THE LONDON SCHOOL
ofF ECONOMICS anND

POLITICAL SCIENCE ™




THE LONDON SCHOOL
ofF ECONOMICS anD
POLITICAL SCIENCE W

Good Economics for Hard Times

#LSEStamp

Professor Esther Duflo

Abdul Latif Jameel Professor of Poverty Alleviation. Development Economics in the Department of Economics at the Massachusetts

Institute of Technology. Co-founder and co-director of the Abdul Latif Jameel Poverty Action Lab (J-PAL).

Professor Robin Burgess

Professor of Economics in the Department of Economics at LSE and Director of the International Growth Centre

Hosted by the London School of Economics and Political Science

@Isepublicevents Ise.ac.uk/Events



AN)J-PAL | e
(1 = I I In tt t f
ABDUL LATIF JAMEEL POVERTY ACTION LAB Technology

Good Economic For Hard Times

Abhijit Banerjee and Esther Duflo

Abhijit V. Banerjee Esther Duflo



Most issues that are important today are core
economic Issues

« Brexit

« Trade

« Immigration

« Economic growth
 |nequality

« Social policy



But economists have lost most of their credibllity

Public trust in experts
Of the following., whose opinions do you tend to trust when they talk about their
fields of expertise? %
mTrust mDon'tknow m Do not trust Met trust
Nurses 84 i0 7 77
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On most core issues people disagree with economists

“Imposing new US tariffs on steel and aluminum will improve
Americans well-being.”
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Most economists like migration

“The average American Citizen would
be better of if a larger number of low-
skilled foreign workers were legally
allowed to enter the US each year”

Responses

100%

75%

50%

25%

50%

Most Britons believe immigration levels have been too high

Generally speaking, do you think the level of immigration into Britain over the last ten
years has been too high, too low or about right? %

#Muchtoo high  wAlittle too high  wAbout right

Alittletoo low mMuchtoolow  mDont know
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YouGov | yougov.com Latest data: April 24-25, 2018
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Why this mistruste

Economists are not good forecasters

I Pick a number
Mean absolute error of GDP forecasts*, 2000-14, percentage points
Made by IMF The Economist’s methods
5 5

4

21 15 9 3 Random 4% Growth rate of
Months before end of year in question numbert growth previous year
Sources: IMF; The Economist *For countries included in World Economic Outlook database !From a range of -2 to 10

“The only function of economic forecasting is to make astrology look respectable”
--John Kenneth Galbraith
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Four Lessons




@ ABDUL LATIF JAMEEL POVERTY ACTION LAB

Lesson 1: incentives are overrated




The “Lazy” weltare recipient

Panel A; Worked last week
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Alaska permanent fund did not led people to work less

EMPLOYMENT RATE PART-TIME EMPLOYMENT RATE
70% 15%

Alaska
65 10
Economically
; similar states
Employment has tracked that of The part-time employment
60 similar states since the dividend 5 rate also rose, diverging from
began. It did not lag, as might be similar states. One possible
expected (people could work less reason: More spending, and
1982: . .
DIVIDEND thanks to extra income). Instead, commerce, drew people into
BEGINS their extra spending may have lead the part-time work force.
to more commerce that kept
people in the work force.
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I’m Not Budging (But Other People Will)
A survey asked one group how the population at large would react to several financial incentives. Another
group was asked about their own reaction; these people were much less inclined to do any of the following,

despite the same financial incentives.

UNIVERSAL BASIC INCOME: If there was a universal basic income of $13,000 a year, with no strings attached, would
many people/would you stop working or stop looking for work? Percentage saying yes:

o] 25 50% 75 100
Would stop working =)
Their own What other people
response would do

MEDICAID: Does a Medicaid program with no work requirement discourage beneficiaries from finding work?

Yes, does discourage work (&)

JOB LOSS: If a person (or you) lost their job and was unable to find one in their area, but was offered
a similar job 200 miles away, should they take it? Answers by those who were unemployed but looking for work:

Yes, would move away for a job @ =

RISING TAXES: If the tax rate were to increase for the middle class/you, would it encourage the following?

YES:
Quitting work altogether (=) R

Spouse would stop working @&
Would evade taxes =)
Would work less ()

Would move to lower-tax state { &
o} 25 50% 75 100

By The New York Times | Source: Abhijit Banerjee and Esther Duflo, M.I.T., and Stefanie Stantcheva, Harvard; data from
a nationally representative survey of 10,000 American adults conducted by the authors.
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Lesson 2: The economy s sticky




RIP, Togueville

Figure 2. Type of Move by Year: 1948 and 2016

M Same county m Different county, same state and different state ™ From abroad

13.6

1948 2016

Year

Source: U.S. Census Bureau, Current Population Survey, 1948 and 2016.



Nno one leaves home unless

home is the mouth of a shark

you only run for the border

when you see the whole city running as well

your neighbors running faster than you

breath bloody in their throats

the boy you went to school with

who kissed you dizzy behind the old tin factory
is holding a gun bigger than his body

you only leave home

when home won't let you stay.

Warshan Shire
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Lesson 3: De Gustibus....




Bankers woes...
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Lesson 4: Dignity matters




Figure 6. Deaths of Despair for White Non-Hispanics Age 45-54, by Couma, 2000-14?

[10to 25 [] 25 to 50

B 50to 75

W 75 to 100

MW 100to 311



@ ABDUL LATIF JAMEEL POVERTY ACTION LAB

Rethinking economics and economic policy
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Don't get
scared of taxes
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What is the most pressing problem economists
should be addressing?

sustainability
whyec202issohard

political institutions

afrlccm economies public inowledge

more research funding

future of work environment

populism
TN Ty protectionism fintech
poverty alleviation @
inclusive growth I n eq u o It
crypto Irencies
mentol health 2 g CUSIS rowing
compiex analysis ;
distribution e I WA LS Ao Wil INASS -
black markets — &
sustainable development

political influence In ec brexit

measuring wellbeing
Income inequality

behavicural economics
where is minouche
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