.

· when the contract means that there is a higher possibility of the results being accepted, and this significantly affects the probable payoff (though, to compensate, this may mean that only one firm gets the results, and the payoff, so the total payoff may be much smaller than when many firms act on only some of the recommendations).

· when the contract research is entirely in addition to the existing research programme and it is not an alternative to some more valuable work.

Even those few organizations that use profits from low‑priority contract work to subsidize high priority work are almost inevitably adopting a sub optimal programme. The main form of misallocation is carrying out research with a lower and slower payoff.


Contract research causes a diversion of research effort towards those sectors willing and able to gather funds. This would be a useful way of determining priorities if each sector was equally capable of collecting money, but in industries like the dairy industry where all the product passes through a few processing plants it is easy to collect a levy, while in other, bigger, industries, such as horticulture, it is virtually impossible to collect a levy. Imbalances also occur in sectors like computers, which are dominated by a few large organizations willing to finance their own research. A similar problem arises where everyone would benefit from the research, but nobody admits it, in case he is asked to contribute to it – a classical Pigovian welfare problem.

A very serious reaction to the need for money is that there are some universities and research institutes that refuse to let their staff carry out priority research if they think that the results might offend potential clients. I know this to have happened in one British university and in Ireland and Galbraith quotes an example in Iowa:

“Their special skill was maintaining an equilibrium between the more regressive prejudices of farmers and legislators and the recurrent tendency to intellectual inconvenience on the part of the faculty. The latter involved not political but agricultural heresy. As late as 1943, economists at Iowa State College were assailed for a published finding that oleomargarine was, nutritionally speaking, a good wartime substitute for butter. The head of the Iowa Farm Bureau, Francis Johnson, announced that “Iowa wanted no Harvard on the Corn Belt”. Theodore Schultz, the chairman of the offending department and a later Nobel laureate in economics, removed himself to the more tolerant precincts of the University of Chicago.” (Galbraith, J.K., “A life for our times: memoirs” Andre Deutsch, London 1981 p 10)

Sometimes an organization which provides funds threatens to withdraw these funds if certain results are made public, or if certain lines of research are followed up, even when the results are not from the funded programme itself. It has happened that a firm that provides only two or three thousand pounds towards a research programme has managed to change the whole research policy. The research organization may be quite open about bowing to these pressures: one British university has a committee that meets formally to censor all publications in case a potential client is offended. Commercial consultancy firms do not have these pressures, as they do not normally publish their results.


Another form of misallocation occurs when contract research produces results which suggest new lines of research. These results are confidential so the organization cannot follow them up except as contract work with the same client. Similarly, if one firm contracts for some work on a process basic to the industry, it gets a monopoly, as the research organization cannot give these results, or any results following from them, to a competitor. This is fair enough for a private consultancy firm, but it is not for a university or research organization that has been publicly funded to help the industry as a whole.

BIAS IN RESEARCH
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I do not know how often researchers alter their results to suit their client, though academic research is subject to serious pressures. However, even the best-intentioned researchers may be unconsciously biased and their desire to see the problem from their client’s point of view may affect their objectivity – a problem with commercial consultancy too. Economists see the risks more clearly than scientists and are more careful.


In some research the contract itself can introduce a bias. For example, I have investigated supermarket chains and other retailers on behalf of the National Prices Commission, and I have no doubt that I got a lower response rate than I would have got when working for a university, as well as different replies. The retailers were afraid that the National Prices Commission would attack them publicly for overcharging, and that they might impose some price or profit control. 


To some extent, too, the fact that I had done this job for the National Price Commission must affect any future studies of the retailers by me or any other member of my research organization. It was inevitable, perhaps, that my report to the National Prices Commission on marketing margins and efficiency would be reported in the newspapers as evidence that the retailers were inefficient and were overcharging. The retailers could well take me and my organization to be hostile. (To avoid this I gave them my original reports which did not have this implication, as well as detailed private reports, which they found helpful and unbiased, and so built up a good relationship over the years.)


Another result of doing such studies is to make respondents reluctant to give you any information for any study whatsoever. If retailers give confidential information to a university economist, they are justifiably aggrieved if the same economist approaches them a year later on behalf of a commercial rival. The economist will inevitably make some use of the confidential information, as background if nothing else. Naturally, the retailer will think twice about speaking to any university economists in future.


The Institute of Market Research says in its code of conduct that its members should not disclose who they are working for. This means, I suppose, that a rival firm will not find out what new market they are interested in. It also means that everybody will reply as though they are talking directly to their closest competitor. Frankly, in most of my work I think it would have been both dishonest and counterproductive to conceal the name of my client, as my client has been very well aware.

QUALITY OF RESEARCH
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The pressures on the people doing contract research mean that the research often does not meet the normal standards of the organization. Often the research proposals are drawn up without adequate consultation with the researchers who will do the work, they are costed badly and they have insufficient support in people or money. Often in addition, the researchers have insufficient time to collect the literature and think their way round the subject before the work starts. They are not in the usual situation of planning what they can do with the resources available, but are trying to tackle a task with insufficient resources, and they may achieve nothing. Consultants, of course, do this all the time, but, as will be shown in Chapter Six, they are used to it, they have a different approach to their objectives and they do not aim at the same standard of completeness that a university does. University economists are also less likely than consultants to be able to cope with poor job specifications, with a research specification that specifies pedestrian, routine work, that rules out examining the important problems, or that defines the wrong objective. They are less likely to be able to deal with the client who visits at two‑monthly intervals, each time demanding a change in strategy, different research methods or different targets: they may just do as they are asked and end up with no real results.


Probably the most valuable piece of equipment in a research organization is a wastepaper basket. Dozens of research projects end up there after the initial planning stage, when it is seen that they lead to dead ends or that they are not worth pursuing because of weak statistical design etc. In contract or funded research, the research organization is committed to providing an answer, and it is difficult to tell the client that the project is not worth any more effort, especially if the organization suggested the project. There is strong pressure on the economist to complete the study and to present a report to justify the fee.


There are occasions when clients let it be known that they want the results for publicity, advertising or public relations only, and that they will be satisfied with results that are not statistically valid. No reputable organization will become involved in work of this kind. Abuses are also possible where the client only wants to be able to say that certain tests have been carried out, as the recent disclosures on drug testing in the USA have shown. The reputation of the research organization will suffer if it does work, however good, for a client who habitually and knowingly contracts for meaningless work from other people.

PUBLICATION
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Sometimes clients specify that the research results should be confidential for at least two years, or more often forever. Naturally this is often essential, both so that the clients will release confidential information to the economists and so that they will get the monopoly on the results which will enable them to recover his investment. It does mean, though, that the economists lose both the job satisfaction from publishing and the discipline of submitting their results for refereeing. The result may be poor research.


The contract may give the clients the right to refuse publication if they wish. This can lead to the result that all research that does not support their special interest is suppressed and everything that supports it is published. This is out‑and‑out faking. If only the results that support a false hypothesis are published, the study will appear to be corroborating it instead of refuting it. It is faking, too, if the clients announce that they have obtained a report from a respected research organization and then proceed to publish carefully selected, edited sections of the report, together with their own conclusions which are incompatible with the economists’. Out of self interest, if nothing else, the researchers and the organization must reserve the right to check any publication or press release based on the report, and they must not hesitate to publish a retraction if necessary. Results are faked just as certainly if the economists slant their work so that the client is more likely to permit publication, or if the research organization censors it to avoid offending the client, as is far more common. I am told that one British Government department habitually sends back research for “correction” if it does not support the department’s policy. Such is the struggle for research funds that university departments comply.


The British Association of Metropolitan Authorities complained bitterly of political interference in the Transport and Road Research Laboratory, complaining of an increasing trend to suppress results which the government disapproves of, as well as a change of the direction of research.


Self censorship may have equally serious results. In both cases, it is not just the contract research that is affected: all research results are liable to be altered or suppressed. All the research of that organization is suspect.

FEES

tc \l2 "FEES
A lot of the trouble arises from the organization’s unbusinesslike attitude to fees. Universities and research institutes usually charge a much lower fee than would be charged by consultants, even in cases where they have more specialist knowledge, and specialist laboratory backup. They do not appreciate that the higher the price they charge, the less pressure there is on them to do contract work, and the more likely it is that the contract research can be limited to those cases where the contract means better research or better uptake.


They often do not realize the hidden costs of the work and they charge for little more than the economist’s wages. They do not allow for overheads, for the time spent negotiating the contract and negotiating other contracts that do not materialize. They do not allow for the opportunity cost of employing the economist on another project. They do not allow for the disruption to other research when, for example, the contract work keeps the mainframe computer fully tied up and other economists cannot get on with their jobs.


In practice the fees quoted by research organizations, low as they are, are frequently maximum fees, and researchers feel free to negotiate smaller fees if they wish to do so. They may undertake a one‑year project solely because a firm gives them a bit of equipment or a few hundred pounds (and I know of one case where the total payment for a bit of funded research was spent on a cocktail party to thank the sponsor!). By doing this, they make it difficult for the research organization ever to get their quoted fee. Researchers will be told “But you never charge us the full fee: we pay half price.” or “How can you charge us 400 a day – your colleague only charged us 50.” Of course, discriminating monopoly might be desirable, but it must be administered centrally if it is to work.


Researchers are sometimes encouraged to ask firms in the industry to give grants for study tours or to attend conferences. They may respond by doing a one‑month project in order to get the 100 needed to attend a conference. The firms that have given a few such grants may feel that they have done their bit for research, and they may withdraw their 20, 000 contribution to the industry’s research fund. Research workers also complain that they are placed in a very difficult ethical position if they accept research funds, or even a gift of equipment like a computer, from people whose products they are supposed to be evaluating impartially.

CONCLUSION
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The problems discussed above are very serious in practice, especially in a period of falling budgets. There are pressures on individuals and organizations to do the wrong work and to do it badly. 


The first line of defence is to have a strong professional body, perhaps a staff association or a trade union, determined to maintain professional standards. If it makes sure that its members understand the pressures, and it supports them when they resist them, the threat can be contained.


The pressure can also be taken off individuals if the organization has a high‑fee policy, strictly controlled from the centre, and it does not permit any discounts by anybody.


A strong and rigidly honest administration can help, by making sure that all research workers know of the problems, by rigorously controlling priorities and evaluating contracts and by taking financial pressures to accept contracts off individuals and departments. However, administrators do not, as a rule, see the importance of professional integrity, or see that competence without integrity has no market value.


If you do find yourself in an organization where you are put under pressure to fake results, you should get out as soon as possible. If you submit, you lose your professional integrity and your reputation. It takes strong moral courage and iron determination to fight. You will be fighting people with completely different ethical standards – as they have proved by faking – so you will not have a common set of ground rules. At the end, you may achieve nothing, except to damage your career prospects.

4 Real economics and the academic

DO YOU REALLY WANT A PHD?tc "DO YOU REALLY WANT A PHD?"
 Many of the brightest economists in the country waste the most productive years of their life studying for PhDs. I say waste because most get very little out of it in terms of personal satisfaction, increased earning power, or increased productivity. In fact, there are very real costs in terms of time wasted and earnings foregone. Before you start on a PhD you should think very carefully indeed – Do you really want a PhD? If so, how should you go about getting it? 


The first thing is to be quite clear what your aims are, how much it is worth to you to achieve these aims, how much you are willing to give up to achieve them, and what your chances of success are. The most commonly cited aims and objectives are:‑ 

 
A PhD is a consumption good. It means three to six years living in delightful surroundings among stimulating people. It offers the pleasures and excitements of intense intellectual activity. For many people this alone justifies it. 

 
A PhD is training for your career. The one‑year M.Sc. on a single aspect of economics can be excellent practical training, especially if it comes after a year or two of job experience. In Britain, the PhD students usually miss the taught MSc and instead do undirected research, which means that there is little real training.

 
A PhD is necessary for an academic career. Today it is not necessary in Oxbridge, but it will be in the future. It is usually needed in redbrick, and in Ireland it is formally required if you are to get beyond assistant lecturer. 

 
A PhD helps you get a job and improves your career prospects. Some reasons why this may not be true are given later in this chapter. 

 
A PhD shows prospective employers that you are intelligent. (Why not just show them your IQ score?) 

 
A PhD shows prospective employers that you have staying power. You show that you are willing to work for three to six years if necessary to get the job done (though not that you can work to a deadline). 

 
A PhD increases your self confidence. – if, of course, you get it, and if you do not spend too long on it. However, most academics, whatever their qualifications feel uneasy about their ability to survive in a hard commercial world.

HOW LONG WILL IT TAKE YOU?tc "HOW LONG WILL IT TAKE YOU?" \l 2
Most people starting a PhD course think that it will take them three years. In fact, less than a third of economics students get their degree within this time, and probably half of them never get their PhD at all. The Swinnerton‑Dyer Committee on postgraduate education (1982) quoted three surveys, admittedly incomplete and based on different data and definitions, which support this statement. They quote a Cambridge University survey of those who enrolled from 1966 to 1968 and who had been approved for a PhD by July 1981. It took 22 terms after enrollment before one third of students had succeeded. 51.8 per cent had not succeeded after 8 years (and it should be remembered that students are not normally approved for a PhD until they have been postgraduates for a year and have shown that they are “probables”). The committee could not get comparable data from other universities, but it believed these figures to be realistic for other universities. Another study which was quoted by the committee, covered only those people who did get their PhD, and produced the results shown in Table 3. This suggests that, allowing for non‑completion, fewer than 10 per cent of students get a 3‑year PhD and fewer than 22 per cent get a 4‑year PhD. 


The committee also produced the set of figures shown in Table 4, which suggest that half of social studies students had not got their PhDs after five years. 


The report recommended that every university should publish a breakdown of its PhD results every year, so that prospective students know what they are letting themselves in for. The latest figures from Oxford show that for social studies only 68% of students ever get a PhD. Those that do get one take an average of six years. 


In spite of the obvious weaknesses of these figures, the broad message is clear: if you do register for a PhD there is an even chance that you will not get one at all and you can expect to spend 5 or 6 years on it, if you do stick it out. 

WAYS OF GETTING A PhDtc "WAYS OF GETTING A PhD]" \l 2
There are four ways of getting a doctorate. The most usual way is to register in a university as a postgraduate student and spend three to six years writing a thesis which is then submitted for a PhD. Alternatively, you could register as an external student and take a full‑time job, writing your thesis in the evenings after work. In some universities you can submit your publications to an examining board and they will give you a PhD if, in their opinion, the work is of an equivalent standard. The higher doctorates, D.Litt. and D.Sc. are also awarded on publications but the standard is very much higher than that for a PhD: Keynes got his D.Sc. in 1939. You would usually only get this degree in the university where you got your first degree, and, even then, only after a lot of lobbying. 

The Part-Time PhD

Some universities, notably the Open University and London, will register students for an external degree, with a minimum time of 6 years. The students do not have to live anywhere near the university and may live abroad. They get little or no supervision and have to use local libraries. The fees are much lower than those for full‑time, internal students, but there are the same examination fees, typing and binding charges, etc. It is sometimes possible for someone holding a full time job to register as an internal student at a local university, nominally working full‑time. They are particularly likely to accept you if you are working at a research institute or somewhere else where your working environment is considered sufficiently academic. In fact, they are unlikely to reject you if you can pay your fees.


The major benefit of the part‑time degree is that it does not set you back in your career. You are earning money and working towards promotion all the time. You probably lost money by going to university at all: if you had left school at 16 or 18, and had gone into business, you would have had several years more of earning and promotion. Calculations suggest that graduates are 35 to 40 before they catch up with the cumulative earnings of people who left school early. This is so even on the assumption that their intelligence would not have given them higher earnings than the average person. If, however, you not only spend three years on your first degree, but also choose to spend the extra four to eight years on a full‑time PhD, you may never catch up with the manual worker. You will find that you are coming to the job market four to eight years later than the people who graduated with you. You may get a couple of increments in salary because of your PhD, but your colleagues will have had years of experience and some of them will have been promoted. You may even come onto the job stream too late to be considered a high flyer, and so you will be put in a less demanding job. 


The delay in starting also affects your pension rights. I worked in a research institute which was firmly fixed in a civil service pension scheme. The PhDs tended to join at about 28, perhaps after a few years’ badly‑paid work at a university. They were not promoted any faster than anyone else. They stood to get only 27 years’ pension if they retired at 55. Their colleagues, who had joined at 22, straight after their bachelor’s degree, stood to get 33 years’ pension, 22% more. A friend of mine joined the civil service at 16, did a part‑time BA and became a high flyer; he will have far higher total earnings, a higher terminal salary and 39 years’ pension, say a 50 to 60 per cent higher retirement income. 


Ideally, you should write your thesis about your job. This has many advantages. You would be well paid for it. You would be developing skills that are of immediate practical application to your job. Your employer would see your PhD as being evidence that you could apply a high level of theory and rigour to your job, where he might take a full‑time PhD as a sign that you were an ivory‑towered academic. In fact, the enlightened employer realizes that the biggest value of a part‑time, work‑based PhD is that the economist has learnt that economics is not just a subject taught in universities – a lesson that is often missed. It is also satisfying for you to know that your PhD thesis is of practical value and is of real use in your business. 


The satisfaction of knowing that you have done useful work is all the greater because you know that you may never have the opportunity to do such good work again. You are not likely to be left for three years with no interruptions, and be given the chance to investigate a problem right down to its roots. 


It would be too much of a strain to do a part‑time PhD thesis on anything but your own job. If you do, you will have to accept six years of study at the minimum. You will have to stay at home five nights a week. You will have to accept that there is a very good chance that you will get sick of it and abandon the thesis after three or four years, with nothing to show for it ‑‑ it will not even have helped you in your job. It can be done though. Some important work has been done by people who do a job by day and study by night. One has only to think of the clerk in the Swiss Patents Office, who dreamt up the theory of relativity in the evenings. 


Of course, the in‑service PhD is not always practical. Your job may involve switching from one problem to another every month or so, so that you never get the chance to concentrate on any one subject. It is no excuse though, that your job is too boring. It can be no more boring than most thesis subjects. In fact, you will probably only find out how interesting it is when you get down to writing a thesis on it and analysing it in depth. It is no excuse that your work is confidential. Universities will accept a “restricted” thesis which is then locked up in the library and can only be consulted with your written permission. Even this degree of confidentiality is probably unnecessary: in the business world there is very little that is confidential after two years. 


You are more likely to give up your PhD than a non‑economist would be. Your opportunity costs are higher than those of say a historian or a theologian. You realize that your decision is based on the marginal cost of further work and the marginal benefit from it, and you are not influenced by the amount of work you have done in the past. Once you have got your promotion, the payoff from further work may seem inadequate. Once you have published three or four papers, the marginal return from having a PhD as well is small. In fact, your employer may see your abandoning the research as a sign of devotion to duty, and of switching to your new responsibility. This means that when you plan your work you should bear in mind that you will probably not want to finish your PhD. From the beginning, you should plan that you get a payoff from your job or from publications even if you never submit. 


If you do a part‑time PhD, you will be working hard late into the night for at least six years and probably more than ten years. You will probably not get the intellectual satisfaction, the pleasure of doing original work, or the social payoff that a full‑time student does. 

PhD on Publicationstc "PhD on Publications" \l 3
More and more universities are awarding PhDs on publications. Standards vary, but one would normally expect to get a PhD on the basis of five to ten published papers. There is no doubt that this method requires at least as much competence as writing a thesis, though it may appeal to a different type of mind. Certainly, it is unusual to get more than two papers out of a PhD thesis. I often come across a paper that, by itself, has a much bigger original contribution to knowledge than the average PhD thesis. I have even written a couple of short refutation papers, which I would not dream of submitting as sole evidence for a PhD but which quite comfortably refute dozens of accepted PhD theses. A PhD on publications means that you have satisfied a large number of referees, that you have exposed your work in print to the scrutiny of your peers and have survived, and that you can handle a range of subjects. It also means that you are continuing to produce good and original work long after you ceased to be a student – and all too often people rest on their laurels once they have the bit of paper. 

The Full‑Time PhDtc "The Full‑Time PhD" \l 3
Research facilities for PhD students in a university are pretty awful compared with those in a business. It is very rare that your research grant or your university department’s budget is big enough to conduct rigorous surveys with adequate sample size, to travel, to employ technicians, or even to get your results typed up. As a student, you will spend a lot of your time on routine hackwork, like carrying out surveys, data processing and statistical analysis, while a business would not employ an expensive economist on this. You may have better access to a mainframe computer in a university, but you are far less likely to have your own desk‑top computer. Your productivity will inevitably be lower than it would be in a properly organized research organization. 


University libraries may be good, but for efficiency you want photocopies of the papers on your desk: you do not want to have to visit a library and look up the journals one by one as you need them. In a university, you have not the funds to photocopy everything you want, and the departmental libraries are not geared to providing photocopies of anything from other libraries. In Oxford, which has one of the biggest libraries in the world, I find it takes me half a day to get a photocopy ‑‑ first finding out which sub‑library has the journal, then digging out the right issue of the journal, which may be shut up in one of the basements, and bringing it to the photocopying room, then calling back two or three days later to see if it is ready. When I worked for a research institute or for an international organization, even in the middle of Africa, all I had to do was to write down the reference and the photocopy was ordered for me, arriving perhaps a month later. The delay does not really upset my work ‑‑ I only start on a subject when I have collected the literature. It is the time I waste collecting it that worries me. 


As a student, you will be working twelve hours a day for a pittance. Whether you have a grant or a research assistantship, you will be among the worst paid people in the country. You may be even worse off than you were as an undergraduate, because you no longer get the chance of vacation employment. Things are particularly hard for a married student with a child. 


In all probability, your thesis will not affect any decisions or add to our knowledge of the real world. Most potentially useful theses are wasted because there were no publications or because publication came several years after the data were collected. Most, I suspect, are never read through by anyone but the typist and perhaps the examiners. (There is the story of the candidate who put in a footnote to page 120 “If you have read this far, there will be a bottle of whisky waiting for you at the viva.” Only one examiner claimed it.) 


The payoff from this, outside the academic world, is small: you are rather more likely to be interviewed for some jobs, but you cannot expect to get a better salary, or to recover the money spent on getting your PhD. Some businessmen will be put off by your PhD. Peter Drucker writes of his difficulty in getting the CV of one of the directors of General Motors, when he was doing his pioneering study of the firm. After months of fighting evasions, he found the dreadful secret: not only had this man a PhD, but he had lectured in statistics at a university. This anti‑intellectual feeling is declining, especially in the United States, but it is still strong. The other potential employers who will be put off by your PhD are economists who have only a bachelor’s degree. They have no desire to employ a rival or a potential replacement. Nor for that matter does he want to spend his time training a subordinate who thinks that, because he has PhD, he knows all the answers. 

ACADEMIC LIFEtc "ACADEMIC LIFE" \l 2
A PhD will be necessary for an academic career in the future, and a full‑time PhD has big advantages. In economics though, practical experience still is considered important, and a part‑time PhD based on your job may be more valuable in some circumstances. Do you really want to be an academic though? The career may seem glamorous to a student and, of course, academics do try and build up this glamorous image. The fact is, though, that cuts in the higher education budget have made lecturing a far less rewarding profession, financially and intellectually, as well as a far more risky one. The university departments I have visited recently have been pervaded by an atmosphere of total gloom. The life of an academic is not what it was. At one time Oxbridge lecturers drew a very comfortable salary, and had no obligations but to live within three miles of the city centre during term time. The lecture load was light, perhaps three or four lectures a week, but these could be pushed onto research students, leaving the lecturers able to spend all their time on research or other occupations. They did not have to give tutorials, but they were given substantial extra payments for any that they did give. They could do their research in the term time and rest or do consultancies during the vacation. They did not have to go to his office at all. When I was at Cambridge, most of the graduate staff members of my department who did come in, not many, arrived in time for morning tea at eleven, and left either after lunch or after afternoon tea. There was no necessity to work and “Publish or Perish” was considered a transatlantic eccentricity. Little was published. Why the Oxbridge system should have produced some good teaching and research in spite of the abysmal failure of some staff and some departments I do not know. 


Today, staff have a much higher teaching load and have little time for research. Cuts in university budgets have not been applied in an economically rational manner. The universities have not closed down ineffective and irrelevant departments, nor have they fired the idle or useless lecturers. Generally, cuts have been spread evenly throughout the system. In most departments, there has been a cut in the number of staff because of early retirement and because anyone who leaves is not replaced – and it is the ones who are most employable who leave early. This means a much greater lecture load on the people who remain, and a distortion of courses, to fit the available lecturers rather than to teach what is useful. 


There is now a very high chance that anyone entering on an academic career will have to leave at 26 or even 30 and to have to try and find a job elsewhere. The usual progression is from PhD student to assistant lecturer for three to six years on a temporary basis. Only after this is one considered for a permanent post. There are normally something like 100 applications for a post. For one lectureship in Cambridge, there were 800 applicants, 600 of whom had PhDs. The odds against you getting a permanent lecturing post are high. 


If you do get in, you will find promotion prospects distinctly bad. Appalling labor planning by government has meant that the universities have grown in fits and starts. There was a big influx of new lecturers in the early 1960s. Anyone who got into the system then was promoted rapidly. 


Optimists would hope that by 2010 there will be another big expansion of the universities, a planned expansion, taking the economic and social welfare produced by the courses into consideration. They would hope that someone will have explained to the politicians that without continuous investment in human and physical capital, production will fall. 

IF YOU REALLY WANT A PhDtc "IF YOU REALLY WANT A PhD" \l 2
After reading this chapter, you may decide that you still want to do a PhD, perhaps because it is the only way to become an academic. The second part of this book is concerned not with what to do, but with how to do it, and in Chapter 15, I discuss ways of tackling a PhD if you really think it is worth getting one.

Put in my thes article

WORKING IN THE THIRD WORLDtc "WORKING IN THE THIRD WORLD"
The job satisfaction from working in the Third World is enormous. In Africa south of the Sahara (including South Africa), at least one child in three dies before the age of five from hunger, or from disease aggravated by malnutrition. Most of the population is hungry, poor and riddled with disease. It is not difficult to save a few hundred lives, or a few thousand, by accurate economic analysis, by improved marketing or by efficient management. It is also very easy to lose these lives by carelessness or by letting your emotions impair your judgement.


You have considerably more influence over events as an economist in the Third World than you would have in Britain. You have been recruited as an established expert, an achiever, and you do not have to fight your way to power through the ranks of the civil service. The country you work in is likely to be desperately short of economists, perhaps because none have been trained, perhaps because the trained economists have left ‑‑ (the lure is not jobs in the developed countries but jobs in the international agencies, jobs in the wealthier, growing, Third World countries, and jobs in countries without an Idi Amin.) You wield considerable authority merely by being one of two or three economists working on a subject.


To get a senior job in the Third World you should have several years’ experience of working there and a proven record of success. How do you get this experience? A common way is to spend two or three years working for Voluntary Service Overseas or an aid organization. Alternatively, you might be attached, as a junior member, to an experienced consultancy team working abroad. If you are a real expert in a small field, the economics of electricity for instance, your special knowledge might outweigh your lack of experience of Africa. A small, poor country cannot spare the resources to train all the specialist economists needed, so there is a demand for transport economists, marketing economists, agricultural policy economists, labour economists, etc., while the market for general economists is more limited.


Working in the Third World means that you must be adaptable. You will switch from country to country and face different problems, different societies and a different political system in each, all stunningly foreign. You will have to work with people of a different culture, whose values, aims and aspirations are not yours and who may look with distaste on the values and behaviour of the West. You may be working with people who speak excellent English, who have gone through school and university in English‑style institutions and who have done postgraduate degrees in England, but you must not fall into the trap of thinking of them as Englishmen. They are not. They think of themselves as citizens of their own country, products of their own culture, who happen to have studied economics to a high level.


The expatriate workers in a developing country are selected for their talent for getting things done, rather than for their paper qualifications. They are willing to take responsibility, willing to do any job that turns up, willing to make do with the facilities that are available.


As an economist, you will have to be ready to work with very few data, and with unreliable data. Econometrics is out of the question. Complex mathematical models are pointless. You will not have a mainframe computer. You will have to do a lot of travelling over bad roads, and to stay in uncomfortable rest huts, and get the odd bout of malaria and other tropical diseases, if you are to see the country, as you must if you are to make informed decisions.


If you are the only economist working on, say, grain pricing, you have an awesome responsibility. If you make a mistake, tens of thousands of people may starve. While other people may feed political inputs into the decision, the economic decision is yours: there is no team or department to share the burden.

SALARIES

tc "SALARIES" \l 3
The salaries paid to expatriates working in the Third World are high. [This was correct in the early 1980s. They are not high now, which explains a lot.] They have to be if they are to attract people of the right calibre. There are hidden costs in working abroad that reduce one’s effective remuneration though. Expatriates must have some compensation for the fact that the jobs are all short term. Third World countries do not want settlers. You cannot expect to stay in one country more than five or six years, and two years is the average. You are working on one or two‑year contracts all the time. More often than not, you come to the end of your contract without being told whether it is to be renewed or not. Most projects are financed by development agencies who are working on a tight and shrinking budget, and they have to juggle their finances to see if they can extend certain projects, while they abandon others. Even when a project is extended, there is frequently a gap between Phase I and Phase II during which you will be working unofficially and unpaid. Most projects require you to train a local graduate to take over your job, and if you do your job well you will be unemployed at the end of it.


The insecurity means that you have no pension. When you think that the inflation‑proof pension of a civil servant can be worth forty per cent of his salary, you will appreciate the need for a high salary.


It is important to see that anything over and above your immediate expenses is paid in pounds or dollars into a Swiss bank. Most Third World countries have a chronic foreign exchange problem, and you will certainly not be able to take your local currency savings home with you. Some of your salary may be paid as dollars into a local bank, but you will have to wait two or three years to get it transferred to your home country when you leave. Inflation rates of 40 per cent plus mean that the local currency component should be index linked. The official exchange rate tends to be kept steady, over‑valuing the local currency, so fluctuations in the exchange rate do not compensate for inflation. If, by chance, there was the opposite swing in exchange rates, so the pounds was overvalued, you would be left with a surplus of non‑convertible local currency. Salaries should also compensate for the discomfort, disease and danger in some countries.

CAREER PROSPECTStc "CAREER PROSPECTS" \l 2
 The long‑term prospects for work in the Third World are not good. By going to work there, you break your career progression in Britain. You will also find it very difficult to persuade British firms that your experience in coconut marketing is relevant to any British problems, or that economics and economic problems are much the same the world over. I have seen men who had risen to the top of their profession as economists in Africa forced to accept very modest jobs in Britain. Partly, no doubt, this was because people who had worked their way through the system already filled the top jobs in Britain.


At one time, I thought that the market for expatriate economists in the Third World would dry up very quickly. It seemed that it would be only a matter of five years after independence before enough local economists were trained to replace those in the colonial service. I underestimated the demand for economists outside the civil service, I did not realize how many more economists a socialist administration or planned economy needs than a colonial administration and I did not realize that the colonial administration was understaffed. I think that supply is now catching up very rapidly – India is already exporting surplus graduates.


There will be some market for some expatriate economists for some time. National governments recognize the need to get in independent advisors who are free of any political or tribal loyalty, who are not tainted by corruption and who are not afraid of telling the truth. Indeed civil servants sometimes call in expatriates to say what they know already but are afraid to say, or cannot get across to the politicians. One reason that you are employed, in fact, is to make unpopular decisions. Your employers can then do what they agree to be necessary without having to carry the can for an unpopular or wrong decision. They would have to live with it throughout his career. You will soon be gone. This is a very valuable function. One can speculate on the bold, decisive initiatives we would have had from the British civil service if they had had a similar system of scapegoats.


The aid organizations like to see that the projects they fund are viable and worthwhile, and that the money goes where it should. They feel that local civil servants are subject to irresistible pressures, so they like to see monitoring and appraisal done by their own nationals or, at least, by nationals of another country. Again, there will be a small but continuing demand for economists here.

POLITICStc "POLITICS" \l 2
As an expatriate in the Third World, you can have no politics. You are a technician selling your techniques and no more. You must stick firmly to the textbook ideals of the British Constitution: you provide the facts and analysis while the politicians provide the value judgements and political guidance. 

International Civil Servantstc "International Civil Servants" \l 3
International civil servants, in fact, are sworn to put the interests of the country first, and to work within the system. This seems to work quite well in practice. I have worked with people from the far right, people from the far left and with old‑fashioned liberals. Of course, we sometimes came to different conclusions, but in no case I can remember was this caused by political differences. The differences were usually matters of fact or analysis where we could convince each other by talking it out, or where any outside economists would agree on who was right. Usually there would be agreement on what direction we should go, but there would be some disagreement on how fast to go, and perhaps on what methods to use. No doubt this was influenced by our political beliefs. The disagreement does not seem to affect what is done. The problem is to get the decision makers to make any move in the direction indicated, and it is seldom that they adopt the exact position recommended by either economist. Certainly they would move too slowly for either of us, except when, terrifyingly, they moved far too fast.


We all work within the framework of what the politicians want done, as far as we can interpret it. For example, I have seen extreme right‑wing South Africans asked to set up co‑operative state farms, which they thought politically wrong and misconceived in practice. They sweated their guts out to see that, as long as they were responsible for them, the farms would work.


The system works, I think, because the international agencies try to employ real economists, who are concerned with getting things done (I was amused once to see a sharp conflict between an academic Euro‑Communist and an Eastern bloc economist at a conference. The Eastern bloc economist, who is trying to do much the same marketing job as we are, and who faces the same problems, has a very similar approach to the Western real economist.) The economists are also experienced. They do not believe that they will change the world overnight, nor do they believe that their political masters really want them to. They know that it takes more than a few regulations or a few new institutions to bring about changes in the social and economic system.


At first sight there might appear to be a conflict of interest because people who are advising Third World governments often have their salary paid by the World Bank. They could be under pressure to support the policy line that the Bank is pushing the government to adopt. Of course, there is the pressure. Of course, some people succumb, with disastrous effects. The problem is particularly serious with World Bank employees and with people employed as consultants by the World Bank to carry out World Bank business, such as lending money to governments. The problem is not so serious when the World Bank pays people to work as advisers to local governments, especially when the local governments nominally employ them. First, the World Bank, for example, selects competent economists who have worked in the field and who have shown that they can get things done: they make no attempt to see that they are adherents of the economic ideology currently in vogue in Washington – there can be very few economists who would qualify on both grounds. When they go to work for a developing country the economists, including those who have been World Bank staff members for decades, do in practice switch their allegiance to that country. They do spend a considerable amount of their time defending the country against what they consider to be misguided policies imposed by Washington. The World Bank encourages this, as they recognize the danger of trying to solve the world’s problems from Washington, and as they realize how easy it is to pressurize a country to do something it should not, if that country has not got top economists who have analysed the problem in depth, and who are willing and able to stand up to their pressure.


It would be counterproductive to employ only economists who publicly agree with the approach that happens to be in vogue in Washington, as they would end up with a high proportion of dishonest economists pretending to agree, and a dishonest economist is a disaster to everyone.


Mind you, Russia’s experience suggests that all the worries are justified.

The Economist as Technocrattc "The Economist as Technocrat" \l 3
The international civil servants have also realized that people will only listen to them if they are seen to be value‑free technocrats. The Ministers and politicians may be revolutionary, but they want to make any revolutionary decisions themselves. They know the political constraints, the power struggle within the party, and the sort of revolution that they want. The last thing they want wants is their subordinates pushing them to make revolutionary decisions. Perhaps not the last thing: they are terrified at the prospect of their revolutionary subordinates feeding them with faked data and analysis or suppressing data and analysis, in order to get revolutionary action. 


While the civil servants should be value free, they cannot be in practice. The best that can be achieved, perhaps, is to present work in such a way that colleagues, at least, can see our values and make allowances for them. Inevitably, some values remain. No doubt a Marxist questions private enterprise harder than I would and is softer on state enterprises. 


While you may not push your values, you can still raise ethical questions. When dealing with tobacco, for instance, I had little difficulty in arguing that it was alright to grow it for export, as there were not a lot of deaths from lung cancer in the West, while peasant farmers would have starved without the income from tobacco (their children were dying from malnutrition anyway). I did, however, keep raising the issue of death and disease among local smokers, and the deaths of their children when money was spent on cigarettes rather than food.

Political Biastc "Political Bias" \l 3
However, in some organizations there are economists who let their politics influence their economic judgement or, worse, use their economics as a method of selling their political ideology, or, unforgivably, use their economics as a way of achieving their political aims.


At independence, many countries had mildly socialist leaders, who could use Fabian clichés effectively when talking to the British Left, and who were therefore considered to be revolutionary socialists. When they took power, there was a rush of the soft‑centred left to get jobs in their countries as university lecturers, lecturers in the College of Ideology, planning economists, etc. These people had among their objectives that of preaching their political ideas and that of putting their political ideas into practice. They wanted to use these countries to experiment on, to try a form of socialism that had never been attempted anywhere else. A country which had perhaps 50 graduates at independence was in a very poor position to resist being used as a guinea pig. Their graduates were swamped by the expatriates who dominated the universities and the ministries, and who could explain their ideas plausibly and with supreme confidence to graduates who had never left their native land. What is more, the next crop of graduates were trained by these people and were given the political ideology as gospel truth, so they felt it their duty to implement it.


One of the experiments was the Tanzanian villagization programme, where 12 million people were burnt out of their houses and told to live in large communal villages. No thought was given to the economic or ecological effects, which have been disastrous. No experiments were made to see if the villages were viable in different ecological areas, and with different tribal societies. It is interesting that the soft‑centred left, always so gushing about the superiority of traditional societies with their primitive communism and tribal socialism, had no hesitation in destroying them. They replaced them with an ideal dreamt up in Europe.


They opposed the production of the export crops on the grounds that they were “Imperialist”. The effect on the incomes of peasant farmers, on the balance of payments and on the national economy were predictable. Today these countries are beginning to realize what was done to them, and why their economies declined so rapidly. The brothers of the children who died, the fathers of the children who die today are now in power. They do not welcome the politically committed economists who are looking for someone to experiment on.


The danger is not that you try and impose your capitalist views on a socialist country or vice versa. You will be deported before you can do any damage. The real evil comes when you imagine your aims and ideals to be the same as those of the government. People who would scrupulously leave political decisions to the politicians when they disagree with them politically, throw away all restraint when they agree with them. They do not appreciate that is necessarily a difference between what politicians say that they want, and what they think is practical politics. Politicians must manoeuvre to get their ideas accepted, to square the opposition, to get the people to ask for the change instead of politicians being seen to impose it. Committed economists may try to achieve the same end by authoritarian fiat. People who are quite well aware that their grasp of economics is not good, in spite of three years’ hard study, are totally convinced of the validity of a political theory acquired from a reading a few books and attending a few meetings. Blithely ignorant of their ignorance, they rush in with ready‑made solutions, without first finding out what the problems are.


They do not realize that, whatever the surface appearance, they are dealing with a totally alien political system. Its power structures, its organization, its effectiveness, are quite different. There is an enormous difference in practice between the English and the Irish political systems, even though their laws and institutions evolved together over the centuries and are almost identical, and their cultures are similar to the extent of sharing the same television channels. Where different institutions exist and there is a different culture, it may take an outsider years to understand the system. Things that are considered the epitome of left‑wing thinking in Britain, such as a nationalized steel industry, a President instead of a Queen, a co‑operative agricultural marketing system and recognition of the right of minority groups to their own culture and language are considered right wing in South Africa. There are enormous dangers in judging a nation by its surface characteristics.


WORKING AS A CONSULTANT

tc \l1 "WORKING AS A CONSULTANT


tc \l1 "The job of an economic consultant is worth looking at in some detail because it is in many ways the opposite to the job of an academic economist and, in many ways, it typifies that of the real economist. Often, in fact, it can cross over the border from economics to management consultancy, dealing with far more than the economist would – psychology, management structure, etc. – and manipulating change rather than just recommending it. At some stage in your career you will do some consultancy work, or work that is rather like consultancy work, possibly within your firm, possibly outside it.


I had several shocks when I first started working as a consultant, after having worked as a salaried employee in research and as a civil servant. The first shock was that I had to keep the objectives of the study in my mind every minute of the day if I was to stay in business. In consultancy, as in any other job, there is an enormous satisfaction from doing the job well, from seeing your recommendations put into practice, and from seeing the payoff. With consultancy, though, there are other important objectives. You want to get the report accepted and paid for. You want to get it praised so that your firm can get another job with the same client or his friends. The objectives should be compatible with your personal satisfaction, but they require a broader approach to the problem.


The no‑nonsense approach of going in, speaking only to the people who know the answers, collecting the relevant data, then retiring to the office to write a report, which is later posted to the client, will not do. You may do a brilliant report, with superb economic analysis, and you will feel very pleased with yourself at first. However your report may not be accepted, it will not lead to action and it will not lead to further employment. Even in terms of personal satisfaction, it is a flop.


Unlike academic work or work in the civil service, consultancy is results-oriented. Your firm may be employed on a contract which states that half the money is paid on completion of the final report and half on acceptance by the client. Sometimes you, as a freelance consultant, will be paid on the same terms: half on completion, half on acceptance. You do not get paid anything for sitting at a desk from nine to five, nor for taking a couple of days off, nor for following up points, however interesting, which do not get in the final report: you get paid for doing the job. This is why you can expect to work longer hours than the regular staff and at a much higher intensity. The pressure is on you to produce a good report and get it accepted. If the report is not produced in time, you do not get paid for the time spent after your deadline and you may even face penalties.


In consultancy, you are judged on your success in getting something done, not on your academic brilliance, so you have to sell your results. This means that on a one‑year job, you must spend a good four months on getting your results accepted and implemented. In short‑term consultancy work, two or three months, you would be spending more time selling your results than doing the actual work. 

COMPLETENESS

tc \l2 "CompletenessAn academic will struggle for months or even years to produce a paper that is completely consistent, that is perfectly rigorous, and that has all the loose ends tied up or assumed away. Real economists cannot do this. Time is a major constraint and so is data availability. They must be constantly aware of the declining marginal productivity of further work on the same subject. They must be willing to abandon a line of research the moment it looks as though the payoff will fall or the moment another line of research with a higher payoff shows up.


As a consultant, you have far tighter time and data constraints than the average real economist. You have to work to a fixed deadline. You may have ten days or ten weeks to do a job – far too little to do a complete economic analysis of anything. Ideally, all effort will be concentrated on the points with the highest payoff and little or nothing on the others.


You will have to accept that you are doing a rush job and that you may miss the point entirely. Even worse, you may not realize what the main point is until you have completed your final report and it is too late to do anything about it (though a consultant can often spot the main point when the people working permanently in the field are blinded by proximity.) You can certainly expect to make important breakthroughs even while you are writing your final report. You know that you could produce a much better report given the time. This new approach to work is a psychological blow to people who have been accustomed to working without any time constraint, who prides themselves on not making mistakes.


It is also a major blow when you first start consultancy to realize that you must ignore all minor issues, even if there is clear evidence of waste and loss of money. Even worse, experienced economists know when something is wrong with a set of accounts or when a marketing organization is in trouble. They know that if they ferret around for a month or so they will be able to put their finger on it. They know, too, when they are on the edge of a major breakthrough, when all they need is time and patience, neither of which consultants have. When they know from experience that they can halve the costs of a firm over one or two years, it is frustrating to know that they cannot afford to spend more than a couple of weeks on it. Experienced consultants do not try to solve the problem: they try to get sufficient documentation on it to sell it as their next consultancy project. I am not being cynical here: there is no time to do the job adequately, and any time spent on it means you cannot do the real job properly; it is better for you and for the client if you document it now, and do it properly later. 


Another major psychological adjustment is needed to realize that when you are desperately short of time like this, you should not work flat out to cover as much as you can and produce the best report possible. You must work on your courtesy visits and feedback visits. They can take up a third to a half of a short consultancy. They are unproductive in terms of economic analysis, but they are essential if your report is going to be accepted, implemented and paid for.

COURTESY VISITS

tc \l2 "COURTESY VISITSThe normal progression of a consultancy is to start with courtesy visits, then make business visits to build up your economic model and get data, then to make an interim report, and finally to present your complete report.


Courtesy visits have to be made to the decision makers. All of them. This may mean the Minister and Principal Secretary of the Ministries concerned as well as all the departmental heads and minor officials who will be asked to comment on your report. It may mean the Managing Director, the Chief Accountant, the Marketing Manager, the regional managers of a firm, and the Trade Union representatives.


The chief reason for these visits is that they give you the chance to formalize the official approval for the consultancy, so that you have an oral or written instruction from the boss that staff should assist you in the study. Without this, junior officials will, quite rightly, be reluctant to give you any interesting information. If you are not going to get approval, or if somebody is going to try and sabotage the study, you should find out as soon as possible, so that you can get it sorted out at the highest level.


At the same time, you will be trying to create an empathy with the people you will be working with and the people you will be trying to persuade at a later stage. You will be trying to convince them that you are competent and that you are worth helping and worth listening to. Dress the part, whether you are putting across the image of the Sound Practical Man, or the slick, city economist. The tweed‑jacketed academic is unlikely to be an effective image among men of action.


There is a lot to be said for holding group meetings chaired by the Permanent Secretary or Managing Director to make it clear what you are trying to do, what inputs you will require and what support must be given by junior officers. You may also draft a tactful circular letter to be sent out under their name, requesting cooperation. This is your chance to persuade the people you will be working with that you are not a threat. Without this, you may meet with total non‑cooperation from the moment you start. Kubr (1980) quotes the general experience that non‑cooperation arises not because of personality clashes, but because of the perceived attitudes of the consultants, because they are seen as ruthless cost cutters for instance. Inevitably, you are not going to be welcomed if they think your object is to reduce staffing by one third. You know before you start that you will have a hostile reception from those who feel threatened (though good managers accept that no firm is perfect and welcome hard criticism). I have seen a directive from the dictator of a police state instructing his civil service to cooperate ignored, because it introduced the consultant as a possible threat. 


The courtesy visit gives you the chance to find out what you are really wanted for: they may want reasons for firing the managing director; they may want ammunition for an attack on another ministry; they may want outside confirmation of their prejudices; they may just want a report that they can show to anyone who asks them what they have been doing for the last six months. Different officials will have different and conflicting aims and it is important to find out what these are as early as possible. You are trying to find out the real terms of reference, as opposed to the official ones.


You are also trying to find out the institutional and political constraints to the acceptance and implementation of any recommendations you may make. In many types of management consultancy, though not as a rule in economic consultancy, a great deal of your time will be spent in trying to overcome these constraints. You will be trying to improve communications between head office, the branches, the unions, the shop floor, etc., by talking to the people who are affected. This can be the key part of the consultancy. In one very large supermarket chain, I found that my courtesy and business visits to middle and low‑ranking employees were much appreciated and were very productive indeed. These people were bursting to tell me their troubles because nobody from head office ever visited them or asked them what their problems were. All communication was by computer.


Sometimes the courtesy visit is just that, a visit to give people the feeling that they have been consulted and that their importance has been recognized. Some people may be biased against a report if they have not been consulted. Even your field visits may have a strong element of the courtesy visit. A lot of the payoff comes just from the fact that you have been seen to take an interest in the people in the field, and that you have not allowed yourself to be brainwashed by those parasites at headquarters. This makes both the fieldworkers and the head office more likely to accept your work. 


Often your visits, whether courtesy visits or field visits, are wasted, in the sense that the people you are advised to meet have no interest in your study and you have nothing to say to each other. It is usually not considered polite to just get up and leave when you find this out. You have to make some conversation, and you may be able to get some information which will be useful in your next study. Some consultants turn these into sales visits, impressing the interviewee with their charm and their competence, in the hope of a consultancy later.


You should remember that not everybody welcomes these visits. I have often been on the receiving end of courtesy calls. I detest them. They take time, they break up the working day and they break my concentration. As often as not, the visitors have no direct interest in my work and it is purely a courtesy call, as boring to them as to me. I try and turn it into a business interview. As soon as I have completed the formalities, I hand my visitors my latest report, and ask them to make an appointment to see me after they have read it. Most visitors get all the information they want from it, so I do not see them again. Those who do come back are well‑briefed and the interview is useful to both of us. This is one of the benefits of producing frequent written reports, and having some of them non‑confidential.


I have always tried to see the problem on the ground before I start to write and I thoroughly enjoy the travel and seeing the various experts at work. However, the courtesy visits must continue long after they cease to be interesting. It is excruciatingly boring to look at yet another supermarket or canning factory or to listen to yet another scientist giving the scientists view on the economic problems faced. It must be done, though, and occasionally, very occasionally, someone comes up with something new and interesting in one of the last interviews.


Recently I was stranded in Peshawar on the North West Frontier for three days because I could not get a flight out. I had calculated that the most I could afford to spend there was one day, because the project I was appraising was in another province. However, since I had three days, I used them interviewing everybody remotely related to the subject. On the afternoon of the third day, I met an official I had never heard of, and he gave me the crucial data which explained all the anomalies in the statistics, and proved that the project was hopelessly uneconomic. This shows not only how important it is to keep talking to people, but how easy it is for a consultant to miss a key bit of information because of time constraints.


As soon as possible of course, you will want to get down to the business visits – and many of them are both courtesy calls and business visits.

 Write a note to the people you have visited, thanking them for their help. This courtesy helps if you want to visit them again. It also reminds them of your name and your firms name.

FEEDBACK

tc \l2 " FeedbackIn a consultancy, even more than in an ordinary economic study, it is important to get feedback, to see how people respond to your suggestions and to see how acceptable possible recommendations would be. Even in the initial courtesy visits therefore, you are trying to find out what are the political and institutional constraints on certain approaches and on certain possible solutions. In the business interviews you are not just getting information, you are trying ideas on people. Their reactions will show how they feel about the ideas themselves. They will advise you on the implications in terms of office politics and national politics. They will shoot down the impractical and the impolitic. You are not going to suppress the conclusions they find unacceptable of course. You are going to take a long, hard look, to see if they are really justified. You are then going to see if you can present them in a way in which they will be more acceptable. At least you will know where you can expect trouble and where you will have to work hardest.


Again, when you present your interim or draft reports you are not doing it just to tell the clients the answer, you are doing it to get their responses.

REPORTS

tc \l2 "REPORTSIf you are to be a successful consultant, or indeed a successful economist, you must be able to explain yourself clearly and simply. Here only a few points on the writing of consultancy reports are given.


As always, consider your aims: to get your report accepted and paid for; to get its recommendations accepted; to get its recommendations implemented.


Consider your audience. You have met them and talked to them. You should know how to write for them. Occasionally they may want a purely economic report full of data, formulae and jargon. Normally, though, you will be writing for a businessperson or a civil servant who has no knowledge of economic theory and no interest in it, and who has no intention of ploughing through it. Your style should then be that for an article written in the Sunday Times, aimed at the intelligent layperson.


Busy executives do not want long reports. Give them a brief summary of the report and a summary of the recommendations followed by a brief report, preferably in a separate volume. If you present a three‑inch thick report, you will put off most businesspersons, civil servants and economists. They will expect, rightly, that ninety per cent of the report is padding: masses of undigested, unanalysed data; masses of description of the industry, of the climate, of the state of the economy; masses of information which is a rehash of all the reports that have been written on the subject in the last ten years. They will not be willing to read through the report to see if there is anything original.


The length of the report is influenced by the amount of time the reader has available. This was forgotten in one study where farmers were sent a detailed feasibility study of a central grain storage project while they were in the middle of the harvest. This delayed the decision for several months and it caused an angry reaction. What was needed in this case was an executive summary.


Of course, some reports are required to be three inches thick, where, for instance, the primary purpose of the study was data gathering. There are still clients who expect value for money, who expect ten pages per 1,000. If you come across these clients, you will have to pad out your final report to please them.


Surprisingly often, reports are not presented to the client until months after the study is complete. Of course, a little delay after the fieldwork is acceptable. It may be necessary to weld the reports of three or four consultants into one. Editing could take a fortnight. Typing, reproduction and binding could take another fortnight. However, clients are very annoyed if there are months of delay when they have paid a large chunk of the fee and they want the report urgently. It could easily be obsolete by then. Annoyed clients are bad business. What is more, you are losing money, because any time spent on a consultancy after the agreed time is not paid for.


Sometimes the solution is self‑evident once the facts have been presented. It may be more tactful, more effective or safer to let the clients work it out for themselves. Sometimes, too, you cannot see any solution. It is enough then to list your conclusions. Perhaps someone else will come up with a solution. However, this should be a last resort. Usually the only reason you were employed was to make a decision. Nobody else knows as much about it as you. The decision has to be made, and you should at least state your personal preference.


Decision makers want ready‑made decisions. They want recommendations based on their stated values and your data and analysis. They can then accept or reject these recommendations according to their confidence in your work and after allowing for the many political considerations you have not taken into account. They may reject your recommendations and work out new ones from your conclusions or from your analysis. They will normally only do this if they think that your recommendations do not follow from your analysis, or if they think that the recommendations are politically impractical. Nobody is keen on reworking conclusions from someone elses data and analysis: you do not understand the system or the limitations of the data and it is all too easy to make a fool of yourself, making totally unwarranted deductions and making nonsense correlations. This is also the reason why the clients want recommendations. They will not be happy if they just get conclusions; they will be unhappy with just analysis; and they will be very annoyed if they just get description.


Clients may even be happy for you to feed in your own values as well as your analysis. This happens for instance when civil servants employ consultants to do a cost‑benefit analysis on a road programme. If the consultants feed in their own values, the civil servants do not have to make awkward decisions, and they can always blame the consultants if there is an outcry.


It is not your aim to produce a report that is obviously brilliantly original – it will be rejected as impractical, unsound, theoretical, etc. Ideally, when clients read your report they will say, But we knew this all the time. Of course, this means that you will not get due credit for your original ideas and some clients will quite innocently claim them as their own. On the other hand, your report is accepted and paid for, your recommendations are put into effect and the client offers you another job. This, again, is quite different to academic work: academics get much of their job satisfaction and promotion out of having their skill and originality recognized.


One approach to feeding your ideas to the client is to start working on changing peoples mind right from the beginning of the study. Try your ideas on your audience at an early stage, so that they can start thinking about them, consciously or unconsciously. Asking people for their opinions on certain courses of action and asking for certain data can also start them thinking in the right direction. One can use an interview to sow the seeds of doubt, and to start people thinking that there may be something wrong with the present system. It is also possible to use interim reports in this way, presenting the argument bit by bit, so that they can get used to accepting your advice. Little suggestions that show you are saving money may be more important in getting you accepted than major but controversial reforms at this early stage.


This approach must be handled with some care, as it can work against you. People may be more likely to accept your report when they see it as a logical, cohesive whole than when they have picked up little snippets over the course of the study. Sometimes they may make up their minds early in the study, before they have been exposed to all the arguments. I personally prefer to keep everything back until I write my report, partly because of this and partly because I do not know what my conclusions will be until I write them down. To get the But we knew this before response, I have to concentrate on presenting the argument as simply, as clearly and as logically as possible.

THE DRAFT REPORT

tc \l2 "The Draft ReportThe draft report is usually prepared and submitted after you have completed your fieldwork and before you leave your client. It is the most important of all the reports and it will have the most impact. You will be able to get the maximum impact because you will have built up a relationship with the people that you have been working with, and that you hope to persuade. You will be presenting the report yourself and you will be there to answer any questions. If you do not manage to achieve results with your draft report, it is not likely that you will do any better with your final report posted to the client some months after you have left, when you are already half forgotten. If you have been effective, action has already been taken by the time the final report appears. It has been overtaken by events. Even a successful report may be virtually forgotten six months after it appears: it is implemented and therefore is no longer relevant.


Your interim and draft final reports should be accompanied by an oral presentation. Economists do not realize how many businesspeople and civil servants are used to absorbing spoken information, and find it a lot easier than absorbing written information. Some cultures, in Africa for example, are far more orally oriented than Britain is: people who went to schools and universities where textbooks are rare and expensive have developed the ability to absorb orally‑transmitted ideas far better than the average Western graduate.


You should give an oral presentation three to five days after the report has been submitted. Ideally, you would give separate presentations to different subgroups and present the arguments according to their special interests. You will then stand up and persuade them of the logic and desirability of your recommendations. You will find that some people will make the effort to read the paper purely so that they do not appear stupid at the meeting. Others will not have read the report, or will just have glanced at the summary: the presentation is your last chance to get them sufficiently interested to read it. It is also your chance to get an idea of the reactions, both personal and institutional, to your report. Make a careful note of the comments and criticisms and of who made them.


Ask for formal written comments to be sent to you within two days (on a short‑run assignment) making it clear that later comments cannot be taken into account in the final report. Talk to people, asking them their own reactions and other peoples reactions – which may be more revealing.


You can then give your client a brief, written, answer to the comments. This requires great tact, as most comments are made solely to indicate that the speaker had not gone to sleep. Some comments are downright silly, and have to be dealt with gently. Very seldom indeed do they have to be dealt with by a devastating attack. In fact, a devastating attack would be counter productive: the person who makes hard criticisms and raises awkward questions is usually open to persuasion and is potentially a useful ally. People who just say that you are wrong and will not give any reasons, on the other hand, have their prejudices so firmly fixed that they cannot be persuaded, however good your case. As far as possible, comments should be dealt with by referring to the text and then expanding. You are then emphasizing that you have covered the point in your report, even if you have in fact written only a sentence or two on it.


You may be given only a five‑minute appointment with the Minister to summarize your report. If you can use this five minutes to communicate your excitement about your results and to convince him that they are important, you will find that he keeps you for well over an hour, examining you on all aspects of the report and its implications. You may even find yourself drafting a Cabinet Paper.

THE FINAL REPORT

tc \l2 "The final reportThe last task is to prepare the final report. As I have said, in many ways this is less important than the draft report. Most people who have read the draft report will not read the final report. The final report is important because it will be the definitive document used by anyone who works on the subject later. It is the document which has the final corrections and the response to feedback. It will be the document that people look at when they are assessing your work if they are considering you or your firm for a job some years later.

Terms of Reference

tc \l3 "Terms of ReferenceYour report must appear to cover all the points mentioned in the terms of reference, otherwise the clients may feel justified in withholding payment. If you have been employed to carry out a few clearly defined tasks and you have done something quite different, you cannot expect to be paid. Normally, though, the terms of reference cover far more than anyone could possibly do in the time. What you do then is identify the most important aspects and concentrate on them. I would go further, and say that any consultant worth his salt ignores his terms of reference. 


The minor aspects all have to receive a mention, but a sentence or two, or a brief paragraph, is enough. You must be able to cite the relevant page if the client says you have left out something in your terms of reference.


This aside, you should allocate your time on the equi‑marginal principle, giving your time in proportion to the payoff. First, you must find out what are the main problems as your clients see them. This why the courtesy calls are so important. If your assessment of the main problems is the same as your clients, everything is straightforward. If, however, you think that other problems are more important, you can devote most of your time to them, but you will still have to devote a very substantial amount of time to the problems your client considers most important. The alternative is to negotiate new terms of reference with your client. This may involve weeks of committee work by the client, and leave you no better off.

CONSTRUCTIVE CRITICISM

tc \l2 "CONSTRUCTIVE CRITICISMAt one extreme, there is the view of timid conformism, that we should never be destructive; we should maintain the existing structure or add to it. At the other, there is the view that we must ruthlessly destroy the bad before we can replace it with something better. A slashing attack on inefficiencies and corruption may be necessary to destroy complacency about a disastrous situation. Sometimes though, this would only annoy the inefficient and corrupt and make them attack your report. Sometimes it may destroy the confidence of everybody in the organization and so destroy the organization itself (which is not necessarily a bad thing.)


The easiest task of consultancy is to find out what is wrong, as you are dealing with hard data and fact. It is more difficult to work out what the organization should be doing, as there is a strong element of judgement and guesswork along with the analysis. The most difficult task of all is to bring the organization from its present sorry state to the new utopia. This requires personal and political skills, first to convince the decision makers and then to motivate everyone to work towards the new utopia. It is very different from the cold analytical skill of the economist, and some economists get no intellectual satisfaction at all from it. There are economists, though, who are natural‑born politicians and who get as much satisfaction from this as from economic analysis.


To do this successfully, though, one needs management training, not just economic training. A lot of skills are needed that are not in the economists armoury. Work study, management structure analyses, etc., are needed. Even the management experts frequently fail here. The economists job is to point in the right direction and to leave management and the management consultants to make the necessary changes.


Often reformers do not realize how complex a structure a market or a firm can be. They think that they can move from the present situation to the desired one by administrative fiat, at the stroke of a pen. It is difficult and dangerous to try and bring about revolutionary changes by a revolution. One must move step by step. For example, when I want to fix my car, I do not pull it apart until I find the part that is broken. I would certainly not be able to put it together again. I might not even find what is wrong – it might be the interrelation between parts, between timing and carburettor, that is at fault, not a broken part. Instead, I make one adjustment then try it. If it does not work, I go back to the original position, then try adjusting something else. If I make several adjustments at once, I do a lot of thinking first, and make sure that I can get back to the baseline if they do not work. The revolutionary changes, the new car design, I leave to General Motors. A business is more complicated than a motor car and should be handled with more care.


This means that the route to the revolutionary change must be mapped out. Often the report will deal with only the first one or two steps – the later steps depend on the success of the first ones. If the eventual target and the steps to be taken were to be spelled out in full, the reaction might be shocked rejection.


It should never be thought that you must be constructive. Without the attack, the refutation, your scientific method will be unsound. This does not mean that you should always be attacking in your report – it may be more persuasive to dress up your attack as a constructive alternative whatever that may be.


It is perfectly all right to present a report which is nothing but an attack, a refutation. Often it would be wrong to suggest a constructive alternative. I have been strongly criticized by non‑economists, horticulturists in particular, for my attack on the EEC fruit and vegetable grading regulations. The main criticism was that I did not present a constructive solution with alternative administrative structure, regulations and grade specifications. From the economic point of view the EEC policy on grading is a total disaster from start to finish and the system should be buried. Any constructive alternative, any compulsory grading, imposes large costs on consumers and producers without any compensating benefits. To most people, perhaps, I was providing a constructive solution, no compulsory grading. To those who passionately disagreed, I was providing a destructive criticism. The word is emotive, and unhelpful. 

ETHICS

tc \l2 "ETHICSAt first sight, the ethics of consulting are straightforward. Do not accept a job you cannot do. Do as good a job as you can. Do not disclose anything about your clients business to others. Do not serve two competing customers without their knowledge and approval. Do not accept a consultancy if there is a conflict of interest with your own business interests. Do not fake results.


This ethical code conforms with the code of professional ethics which was established because it is good business. There could be no consultancy business without confidentiality for instance. The demand that you should tell the truth may be awkward in the short run but it is equally important in the long run. There are often pressures on you to fake results, either by fabricating results or by suppressing results and analyses. The objections to faking results are practical as well as ethical. Which of your clients are you to satisfy: the man who signed your contract? The man who will offer the next contract? The Department? The Ministry? The politicians? Anybody who may offer you a job in future? You cannot satisfy everybody. You may as well tell the truth.


Clearly, you cannot tell the truth, the whole truth and nothing but the truth. The Prime Minister is a power crazy incompetent, the King is a crook, the whole administrative system is in disarray, the manager who employed you is a fool, and a lazy fool at that. If you say this, you will not achieve anything, and you will not be paid. You have to suppress something. In practice, you are very much in the hands of your contact person in the organization. He or she should tell you who is too important to attack, and who is sufficiently low down, or friendless, to expose. You should also get a lot from your courtesy visits.


Your job often requires that you offend some people. If you offend the wrong people, or if there is a change in the power structure in the clients organization, you have lost the chance of more employment in that direction. I have seen the effect of this when a reputable firm pointed out the fundamental weakness of an organization, even though they were quite well aware that it would make them unpopular. They could of course have suppressed this and given the clients the recommendations they wanted, but if they did this sort of thing they would not be a reputable firm. When I worked for the clients shortly afterwards, I was told that it would never employ those consultants again. However, it now appears, two years later, that the validity of their criticism has been recognized and that they have recovered that client.


I have found that it pays to suppress minor criticisms in the draft report in case management acts decisively on them, and ignores the major points. They may do this because they do not understand the major points or do not think them important, or they may do it because they can get the reputation for taking action without upsetting anyone important. I put the minor criticisms in the final report, in the hope that they will be seen and acted on after action has been completed on the major points. I can see the possibility of a dishonest consultant acting the other way, presenting a report which makes full use of all the minor points and which criticizes unimportant people, but which leaves out any of the major criticisms. This produces what appears to be a bold and fearless expose of inefficiency and corruption, without upsetting anyone important.


Some consultants will produce the results that their clients want, which is clearly unacceptable. Fudging is no more acceptable. Some consultants react to pressures from their clients by writing a report that is so vague and obscure that nobody knows what their conclusions are. They may even satisfy their consciences by putting in delicate hints so that anyone who already knows what is happening will understand what they really mean. This also means that when the industry collapses three years later, they can point to the hints and say I told you so. This does seem to be a successful strategy judging by the number of incomprehensible consultancy reports I read. However, it is cheating. You have been employed to tell the truth. Often you will have been employed when everyone in the organization knows the truth, but it is so unpalatable that they want an outsider to say it, rather than someone whose career will be affected. They are employing you as a scapegoat. They will not be impressed if you do not mention the point.


I have seen a well‑known firm submit a report that was bland in the extreme, with everything said in such a roundabout way that it was literally incomprehensible to me. This was in an area where there were obvious major inefficiencies. A man who had a lot of experience of buying consultancy explained it to me: 

The World Bank wants action. This Ministry does not want to rock the boat. The World Bank may decide which consultancies are needed, but it is the Ministry that chooses the consultancy firm. Obviously, the author was offered some big contracts if he shows that he can work here without upsetting anyone

In this particular case the strategy was unsuccessful: the World Bank was very annoyed at seeing their money wasted and it was very clear to everyone in the country, not just to those who did not want to rock the boat, that major problems had been ignored.


Economists must be more rigorous than management consultants on this. Management consultants see themselves as agents of change, and see management of people and personal relationships as a legitimate part of their job. They will be happy to have introduced a new management system that will identify and solve these problems, and others that arise, after they have left. Economists must be successful as economists. If they deal with the minor points only, if they leave out important points because they are controversial, they are not being good economists. Their personal integrity, their self‑esteem suffers. Their professional reputation suffers when events prove that they have given the wrong advice because they have left out obviously important factors. It may be better to have correct work rejected than incomplete work accepted.


In practice, it is impossible to be completely dispassionate. You are arguing a case from the viewpoint of your clients. You will try and show them how their case looks to an outsider, but you are still working on their problems. Inevitably, too, your report will be used to provide the logic and data which will be the ammunition for arguments between ministries, departments and firms in the future. Whether you like it or not, you end up taking a position, and you often end up presenting the clients case in the most favourable light. You may find that there is a conflict of interest between the country that is employing you and the person or organization that you are reporting to. Talking of a country is an oversimplification: do you owe a duty to The Nation, to the government of the day, to the Ministry which is employing you, to the civil servants in that Ministry, who are in conflict with the politicians and the private sector, or to the particular civil servant who employed you? Is The Nation the same as the government, the Party, the People or the peasants? In the majority of my overseas work I can openly push the case of the Ministry I am working for, and the case of the rural poor, because the Ministry is nearly always given a bad deal, being starved of resources for an important job, and the rural poor, having no political power, are left in abject poverty. This happens to coincide with the biases of my employers and the aid organizations that finance them. Even so, there are occasions when I am deeply concerned by the conflict of interests.


On occasion, professional integrity demands that you tell the clients that it is not possible to complete the job they specified. There may not be the data; the statistics may be unreliable; the techniques that they specified may be inappropriate. You may even have to tell them that the whole study is pointless. You must then tell them that either you will withdraw from the job or you will work under new terms of reference, with other objectives or other methods. It may require considerable tact to persuade the clients that the job cannot be done, but it is in their interest and the consultancy firms that you are adamant. The consultancy firm loses money and reputation if you stay for the agreed time and present a report which is rejected because the statistics and analysis are wrong, even if they were specified in the terms of reference. There can be an unpleasant haggle over money if the clients suddenly realize that the report is useless to them and does not influence any decision, even if it does meet the terms of reference.


I once had to withdraw from such a contract when it became clear that the clients could not supply the agreed information for me to work on, so I would not be able even to begin work before my completion date. My withdrawal saved the clients having to pay me to sit on my bottom waiting for something to do, and saved the consultancy firm a fight over non‑completion, because the job would certainly not have been completed in time. The firm could have been blacklisted by the funding organization. (Eventually, in fact, the information was collected, and someone else completed the job a year after the deadline!) The cost to me was considerable. I was working as a freelance, meaning that I did not get paid if I did not work. I had told all my usual clients that I would not be available for four months, and they had made arrangements with other people instead. Because of the months it takes to set up a consultancy project, it seemed unlikely that another job would turn up in that time. The consultancy firm offered me another job, but, again because of the time it takes to set up a job, it would not start for six months. As a consultant can only expect to work for eight months a year because of the difficulties in timetabling jobs, this meant that withdrawing from a contract like this could easily halve my years income. The pressures to act unethically and bluff your way through with a bad report are very strong.


Normally a consultant works for a fixed fee, not related to results. I would be much happier, for some jobs, to get 1% of the savings identified, but this could result in the consultant concentrating on easily identifiable savings, and ignoring the more serious structural weaknesses of the firm. Consider, too, the position of consultants on a team which has contracted to prepare a project for a power station or irrigation scheme, with the proviso that no fee is payable if the team does not come up with a bankable project (The Asian Development Bank has made such contracts). Everybody on the team is then under pressure to massage the data to make the project bankable. In one such contract, I was put under strong pressure to produce false economic analysis to make an uneconomic project appear viable. 

AVAILABLE TIME

tc \l2 "AVAILABLE TIMEVery seldom as a consultant do you have the time to do all the work set out in your terms of reference and to do it properly. You will find that you are committed to do a years work in a month. This is because clients are not willing to pay out very large sums of money when they do not know what the benefit will be, and because of competitive cost‑cutting when the consulting firms tender. Some clients recognize this. One told me: 

We know quite well that the data do not exist to do the job properly. We know that it would take years to get the information you need and another year to do the economic analysis. However, we can only afford to pay for two months. That is why we have employed you instead of our own economist. You have years of experience of markets like this one, and you have done the economic analysis there. What we are asking you to do is to give your judgement based on your experience, your best guess in fact.

It was nice to have someone spell it out as clearly as this, though I was alarmed to have $12 million resting on my best guess. This is, presumably, why so much emphasis is based on experience when choosing a consultant.


When your clients do not appreciate this, it may be best to take a small bit of the terms of reference and do it thoroughly or, alternatively, to try and cover most of the terms of reference, but state very explicitly the limitations of the analysis (which is not altogether satisfactory, as some clients choose to ignore your statements).


In most consultancies you seem to be expected to give a combination of the two, a bit of analysis and a bit of judgement, to give the best possible answer in a given time, and, indeed, with a bit of skill it is possible to make this look like a first class analysis.


Unfortunately, sometimes the clients think that they are getting a full economic analysis for their money, while the consultancy firm thinks it is selling judgement. The clients can be incredibly naive about this. People have been known to complain bitterly that they did not get a full cost:benefit study from a six‑week job. Another client was delighted with a price policy and marketing study covering the most important sector in the economy which was prepared from scratch in ten weeks (i.e. 3 weeks writing and selling, and the rest in courtesy visits and interviews).


This is the least satisfying part of consultancy, the knowledge that you do not have the time to do the job properly, using your judgement and your analytical skills to the full.

SELLING

tc \l2 "SELLINGYou should not try and sell your client another consultancy when you are in the middle of a job, because it damages your credibility. Throughout the consultancy, you are pushing the image of a totally impartial professional economist. The last thing you want is to replace this image with that of a slick salesperson. The Project Director does the selling after you have finished. Your report should be a dispassionate economic analysis.


You yourself can start your selling activities after getting feedback on the report. (If the feedback is unfavourable, of course, you shut up and hope that nobody associates your firms name with it.) The selling is concentrated in that period when your report is fresh in the mind of all concerned. Even the best report will not help you if you wait a year or two before following on. If you have studied the industry, and have identified new problems, you are the obvious person to employ on them. If you have suggested reforms, you and your firm are the obvious people to put them into action. This is the time when you are in the best situation for selling more work.


All through the consultancy period, you should keep your eyes open for possible consultancies, for projects that are needed and for projects that have already been approved. Your project manager can follow up the opportunities.


There are the usual minor selling activities throughout the study such as the use of beautifully engraved business cards, and the use of printed covers for reports. I am not sure that these have any positive effect on sales, but I have no doubt that you will suffer if you do not maintain the same standards as your competitors. It does pay, though, to be lavish with the number of reports and give a hundred instead of the agreed twenty. This means that your report, and your firms name, will be known by far more people. I find that when I go into an organization and look for consultancy reports done even a year or so before, it is impossible to find them: they have disappeared into peoples personal files, or they have been given to visiting consultants or students. An important ethical point arises here: consultants should always return all documents they collect during a consultancy. I have been in the difficult position of trying to do a job after a consultancy firm had taken all the Governments library on the subject back to America.

THE ECONOMICS OF BEING A CONSULTANT

tc \l2 "THE ECONOMICS OF BEING A CONSULTANTThe economics of consultancy makes consultancy a high-risk profession (Kubr, 1980). The overheads are substantial. There must be a selling organization: the consultants in the field have to concentrate on the job they are doing, and they cannot possibly be negotiating their next contract, which may be in a different country. Selling is expensive. A week in Saudi Arabia costs over 2000 in hotels alone and this may not produce any business. Proposals have to be written, typed and printed. For every job that you get, you have to carry the expenses of four or five that you miss. The most expensive and most experienced consultants have to be engaged in selling, and no fees are earned for this. The profitable firm is the one that can keep a high proportion of its professional staff earning fees. The other fixed costs, of providing the headquarters and the administrative and clerical staff, mean that the firm must get enough work to cover these overheads. While the firm is getting established, the problem is that the ratio of headquarters staff and sales staff to fee‑earning staff is too high.


It is impossible to arrange things so that each consultant is busy all the time. Even if clients are fighting for your services, it is impossible to time things perfectly. You may have to wait weeks or even months between contracts because the different experts needed for a team are not free at the same time. The contract may not be signed when expected, perhaps because of shortage of cash, perhaps because of bureaucratic delays. You may lose the odd contract that you thought was certain and that you had planned for. The client may postpone the implementation of a contract for one reason or another, and throw your schedule out. It takes great management skill to keep staff earning fees three‑quarters of the time.


To do this it is necessary to make use of freelancers. Freelance consultants work for perhaps four or five different consultancy firms. (Firms like someone who is reasonably free to take a job when offered and who is reasonably flexible with regard to time.) When a firm is short of an expert, it calls in a freelancer to fill the gap. This means that the firm can handle a fluctuating workload while keeping its regular staff more or less constantly employed. It also means that they can bring in expert engineers, economists, etc., if there are none on their permanent staff.


Trouble arises when a firm has increased its long‑stay permanent staff to meet a big contract and then finds that it cannot get any more big contracts afterwards. It then has a large payroll and large fixed costs, but no income. For this reason, firms prefer to have a relatively small nucleus staff of permanent consultants and to employ freelancers for any one‑off jobs, for any particularly big jobs and for a proportion of the regular jobs.


The margins charged by a consultancy firm vary according to these factors. If a consultant is put in the field for two or three years, the administrative overhead is small; there is no selling needed. There is no slack time between projects. The overhead charge can be small. When a consultant is working on very short‑term contracts, there are, necessarily, a lot of slack periods and the selling overheads are high, so the margin must be higher.


The freelancers carry a lot of the risk of the consultancy firms. To some extent the busy times of one firm coincide with the slack times of another, so they can be kept busy. On the other hand, when the general level of business falls it is the freelancers who bear the brunt of it. When business falls by 10%, the freelancers business falls 20%. It is a risky way of earning a living. You get rather high fees when you are working, but you may be working for only half the year and you have no pension, let alone an inflation‑proof one. Your job as a freelancer depends on your reputation. This depends on the success or failure of your last two or three consultancies. You can easily lose the reputation built up over the years if you start to let things slip. It is very difficult to plan to have work throughout the year: you are at the mercy of the planning of the consulting firms. They are incurable optimists and will keep you waiting, with your bags packed, for a project that they never had much chance of getting. When the consultancy project falls through, the permanent employees will be diverted to another one. You will be left flat.


When you are not working, you have to spend a surprising amount of time on personal administration. You spend couple of days tidying up your affairs before you start a consultancy. After three or four months abroad you need a week or ten days to recover and tidy up your personal administration – bank accounts, bills, etc., before you can relax or move on to your next assignment. It takes time to get into the routine of living after a long consultancy. The fact that you are not quite sure when your free time will be makes it difficult to plan a holiday. When you are not working, you have to spend your free time selling your services for your next consultancy.


You have overheads too. You have to keep a base. Most people will have someone at home to answer the mail or pay the bills. A lot do not, either because they do not have any family ties, or because they are working on long‑term contracts, one year or more, and can take their families with them. This saves the cost of running two houses and means that, in effect, they are living on expenses. There is a significant cost here, in not having someone at home to answer letters, arrange your next contract, etc. It means that you are quite rootless.


The social life of the consultant can be dismal, floating from town to town, never spending more than a week or two in each, living from a suitcase and living in hotels. The divorce rate must be as high as that for any profession. One works very long hours, partly from pressure of work, partly because there is nothing else to do in a strange town. It is a high price to pay for the privilege of being your own boss.


It can be a satisfying profession though. It is not boring: you may work on four or five industries in different countries in a single year. You work at different levels, sometimes at middle management level, sometimes with the Minister and Permanent Secretary. You get the chance to travel. You are your own boss and can accept or reject a job whenever you want. Because of difficulties in scheduling your work, you can expect to get three or four months a year holiday. Above all, you are achieving something. You are called in when people have decided that something must be done, so there is a very good chance that your recommendations will be accepted.

HOW TO GET THE BEST OUT OF A CONSULTANT

tc \l1 "   HOW TO GET THE BEST OUT OF A CONSULTANTAt some time in your career, you will probably be responsible for employing consultants. This has to be done carefully if you are not to waste a lot of time and end up with a useless report. Firms sometimes employ economic consultants because their own economists are fully stretched, and because they do not want to take on full‑time staff. Economic consultants may have special skills or experience that the full‑time staff do not. Sometimes they are called in purely to get an independent outside view of a problem that causes conflict within the organization. Sometimes they are called in to make unpopular decisions that the permanent staff members do not want to be seen to be responsible for.


Governments may employ consultants for the same reason. Either they use the normal private consultancy firms or they have their own consultancy unit which performs a similar function (see Kubr, l980). The consultancy is usually commissioned by a single department which alone has access to the report. This is because departments in trouble would otherwise refuse to ask for advice, however urgently it was needed, in case the report was critical and was seen by other departments. Sometimes the consultancy may be commissioned by top management to check up on the performance of senior management in subsidiary firms. In the Third World it is common for one of the aid organizations, the World Bank, the United Nations, or one of the donor countries, to insist that consultants are employed to see that a proposed aid scheme is economically sound and to monitor it as it goes on. In Western countries, governments often insist on similar controls on their lending and grants. Without this monitoring and appraisal, the failure rate is frightening.

WHAT WILL IT COST?

tc \l2 "What Will it Cost?Consultancy fees vary: for a short consultancy they may be three times or four times as much per working day as a firm would pay its own staff. (One international organization expects to pay three times as much as it would pay the person as a full‑time employee.) For a long consultancy, the daily fee is smaller, but is still well above the cost per day of regular staff. There are very good reasons for this, such as the difficulty of keeping an expert fully employed throughout the year. Some firms are tempted to employ another economist full‑time instead of paying this fee. This is dangerous. One organization I know had to build offices, storerooms, etc., when it started in business, and it was decided that it would be cheaper to have full‑time architects than to pay the high costs of consultant architects. For the last fifteen years or so, from the time its building programme was completed, the organization has been desperately trying to think of something for them to do (and it is in situations like this that firms start to do consultancy or contract research as a sideline).


Typically, a consultancy lasts for a short period, two to ten weeks, but it is not uncommon for a consultant to charge by the hour for very short jobs, or, at the other extreme, to work on a one‑ or two‑year consultancy.

DEFINING YOUR OBJECTIVES

tc \l2 "DEFINING YOUR OBJECTIVESThe chief reason for unsatisfactory consultancy reports is that the buyers do not know what they want. There are clients who feel that they must do something urgently, anything, and who can think of nothing useful: they call in consultants so that nobody can say that they just sat there twiddling their thumbs. There are clients who write down the terms of reference on half a sheet of paper, and who change them, orally, half a dozen times in the course of a consultancy. They cannot complain if they get nothing from the consultancy: the people to pity are the consultants who suffer this constant harassment and who then have to fight a claim that they did not meet the terms of reference.


You, as client, must be willing to sit down for perhaps two weeks to think out the problem and to decide exactly what it is that you want. It is more likely than not that you will then decide that you do not need a consultant at all. Write down exactly what you want from the consultant. If you want an econometrician to work out demand functions from data that you will provide yourself, then say so, otherwise you will get a generalist. If you want a market researcher to do consumer acceptability studies for a brand of detergent, say so, or you may get a brilliant theoretical economist who has never conducted a survey.


Consider at what stage the economist is needed. I have been called in to do an economic analysis of some firms two years after they had had a management audit done by management consultants. This meant that management had spent two years introducing more efficient methods of doing the wrong thing. I should have been called in first to find out what the organization should have been doing, and the management consultants should then have shown them how to do it.


If you want to know the truth, the whole truth and nothing but the truth, say so. It is important to re‑emphasize this when briefing the consultants at the start of the assignment. If you do not, they will spend a lot of time trying to dress up their report so it will ruffle as few feathers as possible, and the findings may well be lost in a sea of tact.


Be quite clear which of the following applies

· You are not sure if there is a problem, but you have some money and are willing to spend it to see if an outsider can identify any problems or opportunities.

· You know that there is a problem, but you do not know where it is.

· You know that there is a problem, and you know that it is something that you personally are responsible for.

· You know quite well where the problem is, and you have some ideas about what the problem is and how to tackle it. You want outside confirmation.

· You know exactly what the problem is. You do not know how to tackle it.

· You know exactly what the problem is. You know how to tackle it, but you do not have any employees with the skill or spare time to tackle it themselves, so you have to call in an outside expert.

· You know what the solution is. You want a consultant to work out the details or to supervise implementation.

· You know that an unpopular decision must be made, and you want to put the blame on a consultant


If you do not make this clear, the consultants may spend all their time writing a report trying to show tactfully that there is a major problem which needs looking at, when you already knew this and wanted the consultants to set out a programme for implementing the solution you had decided on. If you do not make it clear that you recognize that you yourself have been doing something which causes the problem, the consultants may agonize for months on how to put this tactfully, without hurting your feelings and causing a shocked rejection of his report.


Consultants are not miracle workers, I say modestly. If your firm with all its resources cannot do a job in a year, you cannot expect a single economist to do it in a month. Once or twice, I have found that I was not able to start on my economic work until I had tackled the administrative, filing and routine work that a department had signally failed to do over the last few years. I have been called in to do in three months the data gathering and economic analysis that a dozen people had been supposed to do over the previous two years. It is a waste of time and money to ask consultants to do the impossible. You cannot even use them as scapegoats – they may walk out on you a week after they arrive, saying that the job is impossible.

CALL FOR PROPOSALS

tc \l2 "CALL FOR PROPOSALSOnce you have clarified your aims, you can ask some consultancy firms to make a proposal. They will do a little background research, interview a few people, and then come up with a proposal after four or five days work. They do not usually charge for this in Britain. The cost goes instead on to the marketing overhead and of course it is added on to your bill whoever you choose – there is no such thing as a free lunch. It is normal to ask three or four firms to submit proposals. I have heard of as many as 20 firms being asked to submit proposals for a medium‑small project – say 80,000 input by the various firms before you start making a selection, and only 4000 of this input by the firm that gets the contract. Obviously, this is quite uneconomic for the consultancy firms, so some of them refuse to lift a finger unless they know that only a few firms have been asked to submit proposals. Some refuse to do unpaid work at all.


An opposite case was the consultant who offered to sub‑contract work to a research organization if they prepared the proposal. They put months of work into it. He collected the proposal, and vanished. They later heard that he had sold it to the client for a substantial sum of money as a pre‑feasibility study
Selecting the Best Proposal

tc \l3 "Selecting the Best ProposalHow do you decide what is the best proposal? I have seen a senior civil servant, an Under Secretary, judging the six proposals that had been sent in for a major job. His first reaction was I do not think much of Firm Xs proposal: it is only half an inch thick. He took the two thickest reports as being the only contenders, and started to flip through the executive summary to make his decision. He panicked when I suggested that these two were printed on thicker paper, and he and his assistant scrabbled through them counting the pages. He panicked again when I suggested that they had used a bigger typeface and wider margins. I then tactlessly pointed out that the meat of the proposal was perhaps ten to fifteen pages: the rest was irrelevant tables and other padding.


I am not at all sure how much weight to place on the consultancy firms proposals. They will promise you the earth, but you must use your own judgement to see how much of what they offer they can possibly do in the time. The proposal will have been written by the salespersons of the consultancy, and seldom by the people who are going to do the work. (If you insist on it, the firm might allocate the salesperson, as the project director, the person who will visit the consultants in the field from time to time.) The survey report does show how the salespersons see your problem and how they think it should be handled. This, combined with their choice of consultant, shows whether they see it as a production, marketing or management approach. In economic work, as opposed to management consulting, I doubt that a five-day study is going to be of much value in identifying the problem. When the consultants get down to work, they may easily see things differently. The initial hypotheses could be discarded quickly, particularly as the economists doing the consultancy are not the ones who did the selling. The approach to a five‑day study is inevitably quite different to the approach to a three‑month economic analysis.


The proposal is not written by the person who will do the job, but by a generalist. The specialists who will do the job are often not consulted at all. They get a telephone call from the firm asking Is it all right, if we put you up for a World Bank project in Russia? Three months beginning in April. They write it down as a possible job, and then forget it until they hear something more concrete.


The report shows that the consultancy firm can work quickly, can produce a competent, well‑written report and can present it professionally. This is an indication of their professionalism: if they cannot do a good job while selling, what will their performance be like on the actual consultancy? If you have no other information on them, it seems unreasonable to assume that they have excellent economists and terrible salespersons. Surprisingly, they often do not make much of an effort.


The report will give a list of some of the assignments the firm has had in the past. This looks more impressive than it is. A large firm that has been in existence for a long time can easily produce a list of twenty studies on firms similar to your own. This does not mean that these were long studies or good ones. It does not mean that they are going to allocate the consultants who worked on these studies to your study. 


I have seen a firm boasting of a consultancy which was done ten years previously, by another firm (I was not able to work out whether the firm that had done the study had since been taken over by this firm, or whether some of the staff had.) It was, in any case, a very bad study. It sounds good only because it would have been relevant and important if done properly.

Which Consultants Will Work on the Job?

tc \l3 "Which Consultants Will Work on the Job?Your choice must be based pretty well entirely on the consultants the firm proposes to put in the field. If they are going to put bad consultants or the wrong consultants into the field, then you are wasting your money. The difference in cost between a first class consultant and someone quite unsuitable is small: the difference in the payoff they will produce is enormous.


The proposal will have a list of the consultants and their CVS. You have to judge their suitability from the short CVS provided. I still find it shattering that, although I spent 20 years mastering my subject and building up a reputation in it, consultancy firms and international agencies will not tell clients about my publications. Apparently, they are afraid that I will be branded as theoretical. Indeed, it is considered more important that I have worked in countries all over the world, and have done dozens of unrelated jobs. It does not matter how well I did the jobs or how relevant the jobs were to the job being quoted for. Experience is all-important. 


An economist who works for one of the big firms tells me that this is not because the consultants think that experience is more important than skill. It is because the consultancy firms make more money employing their permanent staff than employing freelance consultants, partly because it keeps them doing paid work for a higher proportion of the year, and partly because they tend to be younger and cheaper. The permanent staff have a wide range of experience, having done a lot of very short consultancies, and they have the ability to produce an acceptable report on time, but they do not have the same depth as the freelancers, who tend to be either experts, or consultants that are more senior. Accordingly, the firms present the CVS in a way that will not show up their own employees, emphasizing range of experience rather than depth and hiding factors in which they do not compete at all, like publications. You as a buyer will have to demand a CV that gives a proper indication of the consultants abilities.


The salespersons write the CVS with a particular job in mind and, as a result, they stress relevant experience and gloss over the rest. Trainee consultants who have done some digging for someone else on six or seven minor jobs a year over three years can easily produce half a dozen which can be written up to sound like yours. Their knowledge is only superficial. On the other hand, this flexibility is important: one of the fascinations of consultancy is that no two jobs are the same. One job may last ten days, another a year. One may require hard analysis, another only common sense or writing skills. In one, the consultants are doing a job of major national importance and reporting to the Minister of Finance, in another they are doing a small, routine job and working with middle management. Not everyone can adapt. Someone who has twenty years experience of vacuum cleaner marketing in Scotland may have great difficulty in marketing refrigerators in England and may be completely lost on food marketing in France. The correct balance of depth of knowledge, breadth of experience, technical skills and adaptability must depend on the job that you have in mind. Ask yourself, Do I want an implementer, a practical marketing person, an ideas person, an organizer, a theoretical economist or someone with specific econometric skills?

If possible, you should invite the consultants for an interview. It may not be easy to arrange this, as they are likely to be engaged on other jobs. The interview will show you whether you find the consultants reasonably compatible and you will be able to work with them. It will also show you how closely their CVS match their experience, so you can reject the absolute charlatans and the people who are being put up for a job they are totally unqualified to do. I do not know that it will do much more than this though. An engaging manner and a convincing line of talk are no substitute for the ability to do economic analysis and write a good report. If you can get hold of something they have written, you will be in a much better position to assess their ability. 


However, you cannot be sure that you will get the consultants named in the proposal. The firm will usually be able to make them available if you make up your mind immediately. Obviously, though, if you take three months to make up your mind, the consultants will have been diverted to another job. Nobody can afford to keep consultants idle for months, just in case you offer them the contract.


Similarly, if you accept a firms proposal, but ask them to delay implementation for six months, you will get a different set of consultants.


The consultancy firm will then send you the CVS of any full‑time consultants who are not currently engaged or any whose current projects are coming to an end. (Again, they reduce their unit costs if they can keep the permanent staff employed throughout the year). If you do not accept these people, or if none are available, they will look for a freelance whose experience fits the bill.


If you then take another couple of months deciding whether to accept the new consultants, you will again find that the consultants have gone elsewhere.


You may reject the new consultants as unsuitable but you are stuck with the consultancy firm as it is your fault, not theirs, that the original consultants were not available. You are unlikely to find that any of the other firms that tendered are willing to take you on after being rejected and after seeing how you have messed the other firm around – these delays are annoying and expensive to the firm and the consultants.


If you think that the consultants that have been put forward are not suitable, the firm may subcontract to another firm, or employ freelancers. Freelancers are often highly specialized professionals, too highly specialized to be fully employed in a small general consultancy. Instead, they have a loose arrangement with half a dozen consultancy firms, doing the specialist work for them.

The Reputation of the Firm.

tc \l3 "The Reputation of the Firm.Your choice of firm must depend pretty well entirely on the consultants offered. Cost is also a consideration, but there is surprisingly little difference between the fees of the best and the worst consultants, certainly nothing at all like the difference between their outputs. Nevertheless, the reputation of the firm carries some weight in the selection process. One must give some preference to firms that have been successful in this sort of work before. The recommendations of former clients carry a lot more weight than a long list of studies completed. Your colleagues in other firms may also have experience of several consultancy firms. With a bit of asking round you can draw up your own shortlist of likely firms as well as a blacklist. You can ask the firms on the shortlist for the names of some former clients who will speak for them (remembering that you will get only the successes). There are far too many terrible reports by even the best‑known companies for anyone to place much reliance on them. The most that can be said is that some firms consistently produce unsatisfactory reports and that these should be avoided.


A good consultancy firm is good at selecting the right staff for a particular job. As you make your choice after the consultants have been selected, this is not important to you: you want the firm that offers you the best consultants for this job and it does not matter to you how often they offer good consultants for other jobs. If there is a delay and the consultants have to be changed, big firms have more spare permanent staff who need to be employed one way or the other and you may end up with inappropriate staff who need a job. Some firms keep their overheads to a minimum by employing no full-time staff, only selling and administrative staff. They employ freelancers, and since they have no need to keep full time staff busy, they will select the best people for the jobs. Some small consultancy firms specialize in a certain type of work and this means that they are better able than the generalists to get together a suitable team for specialist work. More important, it means that they are more likely to be able to provide adequate substitutes if there is a delay. A good firm selects its consultants with care and is ruthless in discarding the unsuccessful. 


A good firm supervises the project and will pull the unproductive consultant, or the wrongly assigned consultant, out of the field in the middle of a consultancy if necessary. 


A good firm will provide the back‑up for its staff in the field so that they can get on with their work without worrying about salary, supplies, printing, etc. ‑‑ an important contribution. If they arrive in a new country and find that they have no housing or transport, they will be ineffective until they can sort themselves out. Once staff lose confidence in their firm, and start worrying whether they are going to be paid salary and expenses, once they start worrying whether they will be cheated out of their contract‑completion bonus, they are not concentrating on the job in hand.


Fees are not an indication of competence. The high-fee blue chip consultancies charge more because they have an extremely expensive high pressure selling operation. I have seen enough disasters to be sceptical.

HOW LONG WILL IT TAKE?

tc \l2 "HOW LONG WILL IT TAKE?My experience is that consultancy firms cut the time taken for a job to the minimum, in order to keep their bid low. This means that as a consultant I am often trying to do a years work in a month. I have no doubt that I produce value for money, because it is usually in the first month or two that I identify the big savings. However, I am equally certain that I could carry on working for the full year and continue to save several times my fee in each month. That is to say, there is a declining, but still adequate, return to labour. Since I usually work on very short‑term jobs, my average productivity is very high. Even so, clients would do better to try and get a more thorough study, including perhaps a management consultant to work on implementing the economic recommendations. It would cost more, but it would be worth it.

GETTING VALUE FOR MONEY

tc \l2 "GETTING VALUE FOR MONEY
You should not ask a highly paid consultant to do work that could easily be done by clerical staff or junior professional staff. When working as a consultant I have often had to spend a large part of a consultancy gathering together all the routine data, statistical series and publications which any employee could have gathered together quickly and effortlessly in the previous three months – e.g. annual reports, budgets, production statistics, market research reports, previous consultancy reports, import and export statistics. Because I had only a couple of months to do the whole job, I could not collect all the data I needed and I could not do all the analysis I should have. Because I was bogged down collecting routine data, I could not do the much more important job of checking the clients data against other sources, and of tapping information sources that the clients had not touched. The clients could have got a great deal more for their money if the information had been collected in advance and had been waiting on my desk when I arrived.


Again, it is a waste of the consultants time to leave them to make their own appointments. They should be told who they should meet and a secretary should make the appointments. Once this side of the job is under control, they can use their own resources to make appointments with people not on the list, and with people who are better not approached through the clients.


It also pays to nominate contacts within the firm, someone to guide the consultants on the firms policy, someone else on labour relations, etc. Better still is to provide a guide to make sure that they see everybody and everything they should, and to provide them with the information they need. There is little danger that experienced consultants will let themselves be guided towards the right answer. Sometimes a young economist is allocated to guide the consultants, to show them round and help collect data. The consultants train him or her, formally or informally, as they work together. Not only does this mean that the analysis continues after the consultants have left, but it means that there is someone in your firm who understands what was done and why. On one important consultancy, I was guided by a very senior economist, a man with immense knowledge of the market, who happened to be strong in areas where I was weak, with very satisfactory results. In most consultancies, though, I have been left to find my own way round, with the result that I have not seen all that I should have, and the consultancy has taken longer than it should.


Another reason for assigning someone to work with the consultants is that it means that you have someone in the firm who knows exactly how they reached the recommendation, and who understands it completely. This makes an enormous difference in implementing it after the consultant has gone.


The consultants are brought in to advise you. They have no authority. They cannot order someone to type a letter, to produce some data or to make statistical calculations. They can ask nicely. They can use a lot of their highly paid time trying to charm people. Even so, they will get no co‑operation if the typist does not get on with her boss, or if the marketing manager has something to hide. The responsibility for ensuring that staff co‑operate is yours and yours alone, for you have the authority.


Briefing is essential if the consultants are to do exactly what you want. You should spend at least a morning with the consultants telling them what is the problem, what the practical alternative solutions appear to be, what the policy constraints are, and what personality problems and inter‑departmental rivalries are likely to affect the conduct of the study and its reception. Keep in touch with them throughout the study, both to see how they are progressing and to feed them further information and guidance if necessary.


In an ideal world, you should not need to have to check on the technical competence of the consultants, on the wording of the questionnaires for instance; indeed, you may be employing consultants precisely because they have the technical skills that you do not. Ideally, the consultancy firm should provide this supervision, as well as checking the consultants before employing them. However, I have found both university lecturers and consultants from well‑known firms to be hopelessly incompetent on occasion. Check what you can and let the consultancy firm know it if you are not happy. They can then replace the consultant before they have wasted too much of their money and your time.

IMPLEMENTATION

tc \l2 "IMPLEMENTATIONImplementation of the recommendations is important. Far too many reports are abandoned on office shelves, unread even by the people who commissioned them. Some people are compulsive buyers of consultancy, getting report after report, which they do not read, or act on. The consultants can persuade people that change is needed but they have no authority. You have the authority and the responsibility. It is your job to see that the maximum use is made of the report.


The first moves towards getting action must be made while the consultants are still around to be cross‑examined and are able to correct misunderstandings. It is far too easy for someone opposed to the recommendations to dismiss a report after the consultants have left, by pointing out a couple of minor errors, and saying that the whole report must be equally bad. Get the draft report from the consultants before they leave, circulate it to interested parties and invite them to a meeting to discuss it.


Then read the report. Read it carefully and critically. Read it first for what is good about it, new ideas, new analysis or a new way of looking at an old problem. How can you make use of it?


Next, look at the conclusions. If the report is any good, you should disagree strongly with some of them. If you do not, it may be because the consultants have been afraid to commit themselves, and have confined themselves to vapid generalizations. They may only be regurgitating the ideas that you and your colleagues have put forward. This is not what you wanted. You were employing them expressly for their different skills, their different outlook. 


There will be errors of fact. This is inevitable with consultants who have only been working on the subject for a brief time and who have been working in a rush. If there are no other mistakes, there will be the misspelling of place names and technical terms. These errors and the occasional minor error cannot be taken as an indication that the report is bad, as it might be with an internal report compiled over a long period.


Read the report, finally, for what it leaves out. Did they leave out part of the terms of reference because they were too time‑consuming (valid), because they were unimportant (valid) or because they were too difficult? I have had the experience of calling in consultants to handle a particularly tricky point, one which I had to keep clear of for political reasons. I got a lengthy report on all the surrounding areas – mainly cribbed from my own reports – ignoring the point they were meant to cover. To add insult to injury they recommended calling in a consultant (themselves) to study that point.

IS CONSULTANCY WORTH IT?tc "IS CONSULTANCY WORTH IT?" \l 2
My own experience is that it can be very well worth employing consultants. To get the full benefit it is necessary to devote some time to clarifying your objectives and to take particular care in selecting the consultants. You must give them full support in doing their job and then to make sure that you make full use of them while they are there. You will also have to follow up their recommendations after they are gone. You will not have to worry about overworking them: consultants are delighted to work for someone who appreciates what they are doing and who are using them properly.


COLLECTING THE LITERATURE

tc \l1 "COLLECTING THE LITERATURE
The first step in carrying out a project should be to search the literature. It is quite possible that someone else has done all the necessary work and that you do not have to do anything except perhaps update the figures. If you are not that lucky, you may still find the previous work helpful:‑ 

· It will give a good idea of what hypotheses should be tested. It will be particularly important in suggesting what lines of enquiry are likely to pay off.

· It may give some useful models to work with.

· It should give a good idea of what techniques are used and what techniques should be used in the subject.

· It will provide data, such as statistical tables, general descriptions of the industry and conversion factors (e.g. outturn of polished rice per tonne of paddy using rubber roller mills, or standard margins on different lines in a supermarket).

· It will tell you what organizations are operating in the industry and who you should visit


Collecting the literature must begin as early as possible, because it will take two months to collect the bulk of the literature and a year or two to make a complete collection. In fact, even if you work on a subject for five or six years you will not be surprised if you keep turning up new and important references on your subject. Ideally, you should collect the bulk of the literature before you start a project. While you are working on one project, you should be preparing for the next ones.


Interestingly, perhaps, I find myself using different types of literature at different stages. Initially, I use reports that are clearly applicable to the industry I am working on. I will use old reports on the same industry or reports on similar markets to get the background, and establish a framework. It is only at quite a late stage, when I know what I am doing and how I am going to do it, and when I have written quite a bit, that I read theory. I can then see if the theoretical papers are making a point I should allow for, and if they clarify a problem. It is at this late stage, too, that I put in references. The references are not necessarily, or even usually, to the papers I have used to develop a particular point: they are to the papers that the reader should go to for a fuller explanation or more detail.

COMPUTERIZED DATA BASES

tc \l2 "Computerized Data BasesThe first step is to do a computer search of the literature. This produces a printout of the abstracts of all the literature on a subject. From this you can find out what has been published and where it can be obtained. The abstracts or titles are stored on computer databases in Britain, the United States or Europe, and are easily accessible online.


Normally a database can be searched in several ways. Many university libraries or specialist libraries have CD ROM sets of the databases, and you can search these from a computer terminal in the library. Many of the most popular databases are accessible on the Internet, through providers like Dialog or Knight Ridder. Alternatively, you can telephone the organizations producing the database and ask them to search for you. The cost of a WAERSA (World Agricultural Economics and Rural Sociology Abstracts) search is under 200 for a very big search, such as one covering all economic publications on any horticultural products. The cost is negligible in relation to the time saved.

The computerized search

tc \l3 "The computerized  searchThe computer will search through the titles and abstracts on the literature and select out all of them that use any of the keywords you have specified. It is possible to select everything with “rice” or everything with [‘rice’ AND ‘storage’] or everything with [‘rice’ OR ‘grain’ OR ‘staple’ OR ‘food’ OR ‘maize’ OR wheat.]


I find that the computer is no good for selecting out the papers you want and only those you want. It leaves out too much and you end up with a very few papers, but not the ones you want to read. Instead, I ask for a very broad category such as [‘rice’ OR ‘grain’ OR ‘maize’ OR ‘wheat’ OR ‘food’ OR ‘security’ OR ‘bread’ OR ‘Philippines’]. This produces a long list of abstracts. Many of the reports are of little relevance to the particular project I may be working on – wheat production costs in Britain being of little relevance to rice marketing in the Philippines. However, you lose perhaps 20p for every irrelevant abstract thrown up, while you can save thousands or even millions from a good one. I am quite happy if 10% of the papers thrown up by the computer are worth ordering.


The titles and abstracts are themselves misleading, so it is normal to find that many of the papers ordered are off the subject. Many of those that are on the subject will be useless. Again, it is worth doing the search even if all you learn is that nobody else has done anything useful on the subject – a financially valuable bit of knowledge.

SCANNING THE LITERATURE

tc \l2 "Scanning the literatureThe databases are also available as hard copy. For example, the Journal of Economic Literature, CAB Abstracts and Current Contents come as regular journals. These are not as convenient as computerized databases for searching out a new topic, but they are a lot easier for keeping up with your subject. I find that if I scan each issue, I pick whatever is directly related to my subject, and a lot of other work that is interesting.


I try to scan the recent economic literature in order to keep up with what is going on in my subject and in economics generally. I found this very useful when I was working on the economics of quality and realized that the traditional theory was not at all realistic as it ignored what information was available to the buyers about the quality of the goods on offer, and the use that they actually made of the information available. Fortunately, I then discovered from my scanning that there was a newish and thriving branch of economics called information economics, and I was able to make good use of it in working out a theory of grading.


Scanning also complements the methods of searching the literature. Your initial computer search gives you the core of the literature, but you must scan to find out what it has missed and to find out what new papers are coming out on the subject. It also means that you may find out about another school of thought that has been ignored in the bibliographies you have seen, whether because it is heretical or because, like the information economics example, nobody had realized that it was relevant to your subject.


I try to spend at least one day a month in the local university economics reading room, scanning the journals to see if there is anything I am interested in, either new work on a subject I have done something on already or work on a subject that is starting to interest me.

BIBLIOGRAPHIES

tc \l2 "BibliographiesWhen the papers start coming in, look through the bibliographies at the end, and see which other publications you should order. Many of the most important ones are missed by the computer search but turn up here. Indeed, you can often start your search, not with a printout, but with a recent paper. If you send for half a dozen papers cited there, and then send for the papers cited in these papers, and so on, you will eventually get full coverage of the subject.

WORKING PAPERS

tc \l2 "Working PapersAcademic economists often prepare a working paper which is used within the department as a discussion document. After it has been discussed and criticized, the author condenses it into a paper which is submitted to an academic journal. The working paper has three advantages over a journal article: it is available at least a year earlier, it is more likely to give the detail of a particular industry, and it is much fuller, probably giving all the equations and results that are excluded from the final paper. You can often get hold of these by writing to the author. Abstracts of working papers from many parts of the world, particularly Britain and America, are published by the University of Warwick Library, Working Papers Section, Coventry CV4 7AL.

CONSULTANTS’ REPORTS

tc \l2 "Consultants' ReportsIn many projects, you will find that consultants’ reports are an important source; they are the main source in most developing countries. These are not published so the titles do not go on any database, and often the people who are most affected have not heard of a particular report. In the third world, at least, this is due to poor dissemination of information rather than because of a desire for secrecy: it is very seldom a secret that the reports have been written and it is unusual for the contents to be highly confidential – consultants, aid organizations, international organizations and universities have fairly free access, but the public does not. One country, Jamaica, realized how much was being lost through poor information dissemination and commissioned someone to track down and list the consultancy reports written for government in 1981 and 1982. She found 1500 of them.


Generally, you have to wait until you are in the field to try and find out what has been written and to build up your own list, which usually comes as a surprise to your client, who had not realized that so much had been written. These reports usually belong to government and you will not get copies from anyone else, certainly not from the consultancy firms who prepared them.


In many industries in the developed world, consultancy reports and reports by government and semi‑state organizations are equally important, but here the consultancy reports are a commercial secret. They may exist within the firm, but it can be very difficult to find them, particularly in those firms that throw them away because they think that anything that is two years old is obsolete (not realizing that an obsolete report is still valuable for hypotheses, analyses and background.) Quite often, I think, an obsession with commercial secrecy means that even the people within the firm do not know about the report, while competing firms may have worked out the results independently, or have obtained a copy of the report by underhand means. A little more openness might help your firm without telling your competitors anything they do not know already.

COLLECTING THE LITERATURE

tc \l2 "Collecting the LiteratureOnce you have decided what papers you should read, you must start collecting them. The first source is the local university library. Somebody can go round finding the journals and copying the papers. If the journals are not there (and even universities keep a surprisingly narrow range in these days of budget cuts) any library, including the local public library, will order photocopies for you from other libraries or from the British Lending Library.


If the journals cannot be traced, you have to write to the author. It is also necessary to write to the author for booklets, research papers, occasional papers etc., which are often more use than journal articles for a practical project.


Finding the authors can be a problem. The abstract will give, where possible, the address of the author or his university. The address of the university can be found in The World of Learning, or a similar directory of research and teaching institutions (Though “Department of Economics, Oklahoma State University, USA” would probably reach its target). Some professional journals like the American Economic Review and Journal of Agricultural Economics publish a list of their members from time to time, with their addresses. I try to keep my address book up to date, and to keep lists of people who were at conferences with me etc. This again is useful: you tend to write again and again to the people who are working in your own field.


One advantage of writing to the authors for a paper is that they will send you anything else they have written on the subject, and it is common for American academics to send you half a dozen papers. This is largely because they want to be helpful, because they are proud of their work and because they want to see, it put to practical use, but partly because they are more likely to be promoted if their papers are widely cited. European academics do not have the same publish or perish environment, and often give you only the papers you asked for. I often write to someone whose paper has interested me and ask if they have written anything else on the subject. It is worth writing a letter rather than sending a printed card: I know someone who got a visiting professorship as a result of a friendship that grew out of such a letter. Some people get annoyed if you write to them for an offprint from a journal like the Journal of Political Economy which should be on any economics library shelf, but, this aside, they will be delighted to help. It is always better to write to the author than the institution: you are more likely to get a reply. Some organizations, like the USDA and FAO are notorious for delays of over a year in sending a publication or for not sending it at all.

ORGANIZATION

tc \l2 "OrganizationA certain amount of organization is necessary, especially for those who, like me, are not naturally well‑organized. However, I try to keep the organization to a minimum, and to avoid the very time‑consuming filing and indexing system that some people use, because I know that I would not find the time to keep them up.


When I see a reference to a paper I might want to read, I write the full reference on a 5 x 3 inch filing card. When I write off for it, I put the date of my letter on the card and next to the author’s name in my address book. This means that I know when a follow‑up letter will be in order if the paper is not sent. It also means I know if I have asked the same man for papers in the past. I put the card in my file index immediately I write for it, so that I do not accidentally order the same paper twice. When the paper arrives, I cut the right hand corner off the card to indicate that it has arrived and should be in my library. I write the full reference on the paper, to avoid having to spend two weeks in a library trying to verify a reference, after completing my report. 


I file the paper in a ring binder with its name on a cardboard tag e.g. ‘Smith 1985’. This tag sticks out when the paper is filed, so it is easy to find. An alternative system is to put them in clear plastic ring‑binder pockets. The binder may include all the papers I have collected in a subject. Where I have a big subject, one that I have been working on over some years, I may have a dozen ring binders with the papers on the subject filed alphabetically. I think it is important to keep all the papers on a subject together rather than to file them alphabetically regardless of subject: there is less chance of forgetting the existence of a paper you have not seen for months. One can use filing cabinets rather than ring binders, but I have a feeling that it is easier for papers to wander and harder to see the identification tag.


I file books and reports in a box file next to the ring binder with the papers.


On most consultancies, I collect a large pile of books, papers, reports and statistics. If I kept them all, my office would be full after a year’s work. In consultancy, though, the rule is that the publications collected belong to the clients. They will make use of them after you have left. Usually, too, there are only a few copies of the relevant reports available, and if every consultant kept one, the clients would be left with none at all.


Under the terms of the Copyright Act photocopies of articles are the property of the individual economists, not their employer. This is just as well, for one’s library is a very personal thing: no two economists working on a subject would collect the same papers or would consider the same papers essential.


Filing your own output is particularly important. I keep one copy of all papers, reports and articles I have written. These are file copies which are never released to anyone. If I run out of offprints, I send photocopies. Probably I should keep three copies instead of just one. Equally important, I keep one file copy of every letter or minute I have written on a triplicate file, as well as a copy on the relevant file. As a civil servant I had to minute every meeting and write minutes to other people in the Ministry instead of talking to them, which saved time and reduced confusion. 

INTERVIEWING FOR INFORMATION tc " INTERVIEWING FOR INFORMATION "
 In this chapter, I want to discuss the sort of survey that is essential to the economist. A micro economist must master the techniques of interviewing for information. Surveys which involve personal interviews with key people in the industry are used in virtually every project. They are used to get the information needed to construct the basic model, to enlarge and develop this model and often to get the data necessary to operate the models. 


I have wasted a lot of my working life on the other kind of surveys, ones which, I realize with hindsight, were pointless. There are many reasons why I spent time on them. I enjoy survey work. Somehow or other I acquired the idea that the practical economist should spend most of his time on surveys, an idea encouraged by my employers. I had been given an excellent training in survey work as an undergraduate. I was working in an area with very little published data. I was working with someone who was an excellent interviewer. I felt that the results, in numbers and percentages interspersed with chi2s, looked harder, more meaningful, more real than economic analysis. 


I am sure that other economists are influenced by similar factors, because most of the formal surveys they carry out are equally pointless. Most market research, for example, seems to have been carried out with no aim but “to find out more about the market”. Often it does not even meet this aim: twice I aborted surveys after Dan Twohig, who was doing the interviews, pointed out that we were learning nothing that we did not know already. A lot of market research does not seem to be designed to answer any specific questions or to influence any decisions. What is more, the decision makers are not told about the studies in advance, and they often are not even told of the existence of the report afterwards. 


I have seen a lot of research carried out on the economics of agricultural production systems, largely because there is a tradition of doing such studies. They are expensive and time‑consuming compared with other economic work, but they are often pointless. They were not designed to solve problems and the results are not shown to the decision makers. University researchers often do not even send their reports to the appropriate people in the Ministry of Agriculture. More serious still, they may be examining an irrelevant point. For example, in Appendix One I discuss the situation of a country where an unrealistic exchange rate and inefficient marketing boards means that farmers are getting less than a quarter of the price they should get. It seems pointless to me to examine the economics of production under this price regime, when every policy economist and most civil servants are pushing for a more realistic one. It is worse than pointless, because it moves resources and attention from the real problem. 


Again, many surveys just repeat previous surveys, apparently because the researchers could not think of anything new and original. I have seen survey after survey repeating a fine bit of work done in 1968, and finding nothing new. Certainly, the results have not influenced any decisions. Similar but less obvious examples can be found in most industries. I am particularly sceptical of agricultural censuses. I am not convinced that the data, being highly unreliable, can have any value in decision making. I am certain that even if the data were reliable the improvement in the quality of the decisions taken would not justify the expense, or, even more important, the diversion of high‑level manpower from vital jobs. 


 There is never any virtue in collecting data that will not be used, and hardly ever in collecting data that “may come in useful sometime”. 

EXPLORATORY STUDIES tc "EXPLORATORY STUDIES " \l 2
When you first start on a project, you may be totally ignorant of the product, the market and the firm. You have to carry out exploratory work before you can prepare even a crude hypothesis. The literature search may, if you are lucky, provide you with a lot of the background. You may be able to get something by reading the trade press or by interviewing a government official or the editor of a trade journal. Mostly, though, you have to rely on interviewing a few people in the industry. I try and get the names of half a dozen men in the industry who are talkers. It is a great help if one at least has strongly held views and is highly critical of the status quo. 


 The exploratory interview aims to get some idea of the structure of the industry and the firm, and to find out the perceived problems. From this a very crude model can be built, into which all future information will be fitted, if the model proves adequate. At the same time, you are trying to identify the key people you will have to see in the second stage of the interview, and to identify the interests and pressures at work. It is important to concentrate on these very limited aims. If you try to get too much specific information, you will not be able to reach your objectives in a one‑hour interview (and you are not likely to get more than an hour). Your aim is to find out what your respondent thinks is important. 


You are there to listen, not to ask questions. This is a surprisingly difficult skill. You have to resist the temptation to tell your respondents all you know. You must not interrupt them. You must not tell them that they are wrong, especially when they are. You must draw them out when they say something particularly important. You should let them talk and use all the standard ploys to keep them talking:‑ 

· Look them in the eye and look interested. 

· When they stop talking, do not rush in with a question. Wait expectantly for a few seconds (count slowly to five). We are all socialized to feel uncomfortable at silences, so if you hold yourself back, the chances are that they will break first. 

· If they still do not continue, use the interrogative grunt “uh uh?” and pause again. 

· If they still does not continue, ask “What else?” – never “Is there anything else?” which asks for the answer “No” 

· Only if this does not work do you go onto your next point “What about marketing?” 

· Do not interrupt. If you have a question, wait until they dry up. If they have made inconsistent statements, wait for a natural pause or until they have said all they want to. You can then ask, “I am afraid I am a bit mixed up. Did you say that . . . ?”


It is important not to have a questionnaire for these exploratory interviews. A questionnaire means that you have set out what you want to know. To a very large extent the questions you ask will determine the answers you get. This obviously applies with the multiple choice questions of market research. Even with open‑ended questions, what you ask will limit the discussion to what you, in your ignorance, think may be important, and will shut off discussion of what the respondent thinks is important. By all means, have a list of points to raise if the conversation dries up, but express them in the most general way possible:‑ 

 
 What is the structure of the firm? 

 
 Who supplies the raw material? 

 
 Procurement policy? 

 
 Selling prices to the supplier. 

 
 Who buys the product? 

 
 Pricing policy 

 
 Competition – firms, personalities 

 
 Market trends 

 
 Problems 

 
 Who should I see to find out more about the industry? 

 
 Are there any reports I should read?


When carrying out these surveys, you will run into a serious constraint: they take up the respondents’ time. They cannot give you much of their time, so you must plan the study to get the maximum information within that time – your own is less valuable at the margin. The amount of time they will give you depends partly on their geniality, but mainly on what payoff they are getting. If you are doing an export marketing study, for instance, you will find that the exporters are willing to speak to you for hours, to show you their factories and transport arrangements and then take you for another day to meet their suppliers. These people are ideal for the exploratory interviews. You will not find it as easy in the importing country, when you try to get an interview with importers who may deal with several hundred suppliers from perhaps twenty different countries. However much they want help, however much they want your product, they cannot spare the time. You will have to get as much of the information as possible from other sources. When you do go in to see the importers, you cannot throw yourself on their mercy and admit that you know nothing about the subject. You will have to spend the first five minutes establishing that you are competent and that you know the business. You then spend the next five minutes showing that you are not wasting their time: you are asking important questions which only they can answer. Then and only then will they consider talking to you for an hour instead of the fifteen minutes that politeness to the supplier who sent you demands. They are most certainly not the people to approach in an exploratory interview. 


 Ask yourself “Why should they want to speak to me?” and think what leverage you can use to make them want to help. In the export marketing study, both buyer and seller stand to gain, so they will help. Other people not directly concerned with the study will probably help, because most people are helpful, and, surprisingly, the busiest, most successful businesspersons are generally the ones most willing to make time to help you. Surprisingly, too, competitors will usually meet you for a brief, but often very helpful, interview. The problems usually arise only when they are over surveyed. 


However, you can expect a very different sort of response in the sort of study described in Appendix One examining the efficiency of inefficient firms. It is quite clear to the Managing Director and senior staff that you will try and identify any inefficiency or dishonesty in the firm, and that this may reflect on them, or even lead to their dismissal or imprisonment. They will try to avoid seeing you – in one country in fact, we never made appointments, otherwise all the key people would disappear on urgent business. When they do see you, they will try to brush you aside with bland generalizations instead of hard facts. It is common to be met with open hostility on your first visit. This means that you must have strong support from higher up. Even so, there will be attempts at a cover up, and, certainly, no information will be given up without a direct, unavoidable request. I think that I have succeeded in this sort of study only because they did not realize how much I could learn from information they thought quite innocuous. I also found it a safe assumption that when something was hidden it was because they had reason to hide it. 

DEVELOPING YOUR MODELtc "DEVELOPING YOUR MODEL" \l 2
A second kind of survey aims at developing the model which was established from your exploratory interviews. Now you can have a more structured interview, as you know pretty well what points you will have to cover. This type of survey is often difficult to distinguish from the exploratory, especially in the consultancy business where, working on a tight schedule, you may slide from the courtesy visit to the exploratory interview to developing the model almost without knowing it. 

 
Though the interview is somewhat more structured, you are still there to listen. You should not interrupt or change the subject when the respondent raises a subject that is not on your list. You still do not have a formal questionnaire, but your list of points is more specific e.g.:‑ Regional scatter of suppliers. 

 
Transport costs. 

 
Supply elasticity. 

 
Other firms buying for the same end use. 

 
Other firms buying for a different end use. 

 

 . . . .

 As you continue your survey, you will alter your model, until, at the end, it bears little relation to the one you started with. You may need to revisit some of the earlier respondents and to telephone others to check on specific points. 


 You now face another problem, arising from the small populations you are dealing with. You may be thinking of a population of 15 to 20 large supermarket chains in Britain or five in Ireland. Some you will have approached for an exploratory interview. You cannot afford to leave them out of the second survey or you will have a large gap (Sampling does not work: try leaving Marks and Spencer, Sainsbury and Tesco out of your study!) You may want to call a second or even a third time, to collect data perhaps. Here you have all the response problems of the first survey, magnified because you are looking for repeat interviews. It is a serious constraint, and it must be taken into account right at the beginning of the project. 

INTERVIEWS TO CHECK YOUR MODELtc "INTERVIEWS TO CHECK YOUR MODEL" \l 2
 It may be necessary to carry out a survey to check your model. This can only be done if you have built up a substantial model and have used it to determine what parts of the model are critical and how they can be tested. You could then carry out a survey with a formal questionnaire, which will test the model but produce no further insights. It is a bore to do and a bore to read, but it may be necessary. 


 It is easy, and often justified, to cut out this stage, on the grounds that the time and money are better used elsewhere. You may argue “I have already interviewed everybody important once, and in some cases twice. There will be a serious loss in goodwill if I go to them again with a boring survey that merely repeats what they have said already.” It may be impossible rather than inconvenient to check : “I have used all the information available to me to construct the model. I cannot find any new information that will check it. The most I can do is check that the model is consistent with the data already available.” It may be possible to check the results of the first survey more cheaply without doing another survey, perhaps using econometric analysis of published statistics. Any of these excuses may save you from wasting your time with unnecessary surveys. 

GETTING DATA FOR YOUR MODELtc "GETTING DATA FOR YOUR MODEL" \l 2
 After you have set up your formal model you may need survey data to put into it. Normally this means only the standard market survey or opinion poll. The techniques should be taught in every undergraduate economics course, so I will not discuss them here – though I was stunned to meet a young man who had graduated with a competence in econometrics that was positively alarming but who had no knowledge of survey techniques, who had therefore no knowledge of the validity of the data he was putting into the computer. 


 An enormous amount of time and money is wasted in pointless data‑collecting surveys. Under no circumstances should such a survey be carried out until a detailed model has been constructed and you know exactly what use you are going to make of the data. Without this model, you will get only a string of useless statistics and will end up with a bald description that is biased by the questions you asked. You will be putting figures on what you know already, but you will not be getting any new insights. In fact, if you do the data collection before the thinking, the data you collect will probably be collected using definitions that makes it unusable when you do eventually build a model; you will miss important and easily collectable data; and you will spend a lot of time collecting data you never look at. 


 When you examine your model critically, you will find, far more often than not, that no survey is necessary. There may not be any need for more statistics. Your first two studies may have provided you with adequate information for decision making. You may only want data on one or two points which can be quickly and cheaply checked on the telephone. The statistics you want may be published already or easily obtained from accounts or annual reports. Surprisingly often, your model will show that there is no possible way that the critical information can be obtained, by survey or otherwise. Sometimes it may suggest an easier way out. The critical question may be how five business executives make a decision, in which case it is easier to ask them than to try and find out indirectly by a survey of the people affected or by an econometric analysis of the effects

PRACTICAL ADVICEtc "PRACTICAL ADVICE" \l 2
Find out as much as you can about the people you are going to interview before you go in: know their names, initials, address and job. This saves embarrassment and makes you look competent, both of which encourage them to talk. It is worth going through the trade papers and taking cuttings of interviews and stories about individuals and firms, so you can read up about your respondent before your interviews. Check also to see if you have interviewed them before and, if so, read your notes before the interview. I buy an address book for each project, so I have a list of the people I saw and intend to see. This is invaluable during the project itself and also if you or a colleague ever go back to a project in the same industry. It also makes it possible to thank everybody who helped you, either in a note at the back of the report, or by letter (which also serves the purpose of reminding them of the name of your consultancy firm). 


 I use a hardback A4 book for noting the interview, either during the interview itself or when transcribing from tape recordings. Using a hardback book means that you have a permanent record and sheets will not get moved to other files as you write your report. I take full notes, partly because any information given may be valuable in a subsequent project even if it is irrelevant now, but mainly because it helps me keep awake. Even if it is only a courtesy visit, I note down any information that may be useful on a subsequent project, or if I have to visit the same person again. Occasionally, something that did not seem to be important at the interview turns out to be important when writing up the report. In the back of the book, I write the full reference of any books, reports etc. that I come across, and note which of them I have managed to acquire. This helps both in the report writing and in any subsequent projects. 


 I also use this book as my working diary. In the front, I put the names and jobs of the people I visit and the page number of the interview. I also put down details of letters written and received, problems encountered and expenses. This is useful in any business and essential in a consultancy. The consultancy firm needs this in case it is necessary to convince the client that you have been working even when you were not in his office. I employed consultants once who turned out to have continued their full time job during the period of the consultancy! 

USING A TAPE RECORDER

I strongly recommend using a tape recorder in interviews instead of writing notes. It improves the quantity and quality of the data obtained as well as increasing the amount of information obtained. 


 Tape recorders are particularly useful in the exploratory interviews where you are flooded with valuable new information which you cannot possibly note down before the next wave of important facts hits you. You cannot even record it by ticking off points on a questionnaire as you might in a data collection survey ‑‑ though even here a lot of information is missed. There is ample evidence that interviewers manage to record only a small proportion of the information given to them (perhaps 25 per cent) when they have to make notes during the interview. (Bucher, Fritz and Quarantelli, 1956a). If a tape recorder is used, all the information can be recorded, including information like sales figures which the interviewer could not write down without stopping the flow of conversation and breaking his rapport with the respondent. 


 Using a tape recorder also improves the quality of the information, as it is possible to check and recheck the written notes against the tape. It is also possible to get someone else to listen to your tapes to see if there is any interview bias – are you asking too many questions? are you asking loaded questions? are you giving loaded comments? (“Is that all?”, “You don’t really!”). This checking is particularly valuable if you are employing someone else to interview for you and you are checking his competence and performance or checking that all interviewers are consistent – indeed, market research organizations use tape recorders mainly for this. 


 The use of tape recorders does not appear to have any effect on the response rate when used in social research, market research or even in marriage councelling and psycho‑therapeutic interviews (Bucher, Fritz and Quarantelli, 1956 a and b; Engel, 1962; Redlich, Dollard and Newman, 1950). I have found that tape recording is quite acceptable to farmers, homemakers and businesspersons – though this is interviewing businesspersons for market research purposes, not when investigating their firms. I have had some problems with women running small shops, partly because they had never been interviewed before, and partly because the subject, pricing, was a sensitive one. 


 It is very difficult indeed to say whether tape recording affects the replies given. Engel (1962) found that, even with sensitive subjects like birth control and venereal disease, there was no apparent difference between the replies when they were taped and when the interviewer wrote them down. Bucher, Fritz and Quarantelli (1956a) report similar results. 


However, Belson (1967) conducted the only really rigorous test I have seen of bias caused by tape recording, and concluded that there were some differences. He taped one in three formal questionnaire interviews and followed with intensive interviews. He tested the consistency of response between the normal interviews, taped and untaped, and the intensive interview, taped. The survey was asking whether the respondent saw certain publications in the previous four weeks. He found that tape recording reduced recording error slightly (this was with trained interviewers using questionnaires: the effect should be more marked with exploratory interviews). However, there were appreciable differences in bias between different sub‑groups, varying in direction and extent according to factors like the respondent’s social and educational background and marital status. He speculates from this that less educated respondents “are bluffed into making a greater effort to get their statements right, whereas members of the middle and upper social sectors become characteristically more wary about what they go on record as saying”. 


It is virtually impossible to test experimentally the response bias when doing exploratory interviews with small numbers of a select group, and I do not know of anyone who has tried it. My impression from interviews with farmers, homemakers and businesspersons is that they talk more freely when a tape recorder is used, partly because the interviewer can give them his undivided attention. Some people have asked me to turn off the recorder when making a particularly defamatory statement, and they did so without breaking the flow of talk. I normally expect that when I close my notebook the respondent will come out with several uninhibited statements – this is often the most valuable part of the interview. However, this did not seem to happen when I turn off my tape recorder, which suggests that the inhibiting effect is less. 


 One seldom considers the inhibiting effect on a respondent of traditional recording techniques, but the interviewer can easily give an “Anything you say will be taken down and may be used in evidence against you” air when he produces his pencil and notebook. If the interviewer is trying to record an unstructured interview on a structured questionnaire, he will be noting one sentence on page one, the next on page five and the next on page three. This is definitely unnerving for the respondent. He is also upset if he talks for five minutes and the interviewer then puts a tick or a few words on a questionnaire, suggesting that everything he said was irrelevant. Often, too, the respondent sees a minor point noted while the major point he is making is apparently ignored. There can be no doubt that this feedback affects replies. 


 Transcription can be most expensive in time and money. The quickest and best way is for the interviewer to take notes from the tape or to dictate notes into another recorder. It is difficult for anyone else to transcribe, especially if there was background noise – I have had whole interviews obscured by machinery operating in the background, a noise I did not notice at the time. In some types of survey, where general impressions were important or where pauses, grunts, laughter or the use of key words are significant, it may take nine hours to transcribe one hour’s interview (Bucher, Fritz and Quarantelli, 1956), or even as much as one hour to transcribe a four minute interview (Bevis,1949/50). This emphasizes how much is lost in the normal interview, but it should also serve as a warning to avoid survey techniques which rely on full transcripts if the information can be obtained in another way. 


 I always ask permission to record the interview, saying that I have trouble noting down everything that is said and that I want to concentrate on what he is telling me. (I used to blame my bad writing). Secret recording is politically and ethically unacceptable, and it is unnecessary if, as the evidence suggests, the use of tape recorders has little effect on response. Generally, it is not practicable to keep tapes for any length of time, except perhaps in small surveys where one’s results are likely to be questioned. If they are kept though, they should be locked up until the information is wiped off. 

CONCLUSIONtc "CONCLUSION" \l 2
In the chapter on consultancy, I showed one way of tackling an economics project. In the chapter on obtaining the literature, I covered the way to get the information needed to draw up hypotheses and to build models. In this chapter I have shown another way of getting this information, using interviews to find out how an industry is organized, what the relationships between factors are, and how decisions are made. 


The next step is to build up an economic model. This needs theory. In the next chapter, I will show what kind of theory a real economist needs to do his job. I will show too that much of the theory in the textbooks and the journals is of no practical value in the real world. 

HOW IMPORTANT IS THEORY?

tc \l1 "IMPORTANT IS THEORY?


Extract from Peter Bowbrick, Practical Economics for the Real Economist, Graham and Trotman, London Dordrecht Boston, 1988.   P Bowbrick, Moral right asserted.87 Harrow Road, Nottingham NG8 1FJ 0115 9160565 Bowbrick@prima.net
Most recent graduates are very well aware how little theory they know. They have not read everything on their reading list, and, indeed, have spent much of their time at university hiding this fact from their tutors. They cannot understand half the papers in the American Economic Review, let alone Econometrica. They were rather lucky to find four questions in the finals that they could answer reasonably well. Their lecturers, on the other hand, appear to have an encyclopaedic knowledge of economic theory and can discourse instantly and authoritatively on any subject that comes up, discussing the relative merits of any theories or schools of economics that may be mentioned. Most working economists feel defensive about this for the rest of their lives, and some react by denouncing the Ivory‑Towered Theoreticians and becoming determinedly Sound Practical Men.

This is quite unnecessary. Even the man who came out of university with a double first has only a very basic outline of the subject, and the lecturers may not know all that more. Consider the facts. You spent three years getting a degree, and for eighteen months of that time, you were on vacation, working on a building site perhaps. You spent a good deal of your time when you were up playing cards, sculling, talking politics or having love affairs. You may have spent the equivalent of one year of the three actually working. Economic theory amounted to perhaps 25% of the course so you covered, say, 45 topics over three months. Your knowledge of any topic amounts to perhaps two days’ work. Many of the topics are not particularly relevant to your job, so you could say that you have done one or two months’ hard work on the theory that you will need for your job.

Your lecturers probably did the same degree as you, though they may have put in a little more work. They did their PhD on only one of the topics that they lecture on. They may have spent only four or five days preparing his lecture on any of the other topics – and the ability to bluff your way through a lecture after a couple of days’ reading is one of the essential skills of the lecturer. This is not to denigrate lecturers. This is what they need to do their job, which is to provide students with a smattering of many theoretical concepts to give them a framework so that they will be able to assimilate new theory when they need it in later life. After all, economics should not be one of the subjects where students are crammed with information; rather it is one where they are taught how to analyse a problem.

Once you go out into the real world, you soon catch up and pass the lecturers. If you are put onto a cost‑benefit appraisal of a new road, for example, you might easily spend two months out of six making sure that you have the theory right – and there is no doubt that you learn faster and more effectively when you are reading to solve a problem. When you have finished this project, you know far more about Cost Benefit Analysis and its application than any lecturers except those who did their thesis on it.

By the time you have spent five or ten years working in the field, you should have picked up, quite painlessly, a remarkable amount of the theory that is relevant to your work, and you will not just know it, you will understand it. In much the same way, you will have acquired a deep understanding of your industry. As a result, you will find that most “applied” papers written on your industry by academics are both naive and theoretically inadequate. At the same time, you will have forgotten any economics that is not relevant to your job, because you never use it.

I still feel tongue‑tied and stupid when the star pupils and high‑flying lecturers talk on my subject, giving free rein to their flashing wit, their instant theory and their crushing judgements. I find it difficult to keep up with what they say, and impossible to argue with them. This is, I hope, because they have been selected from those who shine in the lecture room, in seminars and in tutorials, where debating skills are all important. I do not have these skills, because I work at a different pace, as most real economists do, writing not speaking, and analysing in depth rather than producing instant answers. I cannot absorb facts and theories quickly, because I am not taking them up in vaccuo, but I am slowly fitting them into my model, examining them to see if they are compatible and, if not, why not. Unlike the lecturer, I do not have to have everything I know on the tip of my tongue, ready for instant exposition: it does not matter if I have to look up the formula for the standard deviation or the constant elasticity curve every time I use it.

It is when they write a paper that I stop feeling stupid. If the paper is good, it is well‑considered and closely argued, and bears little relationship to their spoken arguments. If it is bad, it is flashy and shallow. All too often, it is irrelevant to the real world, showing that the author has failed in an economist’s first task, allocating his time efficiently.

I recently had to prepare some lecture notes on the economics of agricultural marketing, and I read the textbooks after fifteen years of reading only the journals. On about 20% of the topics, the textbooks were quite wrong: their theory had been exploded (sometimes long before the books were written). Elsewhere they took no account of recent advances in theory and so were inadequate if not obsolete. They were very thin elsewhere, because, I think, they were just write‑ups of lecture notes, and you cannot get a great deal into a 45 minute lecture. Most practitioners could have told the authors a lot, not just about the applications, but also about the latest developments in theory and its limitations.

From all this I conclude that it does not much matter what sort of a degree you got. It is inadequate for the job anyway. When you start work, you will soon learn enough about your special subject to run rings around your lecturers. This means, though, that you cannot rely on what you learnt at university. You are going to have to go on reading economics for the rest of your life.

WHAT KIND OF THEORY DO YOU NEED?

tc \l2 "WHAT KIND OF THEORY DO YOU NEED?Even in those subjects that do turn out to be important for your job, you will find that much of the theory you were taught and that appears in journals is useless. It is not possible to apply it to any real‑world problem.

The real economists’ job involves building economic models that relate closely to the market or economy that they are studying. If the models pass the tests of having realistic assumptions and being logically consistent, the economists can feed in data and make testable predictions. In practice, they may go through a lot of stages before this. An initial, limited model with limited data may be used as the first approximation. This can then be expanded so that none of the important aspects of the market are left out. The analysis may be changed. There may be a dozen successive refutations and hypotheses. Sometimes they may add a bit, perhaps to allow for a transport problem in one area, perhaps to allow for a foreign exchange constraint. Sometimes they may reformulate the whole model to bring all the little additions together into one cohesive whole. In fact, real economics fits reasonably well into Popper’s idea of a science, though not into his idea of economics (Popper, 1959, 1974)

As a real economist, you cannot take your model from a book. You have to construct it yourself, building up some parts from first principles, some from a low level of economic theory. You may, if you are lucky, be able to borrow chunks of analysis from a journal or report, but you have to work hard to fit them into your own model. Sometimes a journal article will give you inspiration – “Couldn’t something like that apply to the motor car industry?” – but you will not be able to use the analysis without working from first principles, as the model is too unlike yours.

PURE THEORY AND REAL ECONOMICS

tc \l2 "PURE THEORY AND REAL ECONOMICSPure economic theory is nothing but a string of tautological logic, going from arbitrary assumptions to conclusions, and a great deal of confusion would be avoided if it were thought of as “economic logic”. Economic logic bears the same relation to real economics as mathematics does to physics or engineering. It can show nothing about the real world, but it can be invaluable in drawing up models that do. The theory of the firm, for instance, does not apply to all firms, nor is it intended to do so. It is, rather, a logical chain, some of which we can use as a short cut when building up a model of a real firm, but only after changing the assumptions to fit the real firm.

People writing on scientific method in economics have been horribly confused over this, not surprisingly, since they have tended to be non‑economist philosophers, or academics specializing in economic philosophy. They have not understood how the real economist works. They have thought that pure economic logic could apply directly to the real world as a testable hypothesis or a generalization. They have thought that the economist is trying to derive a model of consumer behaviour which is applicable always, everywhere. They think that this economic logic can be tested against reality – “The theory of Monopolistic Competition does not accurately predict firms’ pricing behaviour and cost curves in most markets, so it is wrong.”

As a result, they have confined themselves to studying the development of tautological logic, like consumption theory or Keynesian economics. This has led to a guilt‑ridden discussion of why economists do not abandon theories when they were not supported by the facts. In fact, economic logic can only be challenged as being internally contradictory. Its assumptions are not realistic, so its conclusions cannot be. This means that the attempts to treat economic logic as a falsificationsist science on the lines set out by Popper, Kuhn, Lakatos etc. are wrong. It is only with real economics, where a model is intended to explain a specific market, that it is possible to discard a model because its assumptions are unrealistic or its predictions are wrong.

The Victorians attempted to create economic laws with the same general application as the Law of Gravity. They came up with the Law of Diminishing Returns, Pareto’s Law, Malthus’s Law of Population, Marx’s Law of the Falling Real Wage, Bowley’s Law and so on. Of course, these laws did not have universal application in practice, because the assumptions they were based on often bore little relation to the facts. Attempts were made to save them by modification after modification, until the Law of Diminishing Returns became the Law of Eventually Diminishing Marginal Productivity, and then faded away. Had they been taken as inspiration, as an insight into how things sometimes work, they might have been of some value. Instead, an attempt was made to simplify them into universal generalizations. The result was that their assumptions never fitted any situation, and they explained nothing.

While economists do not talk of laws today, there is a feeling, which I have not seen formulated, justified or defended that there are things very like economic laws, economic generalizations which do not apply always. These might be formal theoretical models, whose conclusions are expected to apply to a wide variety of situations, situations in which the assumptions of the model did not apply. Sometimes it is implied that these conclusions ought apply more often than not, sometimes the writer expresses surprise that a model has not been dropped when its conclusions did not apply in half a dozen real situations. Sometimes it is implied that a model which takes the most important assumptions that would apply in a range of real life situations, will give useful predictions in any situation where any of those assumptions apply.

This tendency to generalize from abstract logic to the real world without ever looking for empirical support and without trying to produce realistic assumptions is one of the most serious problems with the economics profession today. People like Canterbury and Burkhardt (1983) argue that most of the papers published today fail on these grounds.

Most economists, I suspect, feel that economists are looking for something rather less general than these laws or generalizations. They are looking for logical models which quite often fit real life. It is not implied that these models usually are applicable, just that they sometimes are. 

It is not true that we have academic economists producing theory which the real economists can use in a routine way. The real economists make their own theory. What is more, they get their ideas not from articles by Ivory Towered Theoreticians, but from other real economists. For instance, when I was working on the economics of grading and quality I collected some 600 papers, which was as near a complete collection as is practicable. The work by the real economists always tackled the important questions and usually gave me a new slant on things. The theory could often be used for a partial analysis. The theory produced by the consumption theorists was, almost without exception, useless. It tackled non‑existent problems and assumed away the real ones. Its theory was too fragile to use in any real situation. Its theory was wrong (i.e. logically unsound) quite as often as that of the real economists.

Because real economists rely on themselves and each other for theory, rather than on a core of theoreticians, one cannot classify real economics as “normal science” (Kuhn, 1970) or “work in the protective belt” (Latsis, 1976). Possibly, it might be argued that real economists work in the protective belt, but there is no core.

There is a temptation to generalize from results in another way, equally invalid. The experimental psychology school of marketing, for example, will carry out laboratory experiments on their students to find out, for example, how they will select a carpet, not from examining the carpets on sale, but from reading a description on a card. On the strength of a dozen such experiments in United States universities, they will generalize the theory that all homemakers in all countries behave in the same way for all products. They ignore the fact that the sample is ridiculously small, that it is quite unrepresentative, and that the experiment was done in artificial surroundings, with no money changing hands.

SO WHAT ARE YOU LOOKING FOR?

tc \l2 "SO WHAT ARE YOU LOOKING FOR?If you can start with someone else’s model of the same industry, you may have nothing to do but feed in the latest statistics to get the latest predictions. However, you may have to make changes in the assumptions and analysis to bring the model up to date. His model should save you time even if, as is usually the case, you want to make major changes. A model can be helpful even when it is less directly applicable. If you are working on, say, the United States margarine industry, you will find a real economist’s model of the German margarine industry valuable. True, the assumptions will have to be changed and the analysis redone, but, to compensate, you may see a very different approach to your own, with different technological factors proving critical, and with different marketing systems proving successful. Models of different industries in the same country, or even models of different industries in other countries can also provide illumination.

However, as you look at models that apply less and less closely to your own industry, you find them harder to read and harder to apply. You do not know the structure and techniques of the new industry, or the geography and economy of the new country. Much of the report will be incomprehensible or irrelevant. You are getting noise. What you really want is a paper that leaves out the industry‑specific and country‑specific data and leaves out the routine theory, leaving in only the useful theory.

There are articles like this, where a real economist has taken his practical work and has selected out what is new or interesting in his theory for publication. It is typically pure logic, established on a broad base of realistic assumptions. The assumptions may be quite close to those of your own industry, in which case you can adapt the theory easily. If the assumptions are very different, you cannot make any use of it.

There is a temptation for the author to try and make the model more abstract, and more universal, by cutting down the number of assumptions. This means, though, that eventually it does not fit any market well, and you will have to go to a great deal of trouble to use it, even if you are using it on a market very similar to the original one. As the model becomes more abstract, you will find that you have to rework it from first principles before you can apply it.

The theory of monopolistic competition, for example, was based on assumptions that are some way from reality, in order to make the theory apply widely, but it is broad based, compared to a lot of theory. You can take it as an inspiration when working on any one market: “I wonder if it could work that way with margarine?” In order to apply it though, you have to build up your own model with monopolistic competition as an inspiration, as it is most unlikely that any of your models will match the model of the textbooks.

Academic theories are often built up in another way. Instead of simplifying and abstracting from reality, the writers take a handful of basic assumptions and try to build up as complicated a model as possible from them. This ends up, like consumer theory, “shorn of all irrelevant postulates, so that it stands as an example of how to extract the minimum of results from the minimum of assumptions” admits Lancaster (1975), himself one of the worst offenders.

Enormous theories based on a handful of assumptions are useless to the real economist for several reasons. First, the base is too narrow. It is like balancing a pencil on its point: the slightest change will bring it down. If you add one or two assumptions to make the model realistic, the whole elaborate structure comes crashing in ruins. Second, the longer the chain of logic from assumptions to conclusion, the more chance there is that there is an error, and the more chance there is that even a slight error (or slight change in the assumptions) will prove fatal. Those systems that start with the assumption of Economic Man and end with President Reagan are ridiculous. Third, the models can give only a very limited range of conclusions compared with broad‑based models. Fourth, a broad‑based model can be tested, very effectively, for logical consistency and for realism, while there are very few tests for pencil point models.

There is a further danger, that the writer has thought only about his explicit assumptions, and has not realized that each explicit assumption implies others. Lancaster (1975), for example, failed to realize that his highly restrictive assumptions on the product he analysed had far reaching implications on whether the product was sold in a competitive market, whether it was sold on description or after inspection and so on, and eventually he ended up with a product that was being sold under monopoly and perfect competition at the same time. More recently, he published a book (Lancaster 1979) in which the first sixty pages are devoted to formal definitions of his imaginary product. By the time I had ploughed through these, examining their implications, I was certain that no product remotely like it existed in the real world. I had a strong suspicion that the product could not exist because the assumptions and implicit assumptions were contradictory, though I was not prepared to spend the time needed to prove this formally. I read no further.

It is bad enough that so much effort should go into building such tall towers of abstract logic, but a high proportion of the published papers are adding pinnacles to these towers, slightly modifying or expanding a theory that itself has no relation to reality.

If a theory is built on a broad base of realistic assumptions, you can change the assumptions without bringing the whole structure down. You have a relatively short chain of logic between the complex, realistic, assumptions and the conclusions. Because you based your assumptions on real products in real markets, there is no danger that you will assume a product that could not exist. 

HOW RELIABLE IS ABSTRACT THEORY?

tc \l2 "HOW RELIABLE IS ABSTRACT THEORY It is very easy indeed to fake economic theory that is not tied to the facts, and the chances of being exposed are zero. The gains to an academic from having a string of theoretical publications are so big that there is a strong temptation to fake.

When you work on a theoretical model, you keep coming up with what strike you as brilliant, scintillating, original pieces of theory. Sometimes it takes you only a few minutes to see that it is wrong, sometimes weeks. You know, though, that only someone who is as deep into the subject as you are will see the error. You can be certain that no referee will, and that it will be accepted for publication.

True, there may be a critical comment, but this will only happen if one or two of the few experts in the subject are sufficiently interested to read your paper, if they read it in sufficient depth to spot the error, and if they think it sufficiently important to drop all their other work to write a comment. It will take them longer to write the comment than it took you to write your paper. You can always reply to the comment in such a way as to obscure the issue and suggest that they are quibbling about a minor issue or perhaps misrepresenting you. If the worst comes to the worst, and there is a crushing comment, all it means is that you have made a mistake. There is no hint that you have deliberately published theory that you knew was wrong.

Economists who tie their theory to the facts cannot get away with this. If they present an incorrect theory, they must fake or suppress facts to make it seem credible. A complex model, linked to observations of the real world at many points can only be faked if the facts are consistently misstated, and, in practice, if the theory is twisted as well. If anyone else does take the trouble to check their facts, they will be exposed as having been very careless at best. If they are shown to have consistently misstated his facts in this way, they will be suspected of deliberately faking the facts to support a theory they knew was wrong. All their previous studies, especially the abstract theory that cannot be checked, become suspect.

The danger is that we can all be carried away by a wave of enthusiasm, thinking that our idea is brilliant, and seeing only the evidence that supports it. I recognize the weakness in myself, and I make strong efforts to control it. It is like crashing the red light: if you do it sometimes when you think you can get away with it, you end up doing it when you cannot. It is best to be absolutely rigid. 

TECHNIQUES

tc \l2 "TECHNIQUESUnlike physical scientists, real economists have very few ready‑made techniques in their toolkit. They cannot take a standard analysis and apply it routinely to thousands of problems, as a soil scientist might test thousands of soil samples for fertilizer requirements, or as a chemist might use a gas chromatograph to test anything from pesticide residues to the amount of methyl alcohol in his bathtub gin. They cannot take a chain of logic from a book or paper and apply it to his problem without making major changes. The only techniques that they have are essentially statistical and econometric, where they can apply regression analysis, linear programming etc. routinely. Farm management economics is the only exception I can think of: because there are thousands of farm firms with similar cost structures, products and production methods, it is possible to apply a high level of economic analysis routinely, feeding a farm’s accounts into the computer and getting a printout of management advice. Even though this is possible, it is a small part of farm management advice. 

WHAT ARE YOU LOOKING FOR?

tc \l2 "WHAT ARE YOU LOOKING FOR?So, what kind of theory are you looking for? You want reports and occasional papers which present real economic analysis of industries like your own. You want theory, but theory based on industries like your own. You want some pure theory, but since you are going to have to rework it anyway, you want it for inspiration, and you do not want it in any detail. You are not interested in pencil‑point economics, tall towers of theory based on a handful of assumptions. You are not interested in generalizations. Fortunately, the theory you want is the most interesting, and the easiest to read.

BUILDING AN ECONOMIC MODEL

tc \l1 "BUILDING AN ECONOMIC MODEL


Extract from Peter Bowbrick, Practical Economics for the Real Economist, Graham and Trotman, London Dordrecht Boston, 1988.   P Bowbrick, Moral right asserted.87 Harrow Road, Nottingham NG8 1FJ 0115 9160565 Bowbrick@prima.net
“Good economists are scarce because the gift for using ‘vigilant observation’ to choose good models, although it does not require a highly specialized technique, appears to be a very rare one.” – Keynes.]

The next stage in your economic analysis is building your economic model. This is what you use to explain what happens, when it happens, why it happens, how it happens and where it happens. It is what you use in your analysis, to produce your conclusions, recommendations and predictions.

The economic model you use as a real economist has little relationship to the models in economic journals. These have been simplified to vanishing point, for ease of analysis and ease of exposition. Your model, on the other hand, is a mixture of theory and description and explanation. You can start, perhaps, with a descriptive report of your industry, and then add in theory and analysis, to produce an explanation. You can then feed in data to produce predictions. Again, an economic model is not a string of equations: it is far more likely to look like a literary description of the market, industry or economy (though you may turn it into a mathematical model at a later stage). It is your explanation of why, when and where it works.

A MODEL IS BASED ON REALITY

tc \l2 "A MODEL IS BASED ON REALITYIf a model is to be of any value at all, it must be based on realistic assumptions. The combination of realistic assumptions and good analysis must produce reasonable conclusions.

Friedman has a different opinion, one that is popular with those who dislike fact‑finding or theory, but who love doing regressions. It justifies measurement without theory. In his celebrated essay (1953), he argues that it does not matter whether or not the assumptions have any basis in reality as long as the conclusions are right. Indeed, he considers that the theory most needed is one that has the wrong assumptions (perhaps being very highly simplified), but produces the right answers. There is a very strong body of philosophical opinion against him (see Blaug, 1980, for a summary). However, from the real economist’s point of view, there are other, totally persuasive, reasons for rejecting his view.

The most important is that decision makers never act solely on an economist’s recommendations. They must be convinced that there is a logic behind the recommendations. You must provide a plausible argument to justify your model and its conclusions (though the plausible argument is not necessarily the same as the economic argument). If your assumptions are unrealistic, your model is implausible. The administrators will reject it, quite rightly in my opinion.

Friedman says that a theory with unrealistic assumptions is acceptable if its predictions are tested and found correct. A little thought will show that this rules out most of our real economic models for the following reasons:‑ 

· Many of our models are prepared for one‑off decisions: “Should we build our factory in London or Detroit?”, “Should we build another London airport?”. We cannot test the conclusions of our model before making a decision. Even afterwards, we test only one of the predictions, that of building the factory in Detroit, or not building another London airport, for instance. Our test is still not powerful because our prediction will never be quite right, perhaps because we failed to forecast the change in the oil prices, the swing in United States interest rates or the devaluation of the pound for instance. Since we cannot test the predictive power of our model before we act, we can only test the model by the realism of its assumptions and the correctness of its analysis.

· Sometimes we have to make much the same decision year after year. In practice, we do not adopt Friedman’s strategy of adopting a single, unrealistic model, testing it for a few years and then, if it is reasonably accurate, using it for the next 20 years without change. Sometimes we use a one‑off model each year and do not learn from experience. Ideally, though, we would start with a realistic model, and would try to improve on the model each year, making the assumptions more realistic, and changing the assumptions in accordance with changes in the market. Every year, we try to find out whether the error was due to inaccurate data, failure to include relevant factors, inclusion of irrelevant factors etc. We change it accordingly. The model becomes a better predictor, because of this improvement.

This concentration on realism and explanation avoids one of the problems with Friedman’s methodology, that you never know when one of his models is going to apply. I remember, for example, having a model showing that the acreage planted was a linear function of the pre‑planting price (which gave an almost perfect fit over a dozen years). Then one year the prediction was suddenly 25% out. Friedmanites, concerned only with the predictive power of his model, would say that this was random error, and would try the model for another two years before abandoning it – and they would have nothing to guide them in building up a new model. The other approach in such a case is to talk to the farmers and find out what factors made them change their decision. The result may be a more realistic supply model, taking into account input prices as well as selling prices. Note that the change is an improved explanation, it is not just an ad hoc adjustment, putting in a dummy variable, or putting in a factor which gives a better fit for no reason you can see.

Perhaps the large macro‑economic models could work the way Friedman suggested. Do they really stay constant year after year though? Are they never improved? Are they not intended to be realistic?

Friedman’s methodology also assumes that it is possible to test a model’s predictions quickly and easily (and ignores the fact that it is easy to check assumptions). If testing is difficult, you never know whether a theory has produced reasonable predictions and can be accepted, so his methodology cannot work. I do not believe that many people today would hold his “naive falsificationist” view. It is always easy, and usually justified, to say that the events only apparently falsified the predictions. Perhaps we did not allow for factors like the coal strike or the revaluation of the Deutschmark, perhaps there was a change in the supply function, perhaps the data we used were wrong, perhaps it was random error – we only claimed 0.99 probability, and this is the 0.01. I am a cynical falsificationist. I believe in the desirability of testing predictions, but I do not think that there is any way of persuading someone who is determined to protect his own model. In particular, I feel that there is no way of testing the predictions of pure economic logic, because the author can always say “But of course it was not meant to apply here. Can’t you see the assumptions are different?”, and they always are. Friedman fell into the trap of assuming that pure economic logic could be applied without amendment to reality, and its conclusions would hold.]

For these reasons I believe that the only real tests of a model are the realism of its assumptions and the correctness of its theory. Most important, the model can be tested for logical consistency. These tests are extremely powerful. For example, Amartya Sen has produced a dozen books and papers over the last decade arguing that the Bengal famine of 1943 occurred in spite of the fact that there was no change in the food supply. What happened, he argues, was that the urban workers in the booming war industries got a higher proportion of what was available, leaving the rural poor, especially the landless labourers, without enough to live on. It is a plausible hypothesis, which appeals to the political and social views of many of us, not least the British who feel guilty about their imperial past, and it has been generally accepted by academics. However, I came upon it shortly after I had been working on a model of a rice economy, and the inconsistencies jumped out at me. It was argued, for example 

· that grain supply for Bengal was much the same as in the previous year

· that increased earnings by war workers in Calcutta meant that they could buy more grain and outbid consumers in rural areas, and, by some jump in logic, that they did buy more grain.

· that, as a result grain was shifted from country areas to Calcutta in large enough quantities to result in the deaths of three million people from famine.] When one starts to check for consistency, one notes for example that the people of Calcutta would have had to eat six times as much as usual for their extra consumption to have caused the famine. This suggests a factual error, and a check shows a considerable number of discrepancies between his facts and those given in his sources: the people in Calcutta actually ate less than usual for instance. These facts suggest very strongly that there was in fact a serious shortage of food. When a model is shown to be inconsistent in one way like this, it usually turns out to be inconsistent in others, and so it proved with Sen (See Bowbrick, 1986a, 1986b; Sen 1986a, 1986b, Allen 1986).

GOOD MODELS ARE COMPLEX

tc \l2 "GOOD MODELS ARE COMPLEX


It is often argued that simplicity is the sign of a good theory, that a complex theory is degenerative or ad hoc. It is believed that a truly great theory is an easily understood one, based on a minimum of assumptions (and the example of relativity is conveniently ignored).

There is a lot of confusion here. Obviously, you should present a simple model to the decision‑makers, as they will not have the time to read your full model, nor the training to understand it. Obviously, you will simplify in a different way when publishing an economic model in a journal. You will assume away everything that does not help explain the novel point you are trying to get across. It follows from this that your working economic model will be more complex than either a journal article or a report to the Managing Director.

Reality is complex. We simplify not because we want to but because we must. The perfect economic model is the science fiction writer’s nightmare, a planet‑sized computer wired into all the economic actors and institutions, recording, analysing and predicting. It would be far more accurate than anything we could produce. We have to work within the constraints of 

· Lack of information on relationships, motives, negotiating power, market structure etc.

· Lack of statistical data.

· Inaccurate data.

· Limited computational power.

· Limited brainpower.

· Limited time and money.

· Deadlines

We have to simplify, which means assuming away some factors as being relatively unimportant. The art of model building depends on skill in deciding on what is important and what is unimportant as well as in defining them. Simplifying is not the same as making the model more abstract. Most economists can manage surprisingly complex models as long as they are realistic, but get mixed up when they switch to abstract theory (and this applies equally to Ivory‑Towered Theoreticians.)

However, we keep the model as realistic and as complex as we can manage because this makes it a better predictor. It also means that it is easy to test it for consistency. All the factors are inter‑related and they should hang together. In a simple model without these linkages, crosschecks are not easy. A third reason for preferring complex models will be shown in the next two chapters. They can work even if there are gaps in the data or some of the data are wrong. In these situations, simple models are useless.

A GOOD MODEL IS SPECIFIC

tc \l2 "A GOOD MODEL IS SPECIFIC
A good model will be based on realistic assumptions, so it will apply only to one market at one time. It may or may not be easy to adapt it to other situations.

One of the advantages of such a specific model is that it makes precise predictions of what cannot happen. The more things it says cannot happen, the easier it is to test it, whether by testing for internal consistency or by testing the predictions. A model that is so loosely formulated that we are not surprised whether the price rises or falls, whether more or less is sold, is useless.

Richard King (1979) in an enjoyable and pertinent paper points out that very few papers giving the results of econometric models actually state their hypothesis and of those that do have the “village idiot” hypothesis, a null hypothesis such as that the elasticity is not equal to zero. This is anything but specific. Its only virtue is that the null hypothesis is virtually certain to be rejected, which means that the paper is far more likely to be accepted by an academic journal.

A GOOD MODEL EXPLAINS

tc \l2 "A GOOD MODEL EXPLAINSA good model explains the phenomena observed. A real explanation is needed, not just a description. To say that in the past:‑ 

log y-a = 1.4582 + .0004588 x-e + 1.32 x-t
 is a description, not an explanation. (and note that in this quotation from an economic journal the accuracy is quoted to one part in a hundred million)

There is a satisfaction when your model explains all the phenomena you wanted it to explain, a similar satisfaction to the one you get when both sides of your simultaneous equation produce the same answer. There is a much greater satisfaction when the model also explains a novel fact, a fact that you had not known or borne in mind when constructing the model. A model that explains a lot of these novel facts is one that you can have confidence in. So is one that links in with independently conceived models of related markets or industries, even though this linkage had not been planned.

WHAT KINDS OF ASSUMPTIONS ARE THERE?

tc \l2 "WHAT KINDS OF ASSUMPTIONS ARE THERE?


Your model is based on assumptions plus analysis. You are going to have to make the following kinds of assumptions:‑ 

· Assumptions on the objectives of the study
· Assumptions on what to include in the model. Initially, you should include all factors you consider relevant. However, you do not really know what factors are relevant. You are also constrained by quality and quantity of data, lack of time and money, and by the capacity of the human brain. This means that you may have to drop factors that you know are relevant. If they are both relevant and important, this will bias your results.

· Assumptions on the nature of the market. Any market research report would include the following factors, among others:‑ 

· 
market structure,

· 
number of firms,

· 
processing systems,

· 
distribution system,

· 
the buyers,

· 
the end uses of the product,

· 
pricing,

· 
information available to buyer and seller.

Your model will probably make explicit use of assumptions on each of these, both because they are necessary for realism and because the people in the market are influenced by them in their actions. Nearly all journal articles ignore these realistic assumptions, so they will have to be modified to fit your market.

· Assumptions on technical relationships e.g. quantity of raw material needed to make the finished product. It is often assumed that there is a single, unique relationship such as x= 0.6y. However, the answer is seldom that simple and it is worth being realistic, especially as this is one area in which hard figures are usually available.

· Assumptions on financial relationships. This would include the relationship between buying and selling price, and between cost factors and selling price for instance. It is often possible to get precise figures on this from a firm’s accounts. Interviews can also provide facts, especially on pricing strategy, investment policy etc. Only as a last resort would one rely on the theory of the firm.

· Assumptions on behaviour and motivation. Ideally, one uses observed supply and demand elasticities, observed pricing behaviour etc. With firms, one can support these by explanation (e.g. by allowing for input costs as well as output costs.) Sometimes, in the absence of data, one may assume that, on average, people buy more when the price falls, or that firms maximize profits. What is never justifiable, though, is to assume that people will act exactly in conformity with the detailed predictions of pencil‑point consumption theory. You certainly would not expect more than perhaps a very rough conformity to these predictions if you had perfect data (and I would be surprised to get that). Why then should you expect perfect conformity just because you have no data? Similarly, when you do a detailed investigation of a firm you would be very surprised indeed to find that it was a profit maximizer. Why should things suddenly change just because you do not have access to the accounts?

· Economic logic is then needed to relate the assumptions and relationships into a cohesive whole. The logic needed is mainly small chains of analysis starting from some assumptions and relating them to others. They start with a considerable degree of realism, and then argue from there. There is no point in theory that argues from the basic assumptions of economic man or from the very “foundations of the neo‑classical synthesis”. The assumptions are too different, and the chain of logic from assumptions to conclusions is too long. 

· Boundary assumptions. Implicitly or explicitly, you decide when your model is expected to work and when it is not. Is it meant to survive a doubling in the oil price? Is it meant to survive a 25% inflation? Are the elasticities meant to be constant over a change in prices of more than 30%?

Your initial model will be uneven. It will certainly have some gaps in it, because of lack of information or lack of statistical data. It will have some sections consisting of excellent data combined with excellent analysis. You can try and fill the gaps in later versions of the model, but it will still be uneven. Accept that this is inevitable. Do not fall into the trap of applying a sophisticated econometric analysis to the whole model, just because the data and the analysis exist for some parts. Do not discard the bits that are inadequate – they still provide links, even if they are weak links, and you may be able to strengthen them later. By all means, put in more time where the information is available, as the marginal payoff is higher there initially, but remember that the time soon comes when this marginal payoff declines, and you should switch back to other parts of your model.

“Page after page of professional economic journals are filled with mathematical formulas leading the reader from sets of more or less plausible but entirely arbitrary assumptions to precisely stated but irrelevant theoretical conclusions” (Leontif, 1983)]


WORKING WITHOUT DATA

tc \l1 "Working without data


Extract from Peter Bowbrick, Practical Economics for the Real Economist, Graham and Trotman, London Dordrecht Boston, 1988.   P Bowbrick, Moral right asserted.87 Harrow Road, Nottingham NG8 1FJ 0115 9160565 Bowbrick@prima.net
The first thing consultants find when they start work is that they do not know what factors are relevant and that there are no statistics at all on some factors that are obviously very important. Soon after this, they become aware that there are gross errors in all the statistical series that do exist. They have not been trained to do economics under these conditions and they can see that most of the theory and method they learnt at university is inadequate. 


To my knowledge, nobody has ever recognized the problem of doing economics when the data are not there, and very little has been done on the problems of working with unreliable data. Why economists should ignore it I do not know, as information economics has quite a body of theory of how consumers and businessmen make decisions when information does not exist or is costly to obtain. Again, economists ignore the work that statisticians have done on sampling errors and on errors in collecting data. The more conscientious academic economists quote the sampling errors, but not the other errors, and then proceed to use the data as though they were 100% correct. Real economists tend to follow suit, if only because the theory in the books will not work otherwise.


In this chapter and the next one I will show that lack of data and unreliability of data can invalidate your research. I will start with error that arise through lack of data, because I think that they are the most important although they have been totally ignored in the past. I will then show an approach to economic model building and economic analysis which limits the damage – making it possible to do useful work in spite of very serious difficulties.

CONSTRUCTING A MODEL

tc \l2 "CONSTRUCTING A MODELThe first step in an economic analysis is to construct a model. To do this you have to have some idea of what the relevant factors are, and how and why they relate to each other. In Chapters Eight and Nine I have suggested two ways in which you can do this, first, by reviewing the literature, and, second, by interviewing key people in the industry. On the basis of this information you should be able to prepare a complete model, taking into account most of the relevant factors and a few others besides, and postulating the relationships between them. You will, of course, try to cut out irrelevant factors and those of minor importance, and you will accidentally cut out some important ones as well, because you do not know that they are important or even that they exist.


Inevitably, I think, you will be influenced by the availability of data when you are constructing your model. Unless you keep yourself in check, you may leave out a factor:

· because there are no statistics on it.

· because the statistics are unreliable. 

· because no observations are recorded for it (which, as will be shown later, is far from saying that it does not exist or has not been observed)

· because the analysis of the statistics that are available is too difficult.

· because it would make the model as a whole too difficult.


There is also the opposite temptation, to include irrelevant data because they exist. In the last few years there has been an enormous increase in the quantity of data available, both because computers have made it possible to collect vastly more data as a by‑product of administration, and because the data that are collected are readily available on databases. It takes a certain firmness to refuse to use this.


These temptations are particularly strong for the consultants who are keen to get going with their analysis of the data with the minimum of delay. They may go straight into their regressions without first formulating their economic model. They may sit down with the Monthly Digest of Statistics or a convenient database and build their model on what statistics happen to be available. Naturally, if they are unaware of the dangers, they will assume away factors when the data are not available. Academics can publish an econometric paper where the key factors are explicitly assumed away, but consultants will not get away with it. Their results will be wrong. Any nonprofessional may pick up the fact that a key factor has been left out, and a typical reaction is to announce loudly that it proves what they always knew, that all consultants are fools.


One form of data that is critical, but is seldom easily available, is the knowledge of the key events that may have affected the data series – for example, the 1984 miners strike affected Britains performance in a lot of areas. In 1984 we all knew how important the strike was to our industries and the economy as a whole, but by 1990 people doing a time series analysis will be hard put to remember when the strike took place, if, indeed, it occurs to them to allow for it.


The practice of establishing the relationships for your model by econometrics without prior constraints, by just running random regressions and including anything that seems to give a good fit is bad economics. There are, of course, the old examples of accidental correlations, such as that between the birth rate and the number of storks.

THE DANGERS OF AN INCOMPLETE MODEL

tc \l2 "THE DANGERS OF AN INCOMPLETE MODELThe dangers of an incomplete model should be obvious to chess players at least. Start the game with any pawn missing and the whole game is changed from opening to endgame. Here, leaving out the least important factor of 32 has a major effect. In a chess problem the convention is that all the pieces on the board are relevant, rather as an economic model has all the irrelevant factors removed. As a result, the problem is meaningless if even one piece is removed. The effect is similar to leaving out a single factor from a stripped‑down, pencil‑point model.


Leamer (1983) gives an interesting example of the effects that can be obtained by selecting which data series to use. He takes the example of the relationship between the execution rate and the murder rate in the states of the United States in 1950. He runs regressions using the prior specifications of a Right Winger, a Rational Maximizer, the man who believes in an Eye for an Eye, the Bleeding Heart, and the man who believes that murder is a Crime of Passion. Each specifies a different set of variables as being significant. Each gets the results he or she wants. Eye‑for‑an‑Eyes model has, at one extreme, 28.66 murders being prevented by one execution, while Bleeding Hearts model has, at one extreme, 12.37 extra murders being committed as a result of one execution.


Because it is not generally realized, I should like to re-emphasise the point made in the last two chapters, that each simplifying assumption in building a model means that several implicit assumptions are made at the same time, and that the effect is stronger the more relevant factors are excluded. For example, in the economics of grading it is tempting to assume perfect competition. Here, however the assumption of perfect knowledge implies a lot about whether consumers buy on description or after inspection, whether they can select the particular items they want out of a display, whether the product is already packaged and so on – about all the factors that are relevant in real life, in fact. As a result, many authors have ended up with models that switched from one set of implicit assumptions to another, now assuming one type of market and one type of product, now another. You can avoid this sort of thing by building up your theory about a real product in a real market and then simplifying for publication, rather than by building up a model from first principles.


It is dangerous to study a particular area purely because the data are readily available. Indeed, I have found it a good rule when investigating firms to concentrate my efforts on those areas where no figures are available. It usually turns out that somebody is trying to hide something, or that nobody has bothered to look at it before. Often it is the areas of greatest change and greatest confusion that have the fewest figures, yet it is these areas that need investigation most. There is a danger that everybody will concentrate their efforts on the few areas which have unlimited data available.

Non‑reporting of selected observations

tc \l3 "Non‑reporting of selected observationsThe dangers of an incomplete model are particularly likely to arise out of non‑reporting of selected observations or non‑reporting of a class of observations. This usually happens because the people responsible for primary data collection fail to report certain observations. It can cause errors both at the model building stage and at the testing stage. The effect of this depends to some extent on whether a theory exists demanding these observations.


An example of this bias is where scientist report the yields of a new strain of wheat on those test plots where it gives an increase in yield, but not elsewhere. They may justify this to themselves on the grounds that low‑yielding plots must have been affected by extraneous effects that were not observed (e.g. They look as though they were affected by windborne herbicide, obviously the patch was affected by white mould.) Similar suppressions are common enough in the administrative procedures that produce so much of the raw data used by economists. This is an example of deliberate suppression, though by people who believe they are honest.


Clearly, this suppression invalidates all the perfectly accurate observations in the experiment. The result is wrong. It also tends to invalidate all other wheat trials elsewhere. Because the figure obtained is not compatible with figures obtained in other trials, it suggests that they may be wrong, or even that the experimental method used is wrong. Certainly, it increases the standard error as well as changing the mean.


If a single person habitually does the suppression, the existence of and source of the bias may eventually be noticed. The result is to cast doubt on all work done by that individual and the organization that employs him or her. Their past and future results will not be accepted without replication (and no replication will give 100% correspondence). The other researchers in the field may then recover their reputation for accuracy. Paradoxically, if it is known that Institute X always pushes up yields by 10%, there may be no problem. However, the omission of unfavourable observations is more random in effect than this, pushing up yields by 30% on a bad trial, and leaving them unchanged on a good trial.

Non‑reporting of a class of observations

tc \l3 "Non‑reporting of a class of observationsThe best‑known example of the non‑reporting of a class of observations was the Thalidomide affair. In the trials of this drug, there was full and accurate reporting of a wide range of phenomena. This showed Thalidomide to be an extremely effective and useful drug with no harmful side effects on the patient. It was only after the drug was released that it was found that it had very serious effects on the foetus within the patient. To a considerable extent, the delay in withdrawing the drug was due to a weakness in the theory: it had not been realized that the foetus could be damaged in this way by a drug administered to the mother. Because there had been no reason to expect it, no attempt was made to monitor it.


There is a difference between a) failing to notice that a category, such as deformed babies, might be relevant, b) failing to notice that a category such as deformed babies exists, c) failing to report any observations in that category, and d) reporting that there were no observations in that category. Reporting that there were no deformed babies will have effects that are more far‑reaching. With economic statistics, it is often not easy to find which of these is responsible for the lack of data or for a blank in a statistical series. It is not always clear whether ... or  –  or n.a. means that no data were recorded or that there were only a negligible quantity in a category. If the statistical table does not include a column for deformed babies, you do not know whether it is because of a, b, or c above.

RELATIONSHIPS

tc \l2 "RELATIONSHIPSWhile you usually realize that you have a problem if a key statistical series is missing, it is very easy to miss the fact that you know nothing at all about the real issue, the relationships between factors. Relationships are the very stuff of economics. You want to know how and why price is related to cost, how and why sales are related to price. It is interesting, but not very useful, to know that they are related, and it may be only a little more useful to know the strength of the relationship. To the economist it is important to know how the relationship works, so that you can predict what will happen to it in the future, even if there are major structural changes in the market. You cannot do this with regressions on historic data.


When you start an analysis, you usually have no knowledge at all about the key relationships. In the early stages of the analysis, one possible approach is to use statistical series to derive the relationships which are going to be used to construct the model – it is only at a relatively late stage that statistics are fed into the model so that it can predict from them. It is usually quicker, cheaper, easier and more accurate to get behind the relationship not by statistical analysis, but directly. Ask the people responsible what determines their actions and their decisions, and what the relationship is. It can also be very productive to analyse the accounts of a few sample firms in the industry, to see how and why two variables are related, to see how selling price is affected by buying price and operating costs for instance. A statistically valid random sample is not necessary for this – a couple of typical firms will show you how the relationships work (or can work); you can quantify the relationships later.


In the real world a relationship is seldom simple, so it cannot be easily described by a simple mathematical formula, yet there is a temptation to assume a log or linear function purely because it is easier for calculation. A few interviews may show that the relationship is rather complicated, or even that it will not show up in normal econometric analysis. For example, at one time a lot of papers were written on whether retailers charged a fixed margin or a constant percentage margin, the assumption being that this could be found out by running a regression between the aggregate wholesale price and the aggregate retail price. However, I found from interviewing retailers that there were a host of complicating factors which invalidated the analysis, one being that retailers hold their selling price steady if they think a wholesale price change is just a hiccup and change immediately if they think that the change is going to be permanent. This means that, whatever their general policy on fixed or percentage margin (and I got information on that too), one could not obtain the pure mathematical relationship of the hypothesis. What is more, the data were unreliable and over aggregated, so the results were unsound.


Similarly, one sees a lot of models using distributed lags in response. They may produce a nice fit, but the economist is entitled to ask Why should there be a one month or a one week lag if everybody in the trade has a telephone and if daily deliveries are the norm? A little thought about how things work and why there might be a lag would save a lot of econometric analysis.

SECOND STAGE: PUTTING IN THE DATA

tc \l2 "SECOND STAGE: PUTTING IN THE DATA
Non‑Availability of Data

tc \l3 "Non‑Availability of DataWhen you come to the second stage and start to fit the data into your model, you will find large gaps. The commonest reasons for these are as follows:

· Until your theory was developed, nobody could see any reason why the data were needed. Either the value seemed small in relation to the collection cost, or the data seemed to be totally irrelevant.

· The importance of the data had been recognized but it had seemed impractical to collect them. If for example, one measured tax evasion by large scale auditing (which would only expose some of it), the auditing in itself would have the effect of reducing the evasion.

· You had thought, wrongly, that the statistics already existed. It is only when you look at them closely that you realize that the small differences in definition mean that the statistics cannot be used in your model. They look right but they are wrong for you.

· You do not have access to the raw data, only to figures that have already been aggregated, and aggregated wrongly for your purpose. The raw data of the Consumer Price Index are often far more valuable than the Consumer Price Index itself, but these, like raw census data, are usually not available outside the Central Statistics Office. This is particularly serious because it is a sound rule that, whenever possible, analysis should be based on the raw data and not on the published statistics. Inevitably, the aggregation procedures add an unknown amount of error and they often make the data useless for your purpose. Increasingly, though, it is possible to get hold of the original data on tapes.

· The people who gain from collecting the data are not the people who have the trouble and expense of collecting it.

· The data are not available because someone tried to suppress them, whether the private firms, the politicians, the civil servants or the economists who have worked on the subject before.

Non‑Availability of Reports

tc \l3 "   Non‑Availability of ReportsIt is not just data series that are not available: previous economic reports on the subject may not be available to you because 

· they were not finished

· there were no funds available to complete or publish

· the researchers lost interest

· they are a commercial secret

· they were suppressed by the authors or their employer

· the reports have been lost, or were disseminated so badly that you are not aware of their existence

· the researchers could not get the report published, perhaps because it produced negative results, perhaps because it challenged orthodoxy

· the studies were abandoned at an early stage because they produced wrong or unpublishable results


In many ways, it does not matter too much if previous economic reports are not available, as long as the data are there. You are going to have to rework most of the data anyway and to test new models. If the report was good and was acted on, it should be largely obsolete. If it was bad, you will want to check on every aspect of it. Certainly I do not feel at all happy if I merely confirm previous work in the field, which usually happens when good work has been ignored.


However the earlier reports should certainly save you time. At the very least, they should give you valuable background and hypothesis and show what relevant statistical series exist. The predictions will have been tested by subsequent events, so you will know how much you will have to change the model. I have twice in my life come across a ten‑year‑old report on a subject just as I was completing my own report on the same subject. In both cases I had a certain pleasure from seeing that we had come to an identical conclusion independently, but this was offset by annoyance that I had had to work from scratch instead of using a rather good report as a base, and by dejection that no action at all had been taken on the previous report and that the present situation was worse if anything. I was however able to make effective rhetorical use of the reports, showing how many millions had been wasted over the last ten years by failing to take prompt action then, which has more impact than saying that a few hundred thousand a year are being wasted now.

Testing the model

tc \l3 "Testing the modelIn the second stage of a study, one feeds all available data into the model. This immediately tests the model for internal consistency. If the figures are incompatible, then either one or more of the data series used are wrong, or the model is wrong. The more complex and the more realistic a model is, the more useful it is to test it for coherence. A complex model has a large number of explicit and implicit predictions, so it should be possible to check it for coherence in several ways. Even if some of the statistics are missing, it is usually possible to use alternative routes to see if one set of data squares with another (very important when working with firms which have poor accounts). Simple models are of very little value for this testing because they make so few predictions, because they an only be tested for consistency in a single direct fashion, (which means that all the data must be available) and because discrepancies are likely to be written off as the necessary result of simplifying for a model.


If the model is reasonably consistent internally, its predictions can be tested outside the model itself. Again, a complex, realistic model makes a lot of predictions in all directions. The more predictions it makes the more thoroughly it can be tested and the more confidence you can have if it passes.


It may now be possible to use the model and the available data for practical purposes, for forecasting and for working out the effects of change. It does pay to make whatever predictions are possible at this stage, both because decisions have to be made and a half tested model is better than none at all, and because it is good scientific method to make predictions before you collect the data that will test them: at least it limits the possibility of self‑deception. Often, though, you will not have had enough data to check for internal or external consistency in many ways, and certainly not enough for useful analysis, so the analysis will have to be put off until a later stage, when the relevant data have been collected.


There is a possibility, slight perhaps, but worth guarding against, that the economists will get into a long, time‑consuming analysis, trying to get their answers indirectly, making the best possible use of the information that is available now, rather than collecting information directly, which may be quicker, cheaper and far more accurate. I have mentioned above how much easier and better it is to ask retailers how they fix their prices than it is to try and work it out econometrically with the very poor statistics available.


If the correct statistical series does not exist, it is tempting to make use of any other series that is available and that looks as though it might be similar. This may be justified if you really have sound reasons to believe that the two series are closely correlated, and if you really have to make a decision now. Even so, it should only be done where you need only very rough levels of magnitude or changes in the order of magnitude. It may be done, for instance, to check that the model is working in roughly the right way, that purchases are negatively related to price for instance. However, this is the limit. The wrong data are the wrong data and nothing you can do will change that fact. A common example is the use of the Consumer Price Index to deflate anything and everything. Often it is a reasonable assumption, but sometimes it is a serious blunder. Garrod and Roberts (1986) have considered the use of proxy prices in econometric models and conclude that even if the proxy price is highly correlated with the true variable, serious specification errors may persist.

There is also the danger that the data will be given a bogus respectability by the very fact that you have used them in your calculations. They may seem so respectable that you do not bother to collect the right data. You may also find yourself thinking that because you have invested so much time in analysing them, you are somehow committed to using them. This is not as farfetched as it may seem: it common to see journal articles in which the author admits that the right data were not available, but continues the analysis without apology, saying It is believed that the two statistical series are positively correlated. (Were these researchers perhaps 5 years into their PhD when they realized the problem, so they had the alternative of using the wrong data or abandoning the PhD?)

STAGE THREE DATA COLLECTION

tc \l2 "STAGE THREE DATA COLLECTIONIn the data collection stage, you collect new data which can be used to check the coherence of the model and data which can be fed into the model to produce predictions. You may also collect data which would test previous hypotheses, using later observations in the same statistical series for instance. This is not easy in practice, as there are financial constraints as well as the others: you will not be able to get the funds and cooperation to collect the data you need unless your initial model has convinced people that there will be a substantial payoff.


You will not be able to fill all the gaps though. Many of them will be unfillable: if nobody kept a record of petrol sales by county over the last ten years, you will not be able to get the figures you want now. 

HOW DO YOU MANAGE WITHOUT DATA?

tc \l3 "HOW DO YOU MANAGE WITHOUT DATA? In the real world, decisions have to be made whether or not all information is available. It is often tempting just to say that it cannot be done and throw in a commonsense report. It is often tempting to cheat, using figures that are not right, but are probably correlated with the true figures. 


Pencil point models, based on a handful of unrealistic assumptions, are useless when even a single statistical series is missing. With these models, all data must be there or the model cannot operate. You can operate with complex, realistic models of the industry, though. Here, every factor will be related to another, and in not one but several ways. It is a network of flows. It has already been pointed out in the previous chapter that a model like this is particularly valuable for other reasons. It is highly testable, because it makes a lot of implicit and explicit predictions both internally and externally, and it is testable even when the statistics available are scrappy, in a way that a pencil‑point model is not. Another major advantage of a complex model is that it provides alternative ways of getting at a phenomenon. If the usual, direct, way of the simple model is impossible, because of lack of data, you can try using another, more roundabout, chain of logic to explain it. A few simple examples will show how this can be done. 


Most of the firms I have worked on, in both developed and developing countries, cannot quote figures for stock losses, whether because management does not realize the importance of stock losses, because the accounting and stock‑keeping methods are inadequate or because someone has an interest in secrecy. In one firm which kept some sort of records of purchases and sales, I was able to compare the quantity of each grade bought with the quantity of each grade sold, which gave me a figure for both the quantity lost and for the quality lost, which was more important in this case. It turned out that 17% of turnover was vanishing because of dishonesty. Both of these figures should have been obtainable through the normal stock keeping figures.


Again, when examining a processing plant, I find out the theoretical processing loss (loss of moisture etc.) or the theoretical output per unit of input (the amount of oil produced per tonne of oil seed). In practice, the yield is usually much lower than it should be in the third world, because of factors like lack of money for spare parts. However, there is also the possibility that the plant is being operated at a high level of efficiency, producing 14% oil, and reporting only 9% oil. The remainder, over a third of the total, would be sold on the black market. I have been able to demonstrate this on several occasions by the fact that the plant was using enough cans and bottles to pack 14% oil (and in a scarcity economy the managers could not buy them except through the firm). Last Christmas a primary school teacher was telling me proudly that her class spent a whole day making peppermint creams for Christmas, and that none of them had taken a single nibble at the mixture. I tactlessly asked her how much icing sugar she had used and worked out an outturn of eight small sweets per pound of icing sugar!


Your confidence in your model grows as you check it in more and more ways, if you find it still fits together. When I was modelling the agricultural economy of one developing country, I found that in each sector the problems and the recent changes in prices, production and structure could be explained by an overvalued currency. I would not have been convinced if I had had this result in only one sector, but every time it was confirmed I had more confidence.


The crossword fanatics will understand what I mean. In the example below, I was completely thrown by 10 across Insouciant type among the legal lions... After a lot of thought, it occurred to me that it could be a hidden word GALLIO. However, I could not find it in the Oxford English Dictionary or my American dictionary, so I left it as a missing observation. The other Across clues did not help directly.

· 1 Across: EUREKA (from Archimedes screw)

· 9 Across: CHARLES THE FIRST (Charles with his head removed)

· 12 Across: EMMENTAL (Half of thEM plus mental meaning nuts
Once I started the Down clues, though, I would be checking the other Across clues for internal consistency. 

· 2 Down: must be RURAL (rural meaning country, or else R(ed) plus Ural
· 3 Down: KEEP OUT. (K for Knight plus Toupee spelt backwards) This was not at all obvious until the K in eureka and the E in Charles were found. 


I had no idea at all who Josephs son was, so I looked to see what help the other clues could give me. At this stage I had rather more confidence in GALLIO. It was a hidden word and it had two downward confirmations, so I was prepared to make the working hypothesis that the second letter was A, for the purposes of working out 1 Down. This gave me Josephs son with first letter E, third letter H, fifth letter A and seventh letter M. I could now work it from the subsidiary part of the clue.

· 1 Down: EPHRAIM (EP is short for extended play record added to RA, the normal convention for Royal Academician or artist, inserted in H...IM).

 I could be sure of this because it sounded suitably biblical, it was fully explained by the subsidiary part of the clue and because it had four or rather three and a half crossways confirmations. I was left with GALLIO, which I was prepared to accept because it had three downward confirmations, and was a hidden word. I still cannot understand it though.


The process is much the same when working on an economic model. There are areas which you do not understand or which you have no data on. You cannot ignore them, because they are, or may be, important. You will have to leave them alone at first, because you have only very insecure hypotheses, like my GALLIO. Only once you get the information coming in from other areas of the model do you start to get any confidence in the hypothesis.


At the same time, you will be taking into account the reliability of the data. In a crossword, one thinks that a solution is correct if the main and the subsidiary part of a clue tally. Even here, one gives far more weight to ones solution if the subsidiary part is an anagram than if it is a pun, because the anagram explains each letter. The longer the word anagrammed, the more likely it is that it is a unique solution. If a whole area of the model depends on poor data and there are several gaps, you must accept that your solution is doubtful.


WORKING WITH BAD DATA

tc \l1 "Working with bad data

 
Extract from Peter Bowbrick, Practical Economics for the Real Economist, Graham and Trotman, London Dordrecht Boston, 1988.   P Bowbrick, Moral right asserted.87 Harrow Road, Nottingham NG8 1FJ 0115 9160565 Bowbrick@prima.net 
It is common, indeed normal, for economists to work as though all the statistics they had were 100% accurate. Sometimes they will recollect that there is something called sample error, and will put the standard error in brackets after some of the figures they quote. Conscience satisfied, they proceed to use the statistics as though they were perfect in all respects, with neither sampling error nor any other error. If they get a reasonable fit, they take it as an indication that they were right to ignore statistical error as being only a theoretical possibility. It is common for econometricians to report their results to three significant figures, accurate to one tenth of one per cent, and it is not rare to see them quote results to eight significant figures, one part in a billion.


I am not arguing that the data are so bad that you should ignore them, abandoning all statistical and econometric techniques and relying on your intuition. On the contrary, if the statistics are inaccurate, they need totally rigorous analysis. In practice, this means that there is a wide range of economic theory and economic technique that is useless to economic consultants because it needs more accurate data than ever exist. If it is used, it produces results that are wrong but have a quite spurious appearance of reliability because of the sophistication of the techniques used. 


Here I will show that ignoring the possibility of errors results in conclusions that are totally incorrect. This is because:

· All economic statistics are wrong and some are more wrong than others. Very few are accurate to within 10% and an error of 30% to 50% is common.

·  There is usually a large random or irregularly biased error. It can never be assumed that this error is constant, whether a constant sum, a constant percentage or in a constant direction.

·  If you feed data with a small error into a complex mathematical model, you can expect to produce answers with a large error.

·  Even if we were working with averages, unreliable data would place tight restrictions on the analysis we could do. In fact, economists are concerned mainly with changes at the margin, and it is difficult to know whether a change is a change at the margin or a random error. Random errors are often several times as big as the marginal change we are interested in.

 The final section of the chapter will be a discussion of how economic consultants can work in this environment and still produce useful results.

ALL ECONOMIC STATISTICS ARE WRONG

tc \l2 "ALL ECONOMIC STATISTICS ARE WRONGEconomic consultants soon find that very few of the statistical series they use are accurate within 10%, and that quite a few are not accurate within 50%. Not only are the reported means very different from the true mean, but the random error is also large and unknown. I learnt this lesson thoroughly and permanently in my first job, where I had to publish a monthly bulletin of statistics. I had to go into government and semi‑state organizations, get hold of any information I could, and prepare it for publication. There were enormous errors due to the collection procedures, and in addition, the aggregation procedures meant that the final statistics had very limited application. In spite of this, the figures looked completely authoritative once they were put into print. Knowing from the inside the weaknesses inherent in government statistics, I have been very cautious about using them myself. I have been frankly sceptical about the use to which they were put by people who have used them without first trying to identify their weaknesses.


Statisticians recognize this, and they have a vast literature on error, covering everything from sample error to copying error and the error caused by the stretching of the string used to measure fields. They know that they cannot produce perfect statistics, but they take a professional pride in cutting errors to a minimum and in quantifying those that remain.


Nearly all the literature on economics, economic statistics and econometrics ignores this completely. A quick glance through the basic textbooks of statistics and econometrics shows that there may be a couple of pages in the first chapter mentioning that data are sometimes imperfect. There may be one or two chapters, on sampling or the t distribution for instance, where the possibility of sampling error is taken into account. In other chapters both sampling error and the other, more important errors are ignored: statistical and econometric techniques are applied as though the data were perfect.

Why do economists ignore errors in statistics?

tc \l3 "Why do economists ignore errors in statistics?Why do economists ignore errors in statistics? Why is it that when statisticians and economic consultants are agreed that the statistics are wildly inaccurate, some economists still use fantastically complicated models which demand that all inputs are accurate to four significant figures? The reason is, I think, that there is a conspiracy of silence, with statistical organizations playing down the inaccuracy for one reason, while economists play it down for another.


All statistical organizations, public or private, have to justify their existence to nonprofessionals. Nonprofessionals expect statistics to be accurate and are likely to cut budgets if they find that the organization is producing figures that are wrong. As a result, the organizations are reluctant to admit publicly that their figures are anything but perfect. Other organizations realize what pressures they are under, and there is a tacit agreement that they do not criticize each other publicly. For instance, it is common for different government departments to produce quite different figures for the same phenomenon, without mentioning each others figures and without mentioning the discrepancies.


They also use techniques that give a wholly spurious appearance of accuracy, because the nonprofessional does not understand that complete accuracy is impossible. For example, they quote four or five significant figures for data that are only accurate within 30%. This is rubbish. Most of the figures quoted have no meaning whatsoever. In fact, Morgenstern (1963) recommended that all statistics should be presented with only the number of significant figures justified by their accuracy. He suggested, tongue in cheek, that the enormous saving in printing costs would finance a major improvement in collection procedures. They also quote figures that are accurate but useless, as for instance when countries work out the Consumer Price Index for a market basket that is irrelevant. They may use the prices fixed by the price control authority when working it out, even though it is impossible to buy these goods except at black market prices. They may use perfectly accurate but irrelevant official exchange rates. They may quote figures like profit or depreciation which are meaningless in an inflationary economy.


However, most statisticians have a strong professional integrity which compels them to make available all they know of errors and mistakes in their output. They usually present a very full analysis in the technical appendices, and I have found that they are always willing to discuss the basis of the figures I want to use and the validity of my proposed use of them.


Surveys provide a lot of our data and, again, we tend to accept that they are grossly inaccurate, and then treat the figures as though they are 100% correct. Sampling error is usually quoted in reports, because it can be calculated quite easily, but the other errors are usually forgotten – questionnaire bias, bad questionnaire design, interviewer bias, respondent bias, recording error, calculation error and aggregation error. By quantifying the sampling error and ignoring the others, the survey reports imply that there are no other errors, so give a specious appearance of accuracy to the figures. Nisbett and Ross (1980) have argued that such a bias in decision making is almost universal.


Obviously, the lay administrators should be educated. They should be taught what the economic consultants and statisticians already know: that there is always error and that it costs money to reduce it. As well as this financial limit, there is often a practical limit that makes it impossible to improve the information noticeably at any reasonable price. Economic consultants know that there is always error and they would usually be better served if any extra money was spent on telling them how accurate the statistics were than on improving their accuracy. Even this is simpler than it sounds, for how else do you check the data except by working it out in two independent ways?


Economists must bear a lot of the blame for the poor statistics. We have not kicked up enough of a fuss about them. We have not said loud and clear The statistics are wrong and we cannot base any conclusions whatsoever on them. If you want to know the answers, you will have to spend some money on data collection. Instead, we have glossed over the weaknesses of our statistics and we have gone on to produce conclusions and recommendations. We have not labelled them guesses because this would be to admit how fallible we were. An immediate step in the right direction would be for more economists to write reviews of the statistics on their industries, pointing out the weaknesses and the pitfalls, reviews that would make publishable papers. Economic consultants, experienced in working with the statistics of his industry, could write a paper like this in a very short time.


Another reason for ignoring error is the information explosion mentioned. We are being flooded with an ever-increasing quantity of statistics of unknown provenance, reliability and error. We just do not have the time to check on all of them, and it is much easier just to take them on trust. Most of this is what the information scientists call noise. It means nothing in itself, but it stops us identifying, isolating, and analysing the important information.

SOURCES OF ERROR

tc \l2 "SOURCES OF ERROR
Administrative Statistics

tc \l3 "Administrative StatisticsThe vast bulk of the statistics we use are figures thrown up as the by‑product of administration. They are easily available or can be collected cheaply, so they are collected just in case they may prove useful. However, they are collected for administrative convenience, not for economic analysis. The definitions used and the aggregation procedures often make them useless for economic analysis. The civil servants or accountants responsible for collecting them are often just not interested. They are not going to use them themselves, and they do not know who is going to use them or what for. Often, every official uses a different method and a different definition, and the resulting non-equivalent data is aggregated by a non-statistician.

Surveys

tc \l3 "SurveysIn practice, this means that it is unsafe to use the survey data unless you have read the report and found that the survey was properly carried out. You will also learn what the figures mean and how they were aggregated – which will probably convince you that you should work from the raw data. However, you cannot always get hold of the report, and reading it is time‑consuming and dull. On balance, you may be safer doing your own survey, so that you know exactly what the figures mean and how reliable they are, even if the results are, objectively, less accurate.


For some reason, it is very easy to convince oneself that the results of an unreliable survey become completely accurate if the survey is repeated year after year. For example, no one, I think, would take the British National Food Survey figures on trust if it were a one‑off survey, because of its obvious limitations of sample size and methodology. (See Frank, Fallows and Wheelock, 1984 for a discussion of these.) Certainly, they would place no credence on the figures for the individual foods. However, because the survey is carried out every year, economists (including myself, I must admit) have no hesitation in using the figures as being both perfectly accurate and strictly comparable from year to year. Perhaps the feeling is that the means may be wrong but the changes will be meaningful, which is false, for reasons that will be discussed later.

Deliberate Error

tc \l3 "Deliberate ErrorDeliberate error is widespread in statistics. People misreport the incidence of suicide in Catholic countries, suppress the fact that they have had venereal disease and misstate their taxable income. There are particularly high discrepancies in the prices, discounts and stock levels quoted by businesspersons. They believe that they would be giving unfair advantage to clients, customers or competitors if they told you anything. They may lie deliberately for a purpose, or, if they do not have any interest in your study, they may give the first figure that comes into their heads, as long as it is wrong. I remember telephoning a British importer, as a researcher, and asking him what that days market price for Irish tomatoes was. 1.20 a tray. was the answer. Thirty seconds later I listened on an extension as an Irish exporter asked the same man the same question. This time he replied 2‑60 a tray. At the time, the importer had a strong financial interest in having the official figures understated, but at other times it would not have mattered to him. In other words, there was a bias that varied throughout the year (Bowbrick 1987).


I have found that such deliberate errors are common if you go into an interview cold and start asking businesspeople to give facts and figures. I find it much easier to start them talking about their businesses, about their decision processes and about the problems they face. They will usually be very open about these and may well volunteer the information you want before the end of the interview, in which case it is far more likely to be correct. If they do not volunteer it, they may be so relaxed that they will give it to you when you ask them, possibly in a follow‑up interview. If they do not, does it really matter? After all, it is the details about the business operations, the decision process and the relationships that you really wanted to know, and you probably needed the figures only as an indirect way of finding them out.


The Black Economy is becoming increasingly important in Western Europe (or perhaps just better documented), and it would be impossible to cover some industries without taking it into account. The very fact that the Black Economy includes criminal activities, tax‑avoidance, and non‑reported, non‑taxed employment means that it does not appear in the statistics.


Governments, too, may lie, in the interest of national security, to protect their currencies, as a boast, or to reduce the pressure for wage increases. Here again, they lie only when it is in their interest to do so and, as a result, the bias is not consistent.

Recording Errors

tc \l3 "Recording ErrorsInevitably, there are errors made in recording data. It is conceivable that these might cancel out, so that the final figures were correct. It is most unlikely though. In practice, biases are the norm. One can expect figures with a high random error, biased figures and inconsistently biased figures. 


For example, I saw a significant recording error being made in an abattoir, because the man at the scales was only five feet tall and the scale was eight feet high. He was reading the scale from so low that the needle seemed to be pointing at a different weight, and he was getting a couple of pounds error on every quarter of beef he weighed (1% to 2%). The error worked one way with low‑weight, low‑value forequarters and another way with high‑weight, high‑value hindquarters, because the weight was recorded on a different quadrant of the scale face. Over the year the error could amount to half a million pounds of beef – a very significant part of profit.


Another biased error occurs when, say, 1% of all observations are noted in the wrong columns. This might mean that 1% of widows are classified as infants or teenagers and that another 1% are classified as men. The fact that 1% of the men may be classified as widows does not cancel the error: it compounds it. The smaller the group, the more likely it is that accidental misclassification will cause serious error – if the people of Chinese ethnic origin, for example, amount to 0.1% of the British population, the recording error could easily double or treble the apparent number of them in the population. The bias will vary from year to year, as the questionnaire is changed, because the layout of the questionnaire and data sheets makes some errors more likely than others.


Each time figures are copied, there is a chance of errors being made, so it is a good rule not to copy them more often than necessary. One of the big advantages of a computer is that you only have to copy the data once, and you can check it thoroughly. After this, you can process it repeatedly without introducing copying errors.

ARE ERRORS CONSTANT?

tc \l2 "ARE ERRORS CONSTANT?A common reaction to bad statistics is for economists to say  I know that the figures are wrong and are probably not within 20% of the true figure. However, I am not interested in the average but in the change from year to year. While the average may be wrong, the changes from year to year are right. I will use the time series to show trends, regressions and correlations. In effect this is assuming that there is a constant error in all figures. What is more it makes the following implicit assumptions: 

· Depending on the specifications that they have used for the economic model this constant error implies a constant percentage error, a constant sum error or even, no doubt, a constant power. In some models, a constant percentage error might be assumed in one part and a constant sum error in others. As they change their specification of the model, they change their implied assumption about the type of error.

· It assumes that all or nearly all the error is bias and that there is virtually no random error.

· It assumes too that, while a bias may, or does, exist, the bias is constant at all periods which is unlikely, as is shown in the examples above on recording error and deliberate error.

· It assumes that there have been no changes in bias over time, due to changed definitions, improved coverage or increased black economy activity, for instance. 

· It assumes that in a period when there have been important economic changes (which are, presumably, what you are investigating), there have been none which would 

-
affect the collection of data

-
affect the error term

-
cause firms, governments or individuals to present false information

· It assumes that there were no problems caused by autocorrelation, overlapping samples, etc. which could cause the figures to move in the wrong direction.


The onus is very much on the economists who make the assumption of consistent error to show that they are justified in making that assumption. Like any other economist, I do make this assumption from time to time, but I claim that I do try to limit the amount, number and strength of the conclusions I draw from these calculations. I try too to be conservative in my conclusions: when I believe that the Consumer Price Index has not fully allowed for rural inflation, and it still suggests that there has been a real decline in agricultural sector incomes, I am fairly happy that my conclusions point in the right direction.

THE EFFECT OF THE MODEL ON THE DATA

tc \l2 "THE EFFECT OF THE MODEL ON THE DATAIf you feed data that are inaccurate into your model, there is a very high probability that the results will be more inaccurate still. This is shown clearly by the simple example of a firm with raw material costs of 60% of turnover, operating costs of 39% and a profit margin of 1%. A 10% error in the price of raw materials (i.e. 6% of turnover) is 600% of the profit margin. A 10% error in the operating costs (i.e. 3.9% of turnover) is 390% of the profit margin. A 10% error in both could mean an error of 60% of turnover if they cancel out and 1140% if they do not. This is in many ways the typical economic model where we collect global statistics from different sources and combine them together to produce a smaller, more refined, figure.


Morgenstern quotes an example from Milne (1949) to show that slight errors in input can cause enormous errors in output. He takes two equations:‑

 


x – y = 1

 


x – 1.00001y = 0

which have the solution x = 100 001 and y = 100 000

 The almost identical equations

 


x – y = 1

 


x – 0.999999y = 0

have the solution x = ‑99999 and y = ‑100 000


While this is an extreme example, you cannot know whether your model will produce similar results unless you test it with variations of the data within the limits of its error. It is possible that the errors might cancel out, but it is equally likely that they would multiply.


Aggregation can also magnify error. The electoral systems of most countries provide examples of this, where the constituency system can get governments into power with a minority of the votes cast, as the second Thatcher government had a landslide victory in spite of getting an even smaller minority of votes than in the previous election. Similarly, a few votes in one county of the United States meant that Kennedy was President, not Nixon. Gerrymandering is a time‑honoured way of using aggregation procedures for strengthening one party at the expense of another.


The advent of the computer has meant that we can avoid many of these problems by buying the raw data on tape and processing it ourselves. This avoids many of the aggregation problems, but it throws much of the cost on ourselves. It also assumes that we are competent in drawing up and operating our own aggregation programmes.


Most of us have a blind confidence in computers. We have to trust that the software we buy will analyse the data correctly. It is not usually possible to check that it does, and intermittent faults are almost impossible to identify. The documentation on most packages is so bad that we do not even know what the programmes are supposed to be doing, and there is always the possibility that they aggregate the data in a way that makes it useless for our purposes. There is also the possibility of rounding errors increasing as the chain of calculation gets longer and longer. Quite apart from rounding errors at the recording stage, the computer, like the calculator, has a limited ability to handle large numbers, so it rounds them off. By the time it has multiplied and divided dozens of figures, squared them and taken the square roots, there can be very large rounding errors. Large linear programmes could produce similar problems. Good programming minimizes these errors, but how can we be sure that our package has been well programmed?


Generally, the longer the chain of logic and the more complicated the mathematical model, the more chance there is that either the observational errors will be compounded or that mathematical or computational errors will creep in.

FINE MODELS NEED FINE DATA

tc \l2 "FINE MODELS NEED FINE DATAUsually, as I have said above, economic statistics are coarse, accurate to only one or occasionally two significant figures, so there is no point in developing models that require finer data, data that are more precise or more accurate. Sometimes, of course, finer figures are needed and are available. In the foreign exchange market for instance, profits are made on very small differences in price, so a figure like 1 = $1.65 is useless.


Usually an economist has to work with coarse data and has to develop a suitably coarse model. To give an idea of what can be achieved by this I am going to discuss the use of accounts for improving the efficiency of firms.

Accounts

tc \l3 "AccountsWhat sort of accounts do you need? To get a firm from 90% efficiency to 95% efficiency, you need excellent management accounts produced monthly or even weekly. I would like to have a go at achieving this level of efficiency some day, but so far I have not had the chance: the firms that I have worked with that were 80% to 90% efficient did not have good management accounts and the firms that did have good accounts were often doing the wrong thing with great determination, producing the wrong product, at the wrong time, for the wrong market, and selling it at the wrong price.


If a firm is operating at 50% efficiency though, you do not need these excellent accounts. Crude and inaccurate accounts covering only part of the firms operations are quite adequate to show the need for major restructuring of the firm and to identify inefficiency and crime. You do not need detailed information about a system if you know that you are going to change it completely as soon as possible. There is a lot of valuable information around even if the accounts are in a mess. Some of it has never been processed, and some has never been brought together for analysis, but it is there. Usually the trouble is that nobody has ever sat down and chewed at the figures that are readily available.


Much of this poor data can give accurate results if properly used. Once I worked in an organization where we were setting the national prices for agricultural produce, and we had to base them on the marketing boards estimates of costs and returns in the next year. Time and again my colleagues and I found that the economist sitting in his office in the capital city produced more accurate profit and loss forecasts than the management and the accountants, and produced them nine months earlier. We used what rough figures were available, while they waited for accurate data. Once, when accountants were predicting a substantial profit for the current year, I predicted a very large loss, using a straightforward calculation based on their own figures for purchases and expected selling price. It was eighteen months before the accountants came up with their draft accounts, and my guess was accurate within a few thousand. 


Accounts look accurate, but they are not. A friend was working on an efficient, medium‑sized British firm and was given a figure that was out by 5 million – an innocent mistake. This confirms what I have said about consultants having to find independent confirmation of the figures presented to them by their clients.


One problem is that the accounts are out of date. All too often, I have gone into small firms which were rapidly going bankrupt, and whose owners knew it, only to find that the accounts were not available. Usually the accountancy firm was still preparing them eighteen months after the end of the tax year, and on a couple of occasions it was not possible even to get hold of the account books they were supposed to be working on. In the third world, things are worse: I have often had to work with ill‑prepared accounts three or four years old. These old accounts are of very little use unless the situation is static. Normally it is not: you are called in precisely because things are changing, because the firm is going bankrupt or the market has collapsed. In these situations, I find it best to ignore the finalized reports and even the draft accounts, and to work with the budget. With a good budget, broken down to show all the detail, there is no problem. Even a rough budget, together with estimated costs for the past year, will yield vast amounts of information. It will show you the structure of the firm and help pin down the worst inefficiencies. It will also show you what the firm ought to be doing. Often, it is true, the budget appears halfway through the financial year, with estimated expenditures for the previous year that are little more than guesses, and with forecasts that are only pious hopes. When this happens, the firm is in such a bad way that it will not take you long to identify enough major reforms to keep management busy for the next three years.


In countries where there are always delays in producing accounts and where the accounts are bad, there is a strong lobby for improving accounts as the first priority. For example, some people think that it is the only way to tackle the all‑pervasive corruption in some countries. Others, accountants perhaps, are trying to build up their own empires. Others, I believe, have a more sinister reason: they are pushing for it because they can postpone the day of reckoning and continue to make money for the four years it takes the accountants to set up a new system. If the money were spent on economists instead, they would be exposed immediately. I think that it is quite wrong to improve the accounts before making the reforms. All that happens is that you get better information about a system that you know is bad anyway, and that you postpone the major reforms for years.

HOW DO YOU MANAGE WITH BAD DATA?

tc \l2 "HOW DO YOU MANAGE WITH BAD DATA?
Remember your data are bad

tc \l3 "Remember your data are badYou have to manage with bad data if you are to survive in the real world. You cannot do it by ignoring the problem. Always remember that you are using bad data. Sometimes they are merely unreliable, sometimes they are very bad in all respects. Try and decide which it is: ask yourself: How could they know?, Who collected it?, How did they control the collection?, Who aggregated it, and for what purpose?. 


Rank the statistics you use, both for accuracy and variance. If you are using only Grade 5 data, you are not going to come up with Grade 1 answers. This simple procedure was one of the major breakthroughs in Intelligence work in the Second World War. Previous to this, all information coming in had been given equal weight, with the result that if two conflicting bits of data came in, both had been rejected, regardless of the fact that one was from a much more reliable source than another. If two unreliable bits of data agreed, they had been given more weight than one first class bit of evidence. Once the ranking procedure was established it was possible to concentrate on high grade data, and to assume that high grade data, independently confirmed by other high‑grade data, was probably right, while low grade data had no great reliability even when confirmed by other low grade data.


The same applies with economics. If there are independent (truly independent) confirmations of high‑grade data, they may be taken as reliable. With low‑grade data, confirmations add little confidence and may even be taken as a suspicious circumstance, suggesting that the two series are not truly independent – they may both have grown out of the same rumour for instance.

Look for Confirmations

tc \l3 "Look for ConfirmationsAs far as possible, you should try to check your statistics, by using data from two or more sources. This is not always possible though. Often there is no independent source, and where there is, each source produces different, but equally reliable, figures.

Build a Complex Model

tc \l3 "Build a Complex ModelThe most powerful tool at your disposal is the complex model described in the last two chapters. You can deal with bad data as you dealt with lack of data, on the crossword principle. You should have logical chains joining data series, so that errors can be shown up. The model should be comprehensive, so there is not a major discrepancy produced by an error in a few data series.

Should You Give Up?

tc \l3 "Should You Give Up?If the data are as bad as I say, is it really worth going any further with economics? Should you take up a hard science like astrology instead? I think that you can make useful decisions with very bad data. The decisions have to be made and if you do not make them, somebody else will make them, on no data at all.
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IF YOU MUST DO A PhDtc "IF YOU MUST DO A PhD"
 If you must do a PhD, go about it carefully or you will waste several years of your life. Chapter Four has shown how often people end up taking six to ten years to get a degree which they could get in two to three years. It showed too how often the PhD that they end up with has low status because it took too long, and how often they got no training while doing it. It follows that you should spend some considerable time planning your strategy before you start.


In this chapter, I look at ways of doing a PhD by thesis. I am thinking particularly of an internal student, but much of what I say applies equally to someone doing it as an external student.

WILL YOU DROP OUT?tc "WILL YOU DROP OUT?" \l 2
The biggest cost that you incur is the risk that you will drop out after a year or two, with nothing to show for your labour. Why is it that people work for so long on a PhD then drop out? The universities tend to argue that the high drop out rate is due to poor motivation. They say that people drop out because someone offers them a job and they no longer need the PhD, or because they are married and can no longer take the financial strain, because they have personal problems, or because they are not up to it intellectually. Swinnerton Dyer reports that those most likely to submit in a reasonable time (under 4 years!) are:


 a) Students with a Research Council special award.


 b) Students with relevant employment experience.


 c) Students with Research Council pool/quota awards.


 d) Students supported by employers (on leave of absence)


It would be instructive to find out from the students themselves why they dropped out. I suggest that the most important reason is poor supervision, which meant – 

 
They did not know what was expected of them or how to go about tackling a PhD.

 
They had no subject in mind and read and worked without direction.

 
They chose a subject that was too broad or too ill‑defined to make a PhD, that was in an area where too little data existed, or that had already been covered in depth by others. By the time they found this out, they had already wasted a couple of years and were not ready to start again.

 
They chose a subject or technique that was intrinsically boring.


Two other reasons must be mentioned because they throw doubt on the whole rationale for a PhD. First, the PhD must be an original contribution to knowledge, and a student’s thesis may be made useless by the fact that someone else publishes the same results. The university may accept the thesis for a PhD if someone else publishes one or two papers directly on the subject but it is a matter of discretion rather than right. For this reason students may drop their PhD if they see two or three papers which duplicate passages in their thesis being published half way through his research programme – there is a good chance that it will be obsolete or fully covered before they submit. For this reason many students play safe and try to write on an obscure subject rather than on an important one where others will be working. There are arrangements to prevent students from choosing a subject someone else in Britain is working on, which reduces the risk. The students can protect themselves (and make themselves more employable) by publishing as they go along.


The other reason for giving up the idea of getting a PhD is even more serious. Students may find out after two or three years’ work that their whole approach is misconceived: the theory that they were relying on may turn out to be wrong when they start working on it (it often does); or the data may be wrong or misleading. In this case there is little that they can do except publish a paper explaining the weaknesses of their approach, or of the commonly accepted research programme, and abandon their PhD. While examiners will claim that they are willing to accept a thesis with negative results, they will require very high standards indeed. It is seldom practicable to write a substantial thesis, or, to be more accurate, a substantial‑looking thesis, with negative results. Disproving even a small amount of theory may mean discarding several chapters and all the data collected, so the thesis would be very short. A refutation is normally very short, seldom more than 3000 words, and this would replace the two or three chapters setting out the theory. Unfortunately, too, a refutation of a theory, if well written, usually appears blindingly obvious, so it will be difficult to persuade the examiners that any intelligent man ever held the view attacked. The students are in a dilemma: either they can abandon most of their thesis, perhaps after three years of work, or they can suppress their refutation. It may say a lot for the integrity of the British student that so many do drop out.


Similar problems arise when the data used to test econometric models produce negative or inconclusive results. Naturally, examiners will expect the model to be of a very high standard indeed if its predictions are proved wrong (though I do not accept the corollary that they should accept inadequate models as long as their predictions are right). A lot of PhD students get round this by quite openly putting their data through the grinder of a computer programme which works out all the possible regressions, using different combinations of linear, geometric and log functions of the dozen or more variables listed, and then prints them out in descending order of R2. Once they have found the equations that produce a “good fit”, they work backwards to “test their hypothesis” and present them with ‘F’ tests etc. Again, the economic and psychological costs of not getting the PhD give the student a powerful inducement to cheat.

CHOOSE THE RIGHT UNIVERSITYtc "CHOOSE THE RIGHT UNIVERSITY" \l 2
The university at which you did your undergraduate degree is probably wrong for you. It can be argued that you should choose a department that specializes in your subject. If you want to study Development Economics, go to a Development Economics department. This is particularly important if you want to be an academic. There is likely to be only one development economist in a general economics department, the one who is supervising you, and there will not be a post there until they retire. This job may go to someone from a famous development economics department, rather than to an in‑house candidate (particularly if the previous lecturer was unpopular or was not considered outstanding by colleagues.) You will then have to apply for a job in another university, where you will be competing with people from the better-known specialist departments, and with in‑house candidates. Quite apart from favouritism, it is rational for them to give the post to someone they know to be above average, rather than to someone from outside the department, who might be a bit better, but who might also be an absolute disaster. Your competitive position is even worse if you are pitted against someone who is already a demonstrator or assistant lecturer in the department. The big department also makes it easier for you to make contacts, and you can switch supervisors fairly easily.


Some university departments will make it quite clear that they will have no permanent posts to offer after you have finished your PhD. They will make it clear that there is no chance of your being offered a temporary demonstratorship while you are a student. If they do not tell you, ask them, as you will certainly find it more difficult to become an academic if you work in one of these departments. Ask them too if you will get the chance to give lectures – lecturing is a bit of a sweat and it is a distraction from the thesis, but it is important to have the experience when you are applying for a teaching post. 


It helps if you can get into a department with a good reputation. Your thesis need be no different, and you will be examined by the same people, but the PhD will carry more weight.

Choosing a Supervisortc "Choosing a Supervisor" \l 3
Choosing the right supervisor is critically important. Choose someone who knows more than you do. Why bother with someone who does not? Good supervisors can warn you off dead ends, can tell you that the amount of time and effort involved in a survey is not worth the candle and can point you in the right direction. Most important, they can tell you when you have done enough. How many of those never‑ending PhDs, I wonder, carried on because the students saw more and more complexities the longer they worked, and spent years solving problems that would never have occurred to the examiners? Good supervisors will see that you publish and perhaps will write papers jointly with you. They will arrange for you to speak at conferences, and to start to get the reputation that will land you your next job.


Good supervisors supervise. The classic Cambridge tradition of meeting one’s supervisor for a glass of sherry once a term means that their supervisors are shirking their responsibilities. They have a duty to help you: they are drawing their salary; they are being paid a supervision fee; they stand to gain status both from any joint papers you publish and from the very fact that they are supervising a PhD.


If you have the self‑assurance, bully your supervisor into supervising. I know a determined woman who took a PhD as a mature student, and decided that she could only afford to spend three years on it. She had no hesitation in going to her supervisor whenever she needed help, and in demanding that he see her either immediately or the next day. Not only did she get her PhD on time, but she also remained on excellent terms with her supervisor. Sometimes what you see as aggressive behaviour is barely enough to get you noticed by a very busy academic.


It is sometimes suggested that supervision is unnecessary, that anyone fit to attempt a PhD knows the ropes already, and so does not need supervision or guidance. This is a pernicious doctrine. Every student needs supervision if they are going to get their degree in a reasonable time. Even those most in tune with the academic system will waste months or years if they are not supervised. 


Before you start, then, you should find out about the potential supervisors. It is obviously easier to find out about the quality of potential supervisors in the university where you did your first degree. You have also the advantage that you know before you start whether you are personally compatible. If you are thinking of another university, ask your own lecturers to give a run down of the relative merits of other departments and other supervisors. Visit the other department and ask the students in the department to give their honest opinion of the different staff members.


When you have identified potential supervisors, look at their published papers and ask about their professional reputation. They will have to know enough to be able to help you in your work and advise you on publication. Their recommendation will give you the academic job you are looking for, and a recommendation from a well‑known academic carries more weight than a recommendation from someone not very well known, or someone well known in another field.



Check their success rate. How many students have they had? How many ever got their PhD? How long did it take them? How long did the supervisors themselves take for his PhD? Obviously, it is better if you can find this out indirectly, but it may be necessary to ask. Four rather embarrassing questions could save you three years.


If supervisors shirk their responsibilities, or do not appear to be particularly well up in your subject, do not hesitate to change to somebody else. It is the accepted practice, and supervisors will often suggest it themselves if they feel that they cannot give you sufficient time or if they feel that he cannot help you. Any injured feelings are a minor matter, compared with three years of your life.


There is a lot to be said for joint supervision. You may not be able to get one supervisor with all the qualities you want. The famous scholars may already be supervising five students and may not be able to see you when you need help. They may be uncongenial and dogmatic. The unknowns may be personally compatible, keen, and helpful. With joint supervision, you can make the best use of their talents. It also means that you can switch most of your attention to the supervisor you find best without getting official approval or hurting any feelings.

Choosing a Subjecttc "Choosing a Subject" \l 3
Surprisingly often, people do not realize that they cannot start working in earnest until they have chosen a title and roughed out an outline. I know people who were still looking round for a subject at the end of their first year and who were reading voraciously and without direction. They were no nearer a PhD than they had been when they started. If they had kept a subject in mind, their reading would have been relevant, and what they had read would have been absorbed and written up.


Alfred Marshall’s advice was that the subject should be as small and as well defined as possible. This means that no time is wasted on irrelevancies. Writing on a broad subject is difficult. However good you are, your coverage will be shallow in many parts: your examiners could easily be experts in these very aspects, and they could tear you to pieces. You will also find that it is far more interesting to cover a single topic in depth than to skim over a range of topics.


Choose the subject with a thought to your future employability. It pays you to do a thesis which involves mastering techniques that are of wide application in the real world. If you write your thesis on the economics of the manorial 3‑field system in 14th century Oxfordshire, you know that your work is of no practical value. Your PhD will not open up many teaching jobs, and non‑academic employers will shy away from you. Why bother? You would get quite as much intellectual satisfaction from a study of the effects of the Land Husbandry Act in the Chiweshe area of Zimbabwe, a not dissimilar study. You would learn useful techniques, and you would make yourself more employable, not less. After all, you are supposed to be an economist, someone who makes optimum use of resources.


The normal approach to a PhD is for an inexperienced student to decide on a topic and work on it for four to eight years, eventually producing three copies of a thesis, which will be looked at by three academic examiners. It will then be buried in the stacks, where it is just possible that it will at some stage be consulted by some other academic. This approach is completely opposed to that set out in chapters one and two, on making the optimum use of your time. It is directly opposed to most of the rules set out there, most obviously:‑ 

 
ABANDON UNPRODUCTIVE WORK

 
INFLUENCE DECISIONS

 
TIME IT RIGHT

 
CHOOSE YOUR TECHNIQUES FOR CONVICTION

 
AVOID DATA COLLECTION

 
AVOID SURVEY WORK

 
AVOID LONG‑TERM PROJECTS

 
BALANCE YOUR WORK

 The inference is that, more often than not, writing a thesis is a very unproductive use of your time. It trains you in an approach to economics that is ineffective for the real economist. Of course, once you know the difficulties, you can do something about avoiding them. In particular, you can avoid certain types of thesis.


Avoid the descriptive thesis. Any thesis nowadays must have a fair bit of theory, and original theory at that. Besides, you are doing your PhD to learn how to build up and apply theory. Your encyclopaedic knowledge of the motor‑car industry will not get you far either in the academic world or in the textile industry. Even in the motor‑car industry, it will mean that you know rather less than any of the young graduates who have worked in the industry for three years – less, because they have had access to confidential information. 


Avoid surveys. If they are going to be the basis of your thesis they will have to be carried out with scrupulous accuracy, with pre‑testing, pilot surveys, careful sampling techniques and so on. This is extremely time‑consuming, and it requires a lot of money if the sample sizes are to be adequate (and why would you spend six years of your life on this if the results were not going to be statistically meaningful?). Your final thesis shows that you have possibly slightly more knowledge on the technique of the survey than an undergraduate would have, and that you have actually carried out the surveys yourself ‑‑ that is to say, you have as much saleable knowledge and experience as anyone would get working in a market research firm for three months. If you do a theoretical thesis, you may have to do the odd small survey to show how data could be collected for your model, but you should make it clear that this was the only reason for conducting the survey, and you should carry it out carefully, economizing on sample size rather than rigour.


If you are going to use surveys or other data, you should have the theory completed before you start, by the end of the first year. If you rush out and collect data before you have the theory, and before you have decided how it is going to fit in your thesis, it is odds on that you will eventually find that it is not going to fit into the thesis.

Timing Yourselftc "Timing Yourself" \l 3
When you start work on your thesis, you should have the clear aim of writing five chapters in the first year, and of having your first draft complete by the end of the second year. It is possible: indeed, with competent supervision a large proportion of theses would be submitted within this time.


The PhD is given on what you write, not on what you read or what you know. As soon as you have your outline, you should have a rule that you write at least four pages a day, 1000 words. In just over three months, you will have the 100,000 words of a long thesis. Of course, it is not as easy as that: you will be writing and rewriting, polishing and changing, and every chapter will be written several times over. However, you will have to do this anyway, whether you start writing immediately, or you start after three years. Writing 1000 words a day is painless, and it helps keep your writing skills intact. More important, you cannot do hard analysis in your head, you must write as you work.

GRANTS FROM FIRMStc "GRANTS FROM FIRMS" \l 2
Often students are financed in their research by commercial firms. This can result in the student not managing to do a 3‑year PhD and the firm not getting the payoff it wants. There is a conflict of objectives. There are five main reasons why a firm should want to sponsor research:‑

 

Public relations

 

Social responsibility

 

Recruitment

 

Cheap market research

 

 Cheap consultancy


If a scholarship is offered out of social responsibility or for public relations purposes, there are probably no strings attached. Some firms give scholarships to promising students as a way of recruiting top people for the next generation of management. You should benefit as much as they do from such a scholarship. Only the very old fashioned companies will insist that, in return, you should work for them for three years. Experience has shown that if they do so, they will get a disgruntled and resentful employee, who leaves the moment his three years are up. The untied scholarship gets the maximum of goodwill and PR and, more often than not, recruits the student for life.


Some firms use the grant as a way of doing market research on the cheap. They pay students a few hundred pounds to cover expenses, and let them do the job. This costs a twentieth as much as employing a professional. It can be extremely cost effective, provided that the firm knows exactly what information it wants and how it should be collected. This can be a godsend to MSc students, giving them the money they need, giving them the supervision of an experienced marketing executive and giving them the entree to a job. However, it is a complete waste of everybody’s time and money if neither the marketing manager nor the lecturer in charge knows exactly what they are doing. An MSc student cannot be expected to have the knowledge or experience to know how to tackle the job, or the self‑confidence to refuse to tackle it the way the firm with the money wants.


 PhD students cannot afford to accept money for doing market research. Market research will not make a PhD thesis (or, rather, it should not – I have seen theses based on minor, run‑of‑the‑mill market research surveys). If they accept the money, they will waste their time doing work that is totally useless for their thesis, and they will be paid a pittance for it. It is the duty of the supervisors to step in here. They must be quite clear what the firm is hoping to achieve and what the students must achieve for their PhD. If the two are incompatible, the supervisors must say so.


Sometimes the firms want consultancy work, rather than market research. Again, there is a strong possibility that the firm will not get their consultancy and the students will not get their PhD. Again, it is the duty of the supervisors to step in – the students have not the necessary experience or self confidence.


The normal consultancy described in Chapter Six will not make a PhD thesis. It provides the best solution obtainable in a given time, while the PhD is a search for the truth, regardless of time. The consultancy is practical, while the PhD thesis may be pure, abstract theory. The PhD thesis must provide a totally rigorous solution, possibly assuming away any problems that cannot be solved, while the consultancy must recognize the problems even if it does not solve them. The consultancy report must be persuasive; the thesis must be rigorous. The consultancy must cover the whole subject, however shallowly; the thesis need cover only part of it, but it must cover it in depth. The consultancy report must be a guide for action; the thesis may or may not say how the results might be used in the real world. The consultancy should give a certain, if small, payoff; the thesis may have a small probability of an enormous payoff. Clearly then, if the firm expects a traditional consultancy report, it will be disappointed. If the students try to write one, they will not get their PhD.


Brilliant and original work which will make a first‑class PhD can also make superb consultancy. This can only happen if the firm is quite clear what it can expect and what its obligations are: 

· The firm is paying perhaps two months’ consultancy fee for three years’ work. If it gets anything more than two month’s consultancy, it should be grateful. It cannot expect to have the student, body and soul, for three years.

· If the firm wants the really high payoff that can come from high‑risk research, and it must get top students and let them have their head, on the understanding that it is 4‑1 that there will be no financial benefit to the firm.

· The firm should not bring any pressure on the students to change the method or direction of the research. I have seen mature, experienced, and highly competent students being bullied into changing their approach every time someone in the firm got a new idea. Worse, I have seen them bullying themselves into doing what they see to be in their sponsor’s interests. Every bright idea dreamt up by management is likely to waste two months of the students’ time.

· The firm should give the students clear terms of reference and an in‑depth briefing on the problem. This means a lot more than a morning’s interview and a visit to the factory.

· The students should be given full back up from the firm’s management and the research division, but not supervision by them.

· Some firms put in a clause saying that the results may not be published, or may not be published without their approval. This is a major handicap to the students. A PhD is worth considerably less without publications. The students have lost everything if they abandon their PhD without being able to publish what they have done. Furthermore, the possibility of publication is an important incitement to effective work. If the students were doing part‑time PhDs while working, and they were using a great deal of secret information, there might be something in it. However university students would have very limited access to secret information, and by the time it was processed, written up, refereed and printed, it would be out of date. It is usually acceptable for published papers to use figures that have been changed to protect confidentiality – a paper is nearly always important because of the analysis and not because of the actual figures. Some firms are reluctant to see their rivals getting any benefit at all from money they have paid out. Again, they should be told that they will be getting a first draft, while the paper may not be published for two years, and even then there is a chance that their rivals do not read the Journal of Political Economy.


I have talked here of the serious conflicts of interest that arise when the student and the sponsoring firm have different objectives. One does not have to talk of malice, exploitation or manipulation when explaining the disaster that follows, just fuzziness of aims. The conflicts of interest may seem obvious when a firm is involved, but all these conflicts of interest, and more, arise when government departments sponsor the research.

THE CHOICEtc "THE CHOICE" \l 2
Students who want to be academics have no choice: they have to have a PhD. The students who would rather like a further qualification, but who are not willing to spend six years on it have an equally clear decision. For others, the choice is difficult. 


However, the amount of time that is wasted shows that the universities are doing a very bad job. They are not teaching and supervising students as they undertake to do. They are working to a degree system devised for examining theological students in past centuries. The system is not effective in teaching students how to apply economics, or in teaching them theory, or to getting them to produce original and useful research.


If you do decide to do a PhD, you should be absolutely clear about your objectives, firm in getting the support you need from the university and single‑minded in your pursuit of your objectives. 

If you attempt a PhD, you can expect to waste several years of your life because:‑
 
A PhD is necessary only if you want to be an academic. In other areas, the payoff is small. It may well work against you.

 
Half of the people who start will never get their PhD. The others will take an average of 6 years.

 
It counts against you if you start a full‑time PhD and do not finish. A six or seven year PhD is of doubtful value.

If you must take a PhD,
 
Consider taking it on publications. Consider the relative advantages of part‑time (external) and full‑time (internal) degrees.

 
Choose your university carefully.

 
Choose your supervisor for his record of successes with previous students, academic record, personal compatibility, and willingness to spend time on you.

 
Choose your subject with both academic success and future employability in mind.

 
Write 1000 words a day.

 
Work to a timetable.

 
Think twice before accepting any grants or bursaries with strings attached.

I WROTE AN ARTICLE IN THE THES ABOUT MY OWN PHD.
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POSTSCRIPTtc "POSTSCRIPT"
Like most economists, I imagine, I got into economics by accident, without having any idea what I was letting myself in for. I dropped English at “A” Level because I did not want to end up as a schoolteacher; I dropped classics because it was a dying trade; I dropped biology because I could not remember the long words; I dropped accounting out of boredom. The only factor in favour of economics was that a friend’s father, who I liked, taught it.


I have never regretted my choice. Economics is a far more exciting and satisfying profession than most. I hear chemists, for example, bewailing the fact that, for all except a lucky few, chemistry is no more than the routine tests of quality control. I see scientific researchers applying routine experiments to problems which are, if not straightforward, amenable to the routine processes of normal science. I see agricultural scientists giving farmer after farmer the same advice, and seeing it ignored year after year. I see accountants sitting at a desk trying to trace errors in adding up columns of figures. I see managing directors occupying most of their time with trivial problems “Has the lorry arrived yet?”, “Why has the production line stopped this time?”.


I have never felt as an economist that I was applying routine techniques to a routine problem to get routine answers. I have always known that I was stretching myself, doing a difficult task, one which is different each year. I have always found that it paid to put my whole mind into analysing even a simple firm or market (and after all the theory of the firm and the theory of the market are not that simple). There was always something to be learnt, whether a point of theory or a practical payoff. As a result, I have been carrying out analysis of new problems, problems that may not have existed a year previously. I have had to develop my own models, my own theory to handle these problems. Even when I have been working on a minor study, I have been doing original research, far more original than the majority of scientists ever touch in their whole working lives. I have always known that however weak I was in other areas of economics, I was the world expert in the topic I happened to be working on, even if it meant defining it as narrowly as the “the economics of the Tanzanian tobacco industry”, to be sure that nobody else was working on it.


There cannot be many professions where you could expect to do such important work. In the analysis of a firm, savings of several million pounds are common. Working on marketing and price policy in the third world you may make it possible to increase the cash income of millions of peasants by a quarter or a third, and so save thousands of lives. You may be able to prevent a famine, by price policy or by an early warning system, as some of my colleagues have done. Can any doctor claim to have saved as many lives?


At times, I have worked with my mind fully stretched, on an important problem, producing completely original work. This can produce a high, even an ecstasy, which can last for weeks at a time.


I am now half way through my career. In many professions this is the time when you have gone as far as you ever will: you have got all the promotion you can expect, and you will be doing the same job day after day for the rest of your life. In economics this is not so. Even if I do stay in one job for the rest of my life, I will be tackling different problems, and I will be fully stretched learning and developing new techniques of applying them. I may not ever be paid any more, but there will be no shortage of intellectual challenge and personal development. I also expect to be a lot more productive in the future, because I have a lot of experience, and because I will be putting more effort into doing the right job, tackling it more efficiently, and getting my results put into practice.


For the reader about to embark on a career in economics the sky is the limit. You can do exciting work, important work, and get well paid for it. Good Luck!
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In this appendix, I am taking as a practical example one type of economic project, showing how an economist’s time can be allocated, allowing for the probability of a high payoff as well as the probability of getting action on the results. Although most of my experience has been in Europe, I am drawing very heavily on my experience of dealing with the large marketing boards in the third world. This is because they are far more open about their activities than any firm, private or state‑owned, in the developed world. Governments have also made a serious attempt to monitor and control their operations. This has meant that I have been able to go into firms with government and political backing, and I have got a surprising degree of cooperation from the firm’s staff.


I am going to give a lot of examples of inefficiency, corruption and fraud, but I am not suggesting that these are unique to the Third World. On the contrary, I have found one of the largest multinationals to be quite as inefficient and to have similar problems with theft in its operations in one European country. I have found both the EEC bureaucracy and the Irish bureaucracy to be far worse than any third world bureaucracy on occasion. Europe and the United States have the resources to be inefficient on a much grander scale, as is shown by Bignell and Fortune (1984) in their analysis of systems failures like Three Mile Island, the Humber Bridge, the collapsing of the Alexander L. Kielland rig, the collapse of Rolls Royce and the DC10 air crash in Paris. The managers in the third world also face a much harder task than managers of similar organizations in Europe. They are under heavy political pressure. They face awesome responsibilities. They may be operating where the infrastructure is collapsing around them. Foreign exchange shortages mean that it may take a year or more to get the foreign exchange to buy an urgently‑needed spare part. 
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As in any study, the first question to ask yourself is “SO WHAT?” Does it really matter if you do the job at all? In this case, the answer is emphatically “Yes”. These marketing boards are firms that buy, process and sell agricultural produce. They may have turnovers ranging from one million pounds up to several hundred million pounds. In a typical least‑developed country, marketing boards handle 80% of the nation’s exports, so any decline in their efficiency, leading to a fall in quality or quantity exported or price received, will have a very serious effect on the economy. 80% of the population are peasant farmers, and for most of them, the marketing boards are the only source of cash income. Any increase in the farm gate price will have a substantial effect on the living standards and life expectancy of tens of thousands or, sometimes, millions of people.


What sort of payoff is possible? Even in a lightning study, of a month or two, an experienced economist could expect to identify savings that would increase farm‑gate price by one third. If one had, say, six months, one might identify savings that would double or treble the farmers’ incomes. The possible savings identified may be valued in tens or even hundreds of millions of dollars. 


The probable payoff is considerably less than the possible payoff for several reasons. First, management may not have the will or the ability to implement the recommendations. Second, political pressure may be needed to persuade management to act, which means that the political will must be there. Often it is, but often political considerations prevent the politicians from putting pressure on management to reform. They may even press them not to reform. Third, there will inevitably be some delay in implementation which reduces the present value of possible payoff. In spite of these difficulties, a large payoff is possible. I can say from experience that it is realistic to talk of increasing farm gate prices by a quarter, or reducing operating costs by a third within six months. In the rest of the chapter, I shall be giving some indications of which type of recommendation is most likely to be implemented.


The first task is to change the attitude of management. It is easy for managers to become fatalistic after their factory has closed down for the fourth time in a week because of lack of transport to bring in raw materials. They know that they personally can do nothing about it and that the politicians do not seem to be taking things seriously. They become equally fatalistic about their own job, accepting their own failures and those of their subordinates. It is very easy for economists to catch the same fatalistic attitude: Ah well, they are doing as well as they can under the circumstances. However, an alarmist, but well‑documented, report can jolt managers into a realization that their jobs are at risk. More often though, some outside pressure is needed to jolt them into action. Again, the excited report is the key, but this time it is fed to the decision makers. If a Minister sees that one of his industries collapsing, he will act decisively. The aid agencies react quickly to a report that stresses the urgency of the problem and the payoff and that backs up its recommendations with hard analysis – the Dutch government produced $10 million immediately on the strength of one of these reports.
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Throughout the study, you should be asking yourself What should the organization be doing? Should it exist at all? These are key questions, but in practice you are not likely to reach a conclusion until the end of the study, because you really have to understand the industry and the firm before you can decide. 
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Once you have decided that the job is worth doing, you must decide where to start. Other things being equal, the biggest savings exist where there are the largest flows of cash and resources. Obviously, you should start with a large firm, because the probable savings are higher. Once you have selected your firm, you should look at the accounts to determine the probable payoff from any saving. An example will show how this is done.

THE MODEL FIRM
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In order to shield the guilty, I am not quoting figures on any one firm. Instead, I have constructed a model of a composite firm, one which shows aspects of many of the firms that I have worked on. This model has proved surprisingly apt for examining a range of firms in different continents. To shield the guilty, again, I am basing the example on a product I have never studied, tea. 


The Tea Marketing Board is a firm which buys freshly plucked leaf from the peasant farmer and takes it into a factory for fermentation and drying. One third of the finished product is sold to local firms, which pack it and market it within the country. The other two thirds is exported and receives the world market price. Because the firm provides only a small proportion of world supply, export demand may be taken to be perfectly elastic. The Tea Marketing Board is a non‑profit‑making firm. Its objective is to break even financially, and to pay as high a price as possible to the peasant farmer. The farmers get the firm’s receipts minus its costs as farm‑gate income. From this they would subtract the cost of their bought inputs, like fertilizer and tools, to get their Net Cash Income. (It is usual to leave payments to labour and the cost of the labour of the farm family as a residual, rather than making an arbitrary imputation of wage rates and labour costs). Marketing and processing costs amount to two thirds of the Tea Marketing Board’s revenue. The farmers get only one third. 


In this chapter, I shall be showing that in many industries economic analysis can double or treble the farmers’ Net Cash Income. If the objective were to increase the firm’s profit rather than to increase the farmers’ income, a ten‑ or twenty‑fold increase in profits would be usual.


In order to show what effect a given saving will have on farmers’ income, it is necessary to look at the structure of the firm, and to see how its costs are made up. This is shown in Table 1. A third of the firm’s revenue comes from sales to local firms, which pack the tea for sale within the country. Two thirds comes from exports. From the total of these, the Total Revenue, are subtracted the operating costs – transport, buying expenses, staff costs and so on – to give Payment to Farmers. Subtract from this the costs of the fertilizer, tools etc. that the farmer has to pay for, and you have Net Cash Income.


Now some simple calculations will show what payoff is possible from any saving or price increase you can identify. In the example in Table 1, a 10% increase in export price (an extra $6.7 million revenue) would result in a 20% increase in Net Cash Income to farmers. This is calculated as follows: $66m (export earnings) x 10% (improvement in price) ‑:‑ $33m (Net Cash Income) = $6.7m ‑:‑ $33m = 20% increase.


Column 2 gives the effect on Net Cash Income of improvements in other respects. For example, a saving of 10% in administrative staff increases Net Cash income by only one third of one per cent (i.e. $1m x 10% ‑:‑ $33m = 0.003). The table shows that ceteris paribus the biggest payoff is likely to come from increasing total revenue (which implies selling a larger quantity or getting a higher price). Increasing total revenue by 10% means 30% more for the farmer. The effect of reducing costs is less dramatic. If all costs fall by 10%, the farmer gets only 12% more. It looks as though it will pay to concentrate cost cutting on reducing transport and processing costs. All this assumes of course that it is equally easy to save money in any of these areas, an assumption that will be looked at more closely in the rest of the chapter.


While this cost structure is similar to several others I have seen, it should not be assumed that it is typical or that the relationships will be the same in other countries. For example, where the firm is less efficient, or where the crop is less valuable, the farmer often gets as little as 20% of the selling price. Here, a 10% increase in Total Revenue would mean 50% more for the farmer. 

MISTRUST ACCOUNTS
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I emphasized earlier that economist are no accountants and that their biggest payoffs often come when they point out that the accounts do not reflect the resource flows. A common and serious example of this arises from the fact that most third world countries in particular have wildly unrealistic exchange rates. In the last decade the increase in oil prices followed by the collapse of the world commodity markets threw a great strain on their currencies. They are earning far less than they used to from their exports and paying more for their imports. The official exchange rates were set when export prices were high, and in some cases have been held on a par with the dollar in spite of the collapse of the export sector. In many countries, it would be true to say that the official rate is twice the real rate. In Tanzania the black market rate has been about seven times the official rate, and in Ghana sixteen times. 


Table 2 shows what effect the overvalued currency has on the firm, where the “real” exchange rate was half the official rate. Column 1 is comparable with Column 1 in the previous table. However, the costs are all higher, because of inflation and scarcities. Only the revenue is unchanged – and this is only because the foreign exchange rate has been held constant. The result is that the farmer is getting only 13% of what the marketing board receives. Inflation has cut the purchasing power of this 13%, so the farmer is getting perhaps a quarter of his previous income. This is by no means an exaggeration: I have seen many cases as bad as this, and some much worse.


The second column has been worked out using shadow prices, with foreign exchange worked out at twice the official exchange rate. This shows in effect what would be the situation if there were devaluation to the “real” rate. At this shadow rate, export earnings are twice as high. Some costs are higher, because their foreign content is costed at the new rate. If we used this more realistic costing, the farmer would get three times as high an income. (This figure is very sensitive to the cost structure of the firm: I have seen several instances where a 50% devaluation would have meant that the farmer got four times as much. Where an 80% devaluation would be appropriate, the impact on the farmer would be far greater). This analysis assumes that the government has a range of options, including devaluation, operating parallel exchange rates, increasing import duties and paying a subsidy to the exporting firms.


Note that devaluation does not have any effect on the amount of foreign exchange earned by the country in the short run. The tea is sold on the international commodity market and the country faces a perfectly elastic demand curve. The same number of pounds sterling or US$ is obtained. The change is that more of the purchasing power goes to the peasants who produce for export, and less to the urban population who consume imports.


Column 3 in Table 2 is equivalent to Column 2 in Table 1. It shows the percentage increase in the farmers’ net cash income resulting from a 10% reduction in cost or increase in price. Here the benefit to the farmer comes most particularly from increasing export prices, and from reducing transport costs, which have a high foreign exchange component.

GO WHERE A DECISION IS WANTED
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It is obvious from this that the peasant would be three times as well off if there were devaluation. However, I as a micro economist cannot recommend it: I can only say that it would solve a lot of the problems in my sector and the payoff would be enormous. In practice, though, there is not much chance of my achieving decisive action on this. There are political problems. Some politicians equate the strength of the currency to their personal and national prestige. Some resent the fact that the IMF is pressing this solution on them and refuse to do it on principle, even though their officials are pushing the same solution. Some realize that they do not have the administrative resources to devalue successfully. Some realize that devaluation would mean a big switch in income from the urban mob who surround the President’s palace to the distant farmers who have no political clout. Some realize that it would break the black market that is the source of their patronage. This is a situation where the decision has already been made, and it has been made against devaluation. The chances of your doing anything about it by yourself are small, and it is tempting to court favour by keeping your mouth shut and presenting only politically acceptable alternatives.


This is a mistake. You do not fool yourself, nor do you fool the civil servants who have been pushing for years for devaluation. Your credibility suffers because you do not see what is staring them in the face. You also give up any possibility of bringing about a change, forgetting that changes can be made if you make it clear what needs to be done from the viewpoint of your industry and other economists do the same from theirs. The macro‑economists and the IMF will throw in their weight, and eventually the decision will be changed. It is unfortunate that it usually takes too long to get action. By the time it is decided to devalue by 10% a 50% devaluation is needed and the shock to the economy may be fatal.

FIND OUT IF THE ORGANIZATION CAN DO ITS JOB
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Before you rush in to the high payoff work like pressing for devaluation or increasing export earnings, you should ask one very basic question, “Can the organization do its job?” If it has not got the physical resources to market the crop, the very existence of the industry is threatened. Often, the most important reasons for inability to perform are not under the control of the firm or even the Ministry. For example, poor road maintenance, bad distribution of fuel through the country or failure to allocate the foreign exchange to buy the necessary spares can bring a firm, and an industry, to a halt. (Much of this can be blamed on the long-term effects of an overvalued currency, though devaluation will not solve the problem overnight). The working economist, and particularly the expatriate, may feel justified in ignoring these problems or in just mentioning them in passing, on the grounds that everybody knows about them already, and anyway, there is no chance of building up the political will for an inter‑ministry battle. 


I feel, though, that these problems often continue because everyone believes that they are common knowledge, and no one has ever told the decision makers. I mention them if only to keep my conscience clear – I hope never to be in the position of the people I saw recently on TV, admitting that it was their carelessness, their failure to speak up, that was responsible for permitting the jerry‑building of the tower blocks that are now falling to pieces a few years after they were built.


It is much easier to get action on a breakdown of the system within a firm. In the Third World, this usually arises from failure to maintain the processing and storage facilities and the transport fleet. This may be due to bad management, poor maintenance or to the lack of foreign exchange for spares and replacements. Often, too, the accountants have used straight-line depreciation in an era of rapid inflation with the result that there is no money to replace equipment – another reason why you should remember that you are an economist and that you mistrust accounts. Mind you, I have seen cases where this straight-line depreciation is an accurate reflection of expenditure: plant is run down completely and is then replaced by a donor country. In one ex‑colony, in fact, the government refuses to maintain the infrastructure on the grounds that the Imperialists left no infrastructure to maintain.


Misallocation of foreign exchange is aggravated by accounting systems. It is not obvious from normal accounts why one firm should get more foreign exchange than another. If its purchases and sales are costed in foreign exchange terms, it becomes clearer which firms use it most efficiently and which are net earners.


I have found it generally true that a sudden demand for more storage shows a collapse in the processing or marketing systems. If there is insufficient processing capacity, there can be a build up of raw material waiting for processing. If there is insufficient transport, half the crop may be left in rough and ready stores at village level, while the processed crop is left in the factory because it cannot be transported to the coast for export. There may be a collapse of the world market which means that the product cannot be sold. Kenya was left with enough pyrethrum in stock to keep the world supplied for two years after the invention of synthetic pyrethrins, and I have heard of similar build ups elsewhere. The unfortunate thing is that management perceives this as a storage problem and invests in more stores. Several times, in fact, I have been asked to approve a firm’s application for more stores, only to find that the problem was the collapse of the processing plant or the breakdown of the transport fleet. The cost of the storage sheds was more than the cost of repairing or even replacing the broken machinery. 


These two physical failures, failure of the transport fleet and failure of processing machinery, can cause progressive collapse of the industry. Stocks build up, choking the distribution system and causing congestion in the factories. Instead of processing the whole crop in four months, the firm has to take perhaps ten months, working on the odd days when raw material is available, the electricity supply is working and the plant has not broken down. As a result, they have no time for the annual overhaul of machinery, which would normally be done in the eight months off-season. This means that serious breakdowns become more frequent in the following year. When the next season starts, the factory and the distribution system is still choked with the previous year’s crop. The industry is about to collapse, ending up as a pile of worn out, broken machines, surrounded by rotting raw material. I have seen it happen. 


It is worth noting that some of these firms had recently completed five‑year plans, which had kept their economists busy for a year or two. The accountants had proved no more useful. Not only did their accounts not show the urgency of the situation, but they also did not show the true value of the assets. The book value of plant and equipment was vastly higher than their true value, which was close to zero. The stock valuation was not much better: as stocks build up, and congestion increases it is impossible to keep stock records accurately, and there is no way of finding out whether the stocks do exist or are a figment of a fraudulent accountant’s imagination. It is only when the stocks are cleared that it is possible to find out how big the losses have been.


It is not just the loss in quantity that matters, but also the loss in quality, something that does not show up in the accounts. Old and damaged machinery can damage as it processes. Bad management aggravates the problem. Unprocessed crops and some processed crops deteriorate in store. Congestion causes physical damage to the produce by reducing ventilation, by crushing and pressing the product and by making it difficult to pass through the storeroom without hitting something.


Buyers in one of the world commodity markets told me that in one African country there had been a steady decline in the quality of processing over ten years, with the result that the country had lost the ten per cent price premium it had previously had over its competitors and had lost many established customers. This meant a one‑third drop in price to the farmers (see Table 2: $133m export x 10% ‑:‑ 40m Net Cash Income = 33%). When the industry came to the point of collapse, there was a further drop in quality and there were serious fears that the country had permanently lost most of its customers.


Failure to supply inputs like seed and fertilizers at the right time, and failure to supply credit also inevitably reduce output. This can arise from transport failures, financial problems (usually linked with the exchange rate) or just bad planning. In one case, a firm was allocated half the foreign exchange it needed to buy seeds, with the result that production was halved. This saved the country $1 million in foreign exchange, and lost it $20 million in export earnings. 


The payoff from tackling these constraints is high. The model of the tea industry in Table 2 shows that a fall in marketed output of 10% means a 15% reduction in exports (assuming the needs of the home market are met first), which means a 50% fall in Net Cash Income to the farmer. Several times, I have seen as much as 20% of the crop not reaching the end market. Where this happens, the producer is paid so little that production dries up. The loss here is not just the few million dollars worth of product that is wasted each year, but the loss in production as an industry worth perhaps $50 million or $100 million a year grinds to a halt.

PRODUCT LOSSES

Product losses have a similar effect to production constraints. Again, less is sold than there should be, and, again, a 10% loss means a 15% fall in the amount exported (assuming that the home market gets a fixed quantity) and a 50% fall in the producer’s return. In one firm, I found that the quality and quantity purchased should have produced a total revenue 15% higher than that actually achieved. The calculation is simple, but the accountants had not made it. Once the loss had been identified, it was not too difficult to find out why it occurred. One of the most serious leakages was a loss in quality and in weight because of poor storage and handling and the failure to process the crop immediately it was bought. (The 15% was seasonal loss: there were substantially larger losses from mismanaged and unnecessary long‑term storage). In addition, processing losses were higher than the industry norms. Obviously, technical and management improvements were needed, but it proved possible to reduce storage and handling losses, and particularly those in storage, by changing the pricing policy. Substantial incentives were given to produce the grades that sell easily. Selling price and allocation policy were changed, so that all grades were sold and the Board was not left with a stock of those grades that no buyer would buy except in a package with other grades. In this firm, as in several others I have seen, it proved worth checking the humidity of the end product – over‑drying may mean that the product is sold as being of 10% humidity when it is only of 7%, a loss of nearly 3% in total sales and 17% in income to the farmer.


Some of what appeared to be storage losses proved to be imaginary: the product had never existed except as book entries. Some of the junior accounts staff had been sitting in their office writing out the documentation for imaginary purchases, and they had pocketed the money themselves. Some of the tea was stolen and resold to the Board. Classifiers were bribed or intimidated to mark purchases with the wrong weight or grade. These abuses by low‑level staff proved easy to check. They were, in any case, local currency losses and could be regarded as an unintended redistribution of income rather than as a loss of resources. If these losses amounted to 10% of total purchases, the improved regime would only give the farmer 10% more at most. 


Industries in developed countries have very similar problems with product losses. With the supermarket industry, for example this can be the biggest factor in determining whether or not profits are made. It is seldom possible to bring product losses totally under control, but it is possible to bring it down to acceptable levels. In the supermarket industry, in fact, it is argued that staff are paid so little for a very dull job indeed that they must be allowed their fiddles to keep the job interesting. It is only after leakages rise above a predetermined “acceptable” level that there is a security clampdown.

SELLING PRICES
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Increasing selling prices can have a big impact. As Table 2 shows, a 10% higher export price leads to a 33% higher net cash income for the farmer. Experience shows that there are big savings possible here.


It is always difficult in any industry to set the correct selling price, and economists would usually be quite happy if they thought that they were within 5% or 10% of the correct figure. Often, though, firms make no attempt to find out what the correct price is. They do not do any market research nor do they buy any. This may be because no one sees the need for it or because they cannot get the necessary foreign exchange to travel abroad or employ foreign market research firms. Marketing managers are sometimes entirely dependent on buyers’ gossip for information on the state of the market. This leaves them in a very weak bargaining position, particularly when they have only two or three customers, who may conspire to mislead him.


Another very common form of loss occurs when the manager of an export firm has a percentage of the export receipts or the input costs paid into his personal account in a Swiss bank. There are sufficient scandals on this to suggest that it is normal for 5% to disappear in this way. I know of cases where the firm has accepted 60% of the going world price or has paid 220% of the going world price. The effect on the balance of payments is dramatic. The fiddle may be by management alone, with the importers co‑operating reluctantly, because it is the only way you can trade with that country. Sometimes though, the importer is the main beneficiary and the Board’s managers get only a small bribe. Buyers from multi‑nationals have admitted to me that they have funds available for bribes, but they said that they did not use them – “Don’t have to. We just pay their hotel bills and take them on a tour of the night clubs when they visit Europe.” In fact, these buyers were pressing for action to protect management from temptation, because the all‑pervasive corruption was threatening the viability of the industry, and so damaging their legitimate business interests.


It is extremely difficult for an outsider to show that prices are too low. Usually the market is too complicated to be mastered in a short consultancy, and there is a lack of independent price information. One has to keep working away at it for a long time. Something can be done by international organizations like the Food and Agriculture Organization of the United Nations which will supply the country with experienced economists and provide them with the necessary price data to exercise control. Largely these international civil servants are honest, if for no other reason than that they stand to lose too much money if they are caught.


On the home market, there may be a more obvious disparity as prices are kept down for political reasons. The prices are often set below export parity, even below export parity at official exchange rates, with the result that home consumption is encouraged rather than export, and the subsistence farmers subsidize the urban dwellers. However, since the retail price is set by supply and demand, rather than by factory cost plus a fair margin, the subsidy normally ends up in the hands of the retailers or black marketers. The firm may deliberately keep the home market under‑supplied, as part of a national policy of maximizing export earnings. If at the same time home prices are kept low, a black market arises, and managers can earn bribes for preferential allocation of a scarce commodity, even if they themselves are not directly involved in the black market.


What can the economist do about this? It should be quite easy to get the price up to export parity at official rates: in one case, I was able to get an extra 20% for peasants by this. It is easy enough to argue a case for charging full export parity prices at unofficial rates or even for charging a price high enough to get rid of the black market, but it is doubtful if you would get action. In the first place, it would be politically difficult to have the government seem responsible for the high prices instead of the black marketers and the exploiting intermediaries. 
Then there is the consideration that the politicians may be financed by black marketers or be involved in the black market themselves. Even if your recommendations are enthusiastically received, it can be several years before prices can be brought up to export parity.


Export prices received by some countries are low because it is expensive to buy from them. Buyers complain that they themselves must carry out operations formerly carried out by the firm, such as quality control, fumigation and loading. The price is adjusted to allow for the extra costs incurred by the buyers, and it seems that a further sum is subtracted for the carelessness, bloody mindedness and corruption that make this necessary. Again, the economist can bring it to the notice of management, but, since the management themselves are often the worst offenders, there is little chance of action.


On balance, I would say that it is possible for economists to identify large losses in this area, but only if they have plenty of time. If they can pin down the losses, there is a good chance that there will be implementation on the export side and partial implementation on the home market.

OPERATING COSTS
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Transport Costs 

In any country, economists can expect to identify major savings by investigating transport costs. Transport costs are particularly high in most developing countries because of very bad roads, long distances, poor maintenance of vehicles, mismanagement, theft and lack of spares. It is extremely difficult to quantify or identify the excess costs where there is no cost accounting, where logbooks are not kept or analysed and where 90% of the odometers are sabotaged as soon as the vehicle is delivered. Even so, it is often possible to work it out by other means: for example, I was able to show that the cost per ton mile of one nationalized industry was six times the charge made by a commercial firm when working for that marketing board. Waste and theft here halved the farmers’ income.


Efficient use of transport may not always be compatible with strict civil service rules. A very practical economist was put in charge of marketing fertilizer in a least developed equatorial country, and was given only 10‑year old lorries to traverse some of the worst roads in the world. After he had set up the system and had seen it operating for a month or two, he found that the drivers were not bringing the lorries back empty from the interior as they had been told to. Instead, they were buying firewood and bringing it back to the capital city, where they sold it on their own account at a substantial profit, doubling or trebling their income. His first reaction was to clamp down on this quite illegal use of government vehicles, but he held his hand and thought it over for a few weeks.


He decided that as firewood was a light load and would not damage the vehicles, the normal objections would not apply. The major problems in running a transport fleet are the drivers’ failure to maintain the vehicles, careless driving, especially over bad roads, and the drivers’ habit of taking a couple of days’ holiday, saying that the vehicle had broken down. Because of the age of the vehicles and the bad roads, his whole operation would collapse if he could not control this. He concluded that if he turned a blind eye to the firewood business, the drivers would have a very powerful incentive to work all the days they should and to keep the vehicles moving.


And so it proved. The vehicles were lovingly maintained and repaired. There were instances of drivers buying spare tyres on the black market out of their own pocket when there were none in the government stores, because they would lose too much if their lorries were disabled. Here a small, neat bit of analysis by a practical economist meant that the farmers got their fertilizer and a lot of people got fed who would otherwise have gone hungry. 

tc \l3 "Staff Costs

Parkinson’s Law applies in developing countries as much as in developed. It is often a simple matter to show that cuts are possible: in one firm I saw that staff numbers had grown by one third over a period when output halved; in another the ratio of staff to throughput was 36 times as high in one region as in another. Political and trade union considerations make it difficult to do anything about this in any country, as Mrs Thatcher found with the coal miners. 


However, once decision makers in the third world are persuaded that the problem is serious they can take decisive action: in two organizations the response to my report was to cut staff numbers by a third within nine months. My natural sympathy for these people was limited by the fact that they were being paid far more than the peasants for little or no work, and they would have no difficulty in going back to farming themselves. The direct effect of this on farmers’ incomes was not enormous – about 6%. The indirect effects were bigger – attitudes to work improved and transport, stationery, office space and housing costs fell. In addition, there were fewer people left with nothing to do but think of ways to cheat the system. With hindsight though, I feel that I had forgotten the rule “TIME IT RIGHT”. The staff cuts could have been postponed a few years. Management had to devote most of their energy over this time to the staff reductions. The payoff was relatively small compared with that from the other reforms that they could have worked on. What is more, a lot of goodwill was used up, mine and management’s.

Input Costs

Input costs are often inflated by management or politicians taking their cut. I know of one case where 40% of the input costs were being siphoned off to Swiss banks, by collusion between the seller and the buyer. It seems to be accepted by all countries that it is necessary to bribe if you are going to sell to countries like Tanzania. The British may be embarrassed and go about it in a roundabout fashion, but the Eastern Europeans come straight out with “and what is your percentage, Minister?” 

Hobbies

Large sums of money and, worse, management effort are wasted on the general managers’ hobbies, on enterprises which have nothing to do with a firm’s objectives. Hobbies I have seen include running a first division football team (with 2% of the farmers’ Net Cash Income), running a carpentry shop to provide employment for factory maintenance men at slack periods, running commercial transport and tractor hire schemes, running farms to produce more raw material, running a market garden to feed the staff, and operating grocery stores and dispensaries for the neighbourhood. Even if these enterprises had been profitable, and these most certainly were not, they should have been dropped, because they were drawing the firms’ attention from their main job.

Implementation

Implementation is a problem. In most of the countries I have worked in, I have been lucky enough to have a minister who was willing to fight to get things done. However, even ministers and senior civil servants find it difficult to overcome the inertia and the vested interests of management. Often too, there are a lot of powerful people making money, and no one dares challenge them. There may be problems at another level. Once I asked a manager why he had written off all his bad debts instead of taking his debtors to court. He did not say that it would not be cost effective, or that the debtors were bankrupt (which was probably true in this case). He said “Man, in this country it only costs $150 to get a man killed”

CONCLUSION

tc \l2 "CONCLUSION
Throughout this chapter, I have been emphasizing the need to use the decision rules. First, ASK YOURSELF “SO WHAT?”, is it really worth doing the job at all. Then GO FOR THE BIG MONEY, working on those areas where there are the biggest cash and resource flows and where even a small percentage saving can have a big effect. Then evaluate your chances of making a big saving – and I am afraid experience is needed here. You are aiming to INFLUENCE DECISIONS, so WORK WHERE A DECISION IS WANTED and GO WHERE THE DECISION MAKERS ARE ACCESSIBLE. The pressure groups aiming to maintain the status quo may be so strong that it is impossible to get any action on some of the major issues, so you may be better off dropping them. However, you are likely to get full support for stamping out low‑level corruption. THINK TWICE BEFORE FIGHTING A DECISION ALREADY TAKEN, but where it is an important matter like devaluation, do not be afraid to speak out. TIME IT RIGHT – do not waste time on cutting staff or checking misuse of postage stamps if there are problems that are more urgent. Remember too that ACCOUNTANCY IS NOT ECONOMICS. Your major contribution may be showing that the accounts do not reflect the real problems. You can do wonders with badly kept account books as long as you are willing to think about them. FIVE YEAR PLANS ARE SELDOM USEFUL, so a firm that has wasted its economists on these is worth investigating for urgent problems.
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 (Shadow exchange rate is twice the official rate) 
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33 
 33 
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67 133 34
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15 26 7

 Buying expenses 
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 Other overheads 
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 NET CASH INCOME 
13 40 



Abbott, J.C. “International bibliographic services for marketing: an appraisal for convenience for work in developing countries”, Journal of Agricultural Economics 33(2) 207-17, 1982

Akerlof, G.A., “The economics of caste and of the rat race and other woeful tales”, Quarterly Journal of Economics 90:599-617,1976

Allen, G.R., “The Bowbrick-Sen dispute and some related issues,” Food Policy, 11(3) 259-263, 1986. 

Allen, J. and Lientz, B.P. Effective business communication: a practical guide. Santa Monica, California. Goodyear Publishing Co Inc., 1975.

Anon, “Do scientific journals need a code of practice?” Nature, (Editorial) 258(1) Nov 6. 1975.

Atkinson, M., Our masters’ voices: the language and body language of politics . Methuen, London and New York. 1984.

Bellamy, Margot, A., “The evolution of information sources and the use of information technology in agricultural economics”. Journal of Agricultural Economics, 35(1) 1984, 31-38

Belson, W.A. “Tape recording: its effect on accuracy of response in survey interviews” J.Market.Res. 4. 253-60, 1967.

Berlo, D.K. The process of communication N.Y. Holt, Rinehart and Winston. 1960

Bevis, J. “Interviewing with tape recorders” Publ. Opin. Q. 14, 629-34. 1949

Bidgood, R. Future markets for consultancy – professional business development abroad ., Northwood Publications Ltd., London, 1980

Bignell, V. and Joyce Fortune, Understanding Systems failures, Manchester University Press. Manchester. 1984

Bowbrick, P., “A refutation of Sen’s theory of famine”, Food Policy, 11(2) 105-124, 1986.

Bowbrick, P., “Are price reporting systems of any use?”, Food Marketing 1988

Bowbrick, P., “Rejoinder: an untenable hypothesis on the causes of famine”, Food Policy, 12(1), 1987.

Bowbrick, P., “The use of tape recorders in agricultural economics research”, Journal of Agricultural Economics 26(2):261-3. May 1975

Bucher, R., Fritz, C.C, and Quarantelli. E.L. “Tape recorded interviews in social research” Am. Sociol. Rev. 21, 359-364, 1956.

Bucher, R., Fritz, C.C. and Quarantelli, E.L., “Tape recorded research: some field and data-processing problems.” Publ. Opin.Q. 20, 427-439. 1956

Canterbery, E.R., and R.J. Burkhardt, “What do we mean by asking whether economics is a science.” in Eichner (1983).

Champernowne, D.G. “Review of H. Thiel’s “Principles of Econometrics” Economic Journal. 82 222-3, 1972.

Cochrane, W.W., “Some nonconformist thoughts on welfare economics and commodity stabilization policy” American Journal of Agricultural Economics, 508-511. 1980. 

Conan Doyle, A., “Crabbe’s Practice” The Conan Doyle Stories, John Murray, London 1929.

Crane, D., “The gatekeepers of Science: some factors affecting the selection of articles for scientific journals.” American Sociologist 195-201. 1967.

Department of Education and Science (P.Swinnerton-Dyer Ch.) “Postgraduate Education: Report of the working party. Advisory Board for the Research Councils. Session 1981-2” Cmnd 8537.

Earl, P.L., “A behaviourist’s theory of economists’ behaviour” in Eichner (1983).

Eichner, A.S., Why economics is not yet a science. Macmillan, London. 1983.

Engel, J.F., “Tape recorders in consumer research” J.Market. 26, 73-4. 1962

Feige, E.L., “The consequences of journal editorial policies and a suggestion for their revision.” Journal of Political Economy 83(1), 1291-5, 1975.

Flesch, R. How to test readibility. N.Y. Harper Bros. 1951

Flesch, R. The art of readable writing London, Collier Macmillan. 1965.

Fowler, H.W., Modern English Usage Clarendon Press, Oxford.

Frank, Judith D., S.J. Fallows and J.V. Wheelock, “Britain’s National Food Survey: whose purpose does it serve?” Food Policy February 1984.

Friedman, M., “The methodology of positive economics.” in Essays in Positive Economics, Chicago: University of Chicago Press. 1953.

Galbraith, K., A life for our times: memoirs Andre Deutch. London, 1981.

Garrod, P.V. and R.K. Roberts, “Prices as proxies for prices”, American Journal of Agricultural Economics 68(3) 626-633, 1986.

Gordon, M., “Evaluating the evaluators” New Scientist 10.2.1977. 342-3.

Gould, S.J. “When the unorthodox prevails” New Scientist 28.9. 1978. 942-3.

Graves, R. and A. Hodges, The reader over your shoulder Mayflower Books, London 1947, 1964.

Hansen, W.L., Weisbrod, B.A. and Strauss, R.P. “Modelling the earnings and research productivity of academic economists”, Journal of Political Economy, 86(4) p729, 1978.

Harberger, A.C. “In memoriam Harry G. Johnson 1923-77”, American Economic Review Sept 1978, 739-40.

Hawkins, R., L. Ritter and I. Walter, “What economists think of their journals”, Journal of Political Economy 81,1017-32, July/Aug 1973

Herbert, A.P. What a word! . Methuen, London. 1935.

Higgins, T. “Innovation strategies for successful product and process commercialization in Government R & D”, R & D Management 7(2) 53-9. 1977.

Hutcheson, T.W., “On the history and philosophy of science and economics.” in Latsis (1976).

Ingelfinger, F.J., “Peer review in biomedical publication.” American Journal of Medicine. 56:686-692. May 1974.

Kearl, J.R., Pope, C.L. Whiting, G.C. and Wimmer, L.T., “A confusion of economists?”, American Economic Review, 69(2) 28-37, May 1979.

King, R.A., “Choices and Consequences”, American Journal of Agricultural Economics, 839-848 December 1979.

Klare, G.R., “Assessing readability”, Reading Research Quarterly 10 (1), 62-102. 1974-5.

Klare, G.R., The measurement of readability, Iowa State U.P.. 1963

Kubr. M. [ed.], Management consulting – a guide to the profession . ILO, Geneva, 1980.

Kuhn, T.S. The structure of scientific revolutions International Encyclopedia of Unified Science, University of Chicago Press, 1962. 1970. ISBN 226-45804-0

Ladd, G.W., “Artistic research tools for scientific minds”, American Journal of Agricultural Economics 1-11 February 1979.

Lakatos, I. “Falsification and the methodology of scientific research programmes” in Lakatos, I and Musgrave, A. (eds.) Criticism and the growth of knowledge Cambridge University Press, Cambridge, 1970.

Lancaster, K.J. “A new approach to consumer theory”, Journal of Political Economy 74,132, 1976.

Lancaster, K.J. “Socially optimal product differentiation” American Economic Review 57, 567-85, 1975.

Lancaster, K.J. Variety, equity and efficiency, Columbia University Press, New York and Guildford, 1979.

Latsis, S. (ed.), Method and appraisal in economics. Cambridge University Press, Cambridge. 1976.

Leamer, E., “Let’s take the con out of econometrics” The American Economic Review 73(1) 31-43, March 1983

Leontif, W., “Foreword.” in Eichner (1983). 

Leontif, W., “Theoretical assumptions and non-observed facts.” American Economic Review, 61. 1-7. 1971.

Macfarlane Smith, Joan, “Interviewing techniques” IMRA Journal August 1974. 40-52

Machlup, F., “Publishing scholarly books and journals; is it economically viable?” Journal of Political Economy, 85(1) 217-25. 1977.

MaGuire, W.J., “The yin and yang of progress in psychology: seven koan.” J. Personality and Soc Psychology, 26 (3) 446-56. 1973.

Mayer, T., “Economics as a hard science: realistic goal or wishful thinking.” Economic Inquiry 1980.

Medawar, P.B. The art of the soluble. Methuen, London. 1967. 

Milne, W.E. Numerical Calculus Princeton 1949 p30ff.

Morehead, J., Introduction to United States Public documents. 2nd ed. Littleton CO: Libraries Unlimited, 1978.

Morgenstern, O., On the accuracy of economic observations, Princeton N.Y. Princeton University Press, 1963.

Nisbett, R. and L. Ross. Human inference: strategies and shortcomings of social judgement. Prentice Hall, Englewood Cliffs, 1980.

Ogilvie, D. Blood, brains and beer, London, Hamish Hamilton, 1975.

Ogilvie, D., Confessions of an advertising man Mayflower Dell, London, 1968.

Oster, Sharon, “The optimal order for submitting manuscripts” The American Economic Review 70(3) 444-8, 1980.

Partridge, E. Usage and abusage Penguin, Hamish Hamilton, 1947, 1980.

Paul, L.C., “Reading levels of publications for farmers.” OECD Agricultural Review. 17,65-62,1970

Popper, K., Conjectures and refutations: the growth of scientific knowledge. London: Routledge and Kegan Paul. 1974.

Popper, K., The Logic of Scientific Discovery. Hutchinson, London. 1959, 1975.

Pyke, D.A., “How I referee.” British Medical Journal 6.12.1976. 1117-8

Redlich, F.C., “High fidelity recording of psychotherapeutic interviews” Am. J. Psychiat. 107, 42-48. 1950

Reichmann, W.J. Use and abuse of statistics, Methuen, 1961. 

Robbins, L.W., S.B. Harsh and J.W. Allen, “Enhancing mutual benefits from firm-level research efforts” American Journal of Agricultural Economics 59(3) 583-6. 1977.

Rogers, E.M. and Shoemaker, F.F. Communication of innovations . Free Press of Glencoe. 1971

Roget, P. Thesaurus of English words and phrases Many revised editions on the market.

Rosenbluth, G., “Publishing economics.” Canadian Journal of Economics, 12(4) 551-74. 1979.

Russell, B. Letter to Alys Pearsall Smith, 1894. Quoted in his autobiography.

Schmitz, A. and Seckler, D. “Mechanized agriculture and social welfare: the case of the tomato harvester.” American Journal of Agricultural Economics 52(4) 1970. 569-577.

Schultz, T.W., The economic value of Education . N.Y. Columbia UP,1964

Scott, W., The skills of negotiating, Gower, Aldershot,1981

Sen, A.K., “Ingredients of famine analysis: availability and entitlements” Quarterly Journal of Economics, August 1981. 433-64.

Sen, A.K., “Reply: Famine and Mr Bowbrick” Food Policy 12(1) 10-14, 1987.

Sen, A.K., “The causes of famine: a reply” Food Policy 11(2) 125-132, 1986.

Sen, A.K., Poverty and Famines . Oxford: Clarendon Press, 1981.

Simon, H.A., “Rational decision making in business organizations.” American Economic Review, 69: 493-513. 1979.

Snow, C.P., Public affairs Macmillan, London, 1971.

Steinbeck, J. Journal of a Novel 

Swinnerton-Dyer (Chairman) Committee on Postgraduate Education 1982.

Tuckman, H.P. and Leahey, J.,”What is an article worth?”, Journal of Political Economy, (83(5), 951-967. 1975.

Wallis, W.A. and H.V. Roberts, Statistics: a new approach. Methuen, 1957.

Walster, G.W. and T. Anne Cleary, “A proposal for a new editorial policy in the social sciences.” The American Statistician, April 1970. 16-19

Wanderer, J.J. “Academic origins of contributors to the A.S.R., 1955-65.” American Sociologist. 1: 241-3. 1966.

Weil, B.H., “Standards for writing abstracts”, Journal of the American Society for Information Science,21(5), Sept.-Oct. 1970

Whiteley, R.D., “The operation of science journals: two case studies in British social science.” Sociological Review. 18:241-59. 1970.

Williams, K., “Facing reality – a critique of Karl Popper’s empiricism.” Economy and Society 43, 309-58. 1975

Winfield, G. [Chairman], The Social Science PhD: The ESRC Inquiry on Submission Rates Economic and Social Research Council, London 1987.

Zarcovich Quality of Statistical Data FAO, Rome. 1966.

Zuckerman, H., and Merton, R.K., “Patterns of evaluation in science: institutionalization, structure and functions of the referee system.” Minerva 9:66. 1977.


4WHAT ECONOMISTS DO


4APPLIED ECONOMICS


5DESCRIPTIVE ECONOMICS


6THE SOUND, PRACTICAL, COMMON‑SENSE APPROACH


7THE IVORY‑TOWERED THEORETICIAN


8ECONOMISTS DEAL WITH MONEY


8THE ECONOMIST AS AN ACCOUNTANT


9AN ECONOMIST IS SOMEONE WHO USES STATISTICS


10THE ECONOMIST AS AN ECONOMETRICIAN


10THE ECONOMIST AS A CALCULATING MACHINE


11CONCLUSION


12Bibliography


13ALLOCATING YOUR TIME


13FOR EFFECTIVENESS


14FORMAL APPRAISAL MODELS


16THE DECISION RULES


16ASK YOURSELF SO WHAT?


16ABANDON UNPRODUCTIVE WORK


17GO FOR THE BIG MONEY


18INFLUENCE DECISIONS


18WORK WHERE A DECISION IS WANTED


18GO WHERE THE DECISION MAKERS ARE ACCESSIBLE


19TIME IT RIGHT


19THINK TWICE BEFORE FIGHTING A DECISION ALREADY TAKEN


20CHOOSE TECHNIQUES THAT WILL CONVINCE


21AVOID DATA COLLECTION


21AVOID SURVEYS


22ACCOUNTANCY IS NOT ECONOMICS


22AVOID LONG‑TERM PROJECTS


24BEWARE OF COMPUTERS


25FIVE‑YEAR PLANS ARE SELDOM USEFUL: 20‑YEAR PLANS NEVER ARE


25DO NOT BE AN EXPERT ON DAILY MARKET FLUCTUATIONS


25DO NOT BE AN INSTANT EXPERT


26COVER NEW GROUND


26DO NOT RE‑INVENT THE WHEEL


26IMPROVE YOUR SKILLS AND STATUS


27IT IS NOT YOUR DUTY TO KEEP YOUR STAFF BUSY


27BALANCE


28AVOID ADMINISTRATION


29KNOW YOUR WEAKNESSES


29SET YOURSELF A TARGET


31DECISION RULES


32Bibliography


34HOW CONTRACT WORK BIASES ALLOCATION OF TIME


35MISALLOCATION


37BIAS IN RESEARCH


37QUALITY OF RESEARCH


38PUBLICATION


39FEES


40CONCLUSION


414 Real economics and the academic


42DO YOU REALLY WANT A PHD?


42HOW LONG WILL IT TAKE YOU?


43WAYS OF GETTING A PhD


43The Part-Time PhD


45PhD on Publications


46The Full‑Time PhD


47ACADEMIC LIFE


48IF YOU REALLY WANT A PhD


50WORKING IN THE THIRD WORLD


51SALARIES


52CAREER PROSPECTS


52POLITICS


53International Civil Servants


54The Economist as Technocrat


54Political Bias


57WORKING AS A CONSULTANT


58COMPLETENESS


59COURTESY VISITS


61FEEDBACK


61REPORTS


64THE DRAFT REPORT


65THE FINAL REPORT


65Terms of Reference


66CONSTRUCTIVE CRITICISM


67ETHICS


70AVAILABLE TIME


71SELLING


72THE ECONOMICS OF BEING A CONSULTANT


75HOW TO GET THE BEST OUT OF A CONSULTANT


75WHAT WILL IT COST?


76DEFINING YOUR OBJECTIVES


77CALL FOR PROPOSALS


78Selecting the Best Proposal


79Which Consultants Will Work on the Job?


80The Reputation of the Firm.


81HOW LONG WILL IT TAKE?


82GETTING VALUE FOR MONEY


83IMPLEMENTATION


84IS CONSULTANCY WORTH IT?


85COLLECTING THE LITERATURE


86Computerized Data Bases


86The computerized search


86Scanning the literature


87BIBLIOGRAPHIES


87WORKING PAPERS


88CONSULTANTS’ REPORTS


89COLLECTING THE LITERATURE


90ORGANIZATION


100IMPORTANT IS THEORY?


101WHAT KIND OF THEORY DO YOU NEED?


102PURE THEORY AND REAL ECONOMICS


104SO WHAT ARE YOU LOOKING FOR?


106HOW RELIABLE IS ABSTRACT THEORY


107TECHNIQUES


107WHAT ARE YOU LOOKING FOR?


109BUILDING AN ECONOMIC MODEL


109A MODEL IS BASED ON REALITY


111GOOD MODELS ARE COMPLEX


112A GOOD MODEL IS SPECIFIC


113A GOOD MODEL EXPLAINS


113WHAT KINDS OF ASSUMPTIONS ARE THERE?


116WORKING WITHOUT DATA


116CONSTRUCTING A MODEL


117THE DANGERS OF AN INCOMPLETE MODEL


118Non‑reporting of selected observations


119Non‑reporting of a class of observations


119RELATIONSHIPS


120SECOND STAGE: PUTTING IN THE DATA


120Non‑Availability of Data


121Non‑Availability of Reports


122Testing the model


123STAGE THREE DATA COLLECTION


123HOW DO YOU MANAGE WITHOUT DATA?


127WORKING WITH BAD DATA


128ALL ECONOMIC STATISTICS ARE WRONG


128Why do economists ignore errors in statistics?


130SOURCES OF ERROR


130Administrative Statistics


130Surveys


130Deliberate Error


131Recording Errors


132ARE ERRORS CONSTANT?


133THE EFFECT OF THE MODEL ON THE DATA


134FINE MODELS NEED FINE DATA


134Accounts


136HOW DO YOU MANAGE WITH BAD DATA?


136Remember your data are bad


136Look for Confirmations


136Build a Complex Model


137Should You Give Up?


150AN EXAMPLE OF PAYOFF


150ASK YOURSELF “SO WHAT?”


151ASK YOURSELF “WHAT SHOULD THE ORGANIZATION BE DOING?”


151GO FOR THE BIG MONEY


152The Model Firm


153MISTRUST ACCOUNTS


154GO WHERE A DECISION IS WANTED


155FIND OUT IF THE ORGANIZATION CAN DO ITS JOB


157PRODUCT LOSSES


158SELLING PRICES


160OPERATING COSTS


160Transport Costs


161Staff Costs


161Input Costs


161Hobbies


162Implementation


162CONCLUSION


164MARKETING COSTS IN RELATION TO THE FARMERS’ INCOME




� . Other economists have been very critical of consumption theory for other reasons. See for instance Blaug (1980), Eichner (1983), Simon (1979) and Nisbet and Ross (1980) (by implication). See also the work of real economists on marketing, to see how little it is used in practice.


�	When Bunthorne, the crossword compiler, kindly gave me permission to quote his creation, he pointed out that the word is in the Chambers Twentieth Century dictionary, and Gallio cared for none of these things. Acts 18 v17. 
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