ADVISERS


WILL THE COUNCIL OF ECONOMIC ADVISERS DESTROY SCOTLAND?

DR PETER BOWBRICK

Alex Salmond has set up a Council of Economic Advisers to guide the reform of the Scottish economy.
Is he completely ignorant of the Russian experience? The Soviet Union fought off the armies of nine countries from 1917-1922, then over 20 years it turned a backward, war-devastated country into a superpower. In the Second World War it fought and beat the armies of half of Europe, backed by the industrial might of all Europe. Again it turned a war-devastated country into a superpower, one that could hold its own against the West in the Cold War. Then in 1990 the West sent its secret weapon, Eminent Economic Advisers, to the Soviet Union. Within three years the economy was a third of its previous size and key assets were in the hands of the mafia. People starved to death for the first time since the Second World War.
It was the Eminent Economic Advisers that did it, people who were delighted to have the chance to pontificate. They were notorious for giving advice as they stepped off the plane, where real-world economists spend as long as they can collecting information and analysing it before they say a word. Economics is something you do, not something you know – just like engineering, sculpture and carpentry. The Advisers were chosen for their political beliefs, while real-world economists are scrupulous in not imposing their political beliefs. They were academic gurus, used to writing books and papers starting with “Let us assume, contrary to fact . . .” or not mentioning that everything they wrote was based on completely unrealistic assumptions. They were not real-world economists, to whom the facts are sacred, and who adjust their theory to fit facts rather than vice versa – knowing that their clients will fire them if they get their facts wrong. They had no international experience, and based their advice on how they thought their own countries worked – usually an ivory-towered academic’s view of how the US of A worked. They did not have the experience to say, “This solution works in some countries, but only if .  .  .   . . And they were used to having their work refereed by similar-minded academics, while as a real-world economist working on economic development around the world, I know that my recommendations are going to be scrutinized by economists from the World Bank, the UN, the EC and the local government as well as by politicians and administrators – people who do not pull their punches. Perhaps most seriously, they were not accustomed to believing that if they made even a small mistake, 20,000 people could lose their jobs or even starve: their professional objective as academics was purely to get academic papers into print.
Alex Salmond appears to be trying to replicate the mistake. It looks as though one person chose the Economic Advisers from people he knew and found politically compatible. 
A lot of them are not even economists. Three of the Council, Sir George Mathewson, Jim McColl and Crawford Beveridge started out as engineers or social scientists and became businessmen. Just the sort of successful businessmen any economist would interview in the early part of an economic study, but I would not ask them to design an economic policy any more than they would ask me to design an oil rig. Sir Robert Smith is an accountant and businessmen. Economists and accountants do not see the same world. We economists see them as number crunchers interested in what goes into the accounts rather than what is really happening. I went into one firm with beautiful accounts and found that 40% of turnover was being stolen. I went into another and found that, unknown to the accountants, the factories had stopped working because the accountants would not authorize the purchase of spare parts. Frances Cairncross is a well-known English journalist who wrote for a right-wing political journal, The Economist. 

The other six members are academic economists. I do not think that I have ever seen any of them cited though I have read thousands of academic papers, thousands of consultancy reports and economic reports from the World Bank, UN and governments. It seems that economists working in my area of economic development – making industries and sectors competitive – do not consider them particularly relevant. And Scotland can only succeed by making industries and sectors more competitive: the Scottish Executive has no influence on macroeconomics, on exchange rates, interest rates and inflation.
 Academics make their living by teaching students and doing research. Few actually do economics, digging out the facts for one industry or economy and carefully analysing them, developing new theoretical models to fit the facts of this industry. This is time-consuming and does not produce the steady flow of papers that you need for academic success. It is far easier to churn out theoretical papers based on arbitrary assumptions, and they carry more academic status. Good academic economists produce theory that can be used by real-world economists in developing their models, but not many academics understand what is required. It is some comfort that three or four of the Economic Advisers do significant amounts of consultancy, and have experience of analysing the real world.
Not surprisingly, the two Nobel prizewinners on the Council appear to have least practical experience in areas relevant to Scotland.

Some of the Eminent Economic Advisers do econometrics, taking statistics and number crunching them. This is expensive and time consuming, so they cannot do it as members of the Council of Economic Advisers. There is also the problem that in the real world all statistics are wrong and there are no statistics at all on the key issues. Because Scotland is an integral part of the UK economy, it does not have the statistics an independent country does, on foreign trade and the economy, for instance. Real-world economists have developed ways of working when statistics are wrong or non-existent, but I cannot imagine how you incorporate them into econometric models.
It is noticeable that the economists do not have an enormous international experience. Most have spent their whole life in one or two countries, and do not realize how very different apparently similar countries can be. Applying their knowledge of England, Ireland or the United States to the very different economy of Scotland could be disastrous. We can take some comfort from the fact two or three of the economists appear to have done serious work abroad.
But it doesn’t really matter how good or bad the Eminent Economic Advisers are. They are unpaid. They have no time to do any information collection or analysis. They are there to pontificate.
Would you buy an economic policy from the Council of Eminent Economic Advisers? I wouldn’t.
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