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Economic Research and Policy Advice –

Also a Note on Immanuel Kant’s “Actus der Urteilskraft”

Gert G. Wagner and Wolfgang Wiegard

The Current Situation

The science of economics has recently come under fire.  In Germany this is true both for
economic education and research at the universities and for the work of think tanks in
the field of economics.

The broad public appears to regard economic reasoning with growing skepticism.
The following assessment, taken from the economic section of a large German daily, the
Frankfurter Allgemeine Zeitung (FAZ) on December 12, 1999 is altogether typical:
“Most economists are not only boring; they also disappoint all of those who turn to them
for advice.  Anyone who hopes they will provide answers to important economic ques-
tions generally reaps only equations, diagrams and incomprehensible jargon.  The need
for clear answers or suggestions remains unsatisfied [translated by the authors].”

The number of students majoring in economics, too, has sunk continuously in recent
years.  This contributed to the conversion of economics professorships into business
professorships, and to a precarious future for the economics departments at a number of
universities; in isolated cases such as the University of Saarland, it has been eliminated
completely.

Ph.D. programs in economics in the United States are also suffering from dropping
enrolment.

If it is true that the science of economics is experiencing a crisis, it is no wonder that
policy advice given by economists is also viewed skeptically.

From Economics Research to Policy Advice: A Rocky Road

Economics is by its very nature an applied science.  Thus it is fair to ask what it contrib-
utes to the explanation and solution of the economic problems of a region, a state, or
even of the global economy.  And it is also justified that it is expected to support acting
politicians with expert advice.  Ideally, such advice is provided in the form of the clear-
est and most unequivocal recommendations possible, which are formulated intelligibly
and oriented to “the cause” rather than to interest groups or to the consultant’s own ad-
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vantage. John Manyard Keynes presented such an image of the ideal economist (1924,
p. 322):

“He must reach a high standard in several different directions and must combine talents not often found

together. He must be mathematician, historian, statesman, philosopher - in some degree. He must under-

stand symbols and speak in words. He must contemplate the particular in terms of the general, and touch

abstract and concrete in the same flight of thought. He must study the present in the light of the past for

the purposes of the future. No part of man’s nature or his institutions must lie entirely outside his regard.

He must be purposeful and disinterested in the same mood; as aloof and incorruptible as an artist, yet

sometimes as near at earth as a politician.”

The reality looks somewhat different.  Politicians are dissatisfied with economic con-
sulting because they only rarely receive clear and unambiguous answers from economic
professionals.  In their estimation, even Keynes himself comes out badly: “According to
legend, economists are supposed never to agree among themselves. If Parliament were
to ask six economists for an opinion, seven answers would come back - two, no doubt,
from the volatile Mr. Keynes. If economists cannot agree among themselves, how can
the rest of the world be expected to agree with them and to respect their recommenda-
tions?” (Samuelson 1959).  Such uneasiness is at the root of the comment attributed to
President Truman of the United States: “I wish that I had a one-armed economist, so that
he wouldn’t say on the one hand and on the other hand.”1

In the public, too, the impression appears to have taken root that a scientific founda-
tion can be found by economists for just about any political position.  How can politics
and the public think otherwise when over 100 German economics professors took a po-
sition on the introduction of the European Monetary Union in 1997, with around one
half for and one half against the project?  Similarly, on the occasion of Great Britain’s
entry in to the Common European Community on October 22, 1971, an advertisement
signed by 154 economists appeared in the London Times, claiming that “the economic
effects of joining the common market (...) are more likely to be unfavorable than favor-
able to Britain.”  One day later a reaction by 142 (other) economists was printed, with
the conclusion that “the economic effects of joining the common market (...) are more
likely to be favorable than unfavorable to Britain.”  This prompted a reader, P. Sieber, in
a letter to the paper of October 25, 1971, to conjecture that “the economic effect of
economists (...) are more likely to be unfavorable than favorable to Britain.”

Even worse than this negative assessment, however, would be the impression that
economic advice is not only expensive, but also corruptible.  It is easy for such suspi-
cions to arise when interest groups seek (and purchase) the expert advice of economists.
In such a case, two professors of political economy contracted by different organizations
reached diametrically opposed answers to the question of whether the Swiss building
insurance run by private companies or that run by the cantons had better rates for their
customers.  Professor von Ungern-Sternberg, contracted by the insurance monopolies of
the cantons, attained the result that the cantonal monopolies work more efficiently than
the private insurance companies, while the economist Schips, contracted by the private
insurers, saw greater efficiency in the work of his contract partners (Kirchgässner 1996).

                                                          
1 Quoted in Stein (1996, p. 5).
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Summarizing all of this, it is hardly surprising that Wolfgang Franz (2000, p. 59)
concludes that “the reputation of economic advisers in politics [is] strictly bounded.”
[translated by the authors].  Regardless of whether or not this is true, it raises the ques-
tion of how the transmission of scientific knowledge to economic policy advising, and
also to the political consulting process itself, can be organized in order to guarantee ac-
ceptable results and to regain what may be lost territory.  To do this it is necessary to
investigate the incentive structures in economic research consulting and policy advice,
as well as the possibilities of market or government failure.

Incentive Structures

In economic models, all economic subjects are assumed to behave selfishly to maximize
their profits.  This is true for the consumer, the industrialist and the politician (in the
context of public choice).  As a consequence, then, the economist himself must be re-
garded as a “homo oeconomicus” as well in his function as scientist and policy consult-
ant.  Thus it is necessary to ask about his objectives, his opportunities for action and the
incentives that are aimed at his behavior by the relevant institutions.  Here it is apparent
that science and policy consulting are subject to very different incentive systems and
have very different tasks.

Let us begin with the incentive structures facing a scientist who either is not yet a full
professor (but is hoping to become one) or is hoping to advance his academic career by
attracting other offers. Publications in refereed journals especially, in as highly ranked
international journals as possible, are what contribute most to the realization of this
goal.  However, the more specialized the research area and the more paradox the results
obtained, the more likely a paper will be published in one of these journals.  The atten-
tion of the publishers and the reviewers of scientific periodicals is awakened best when
one can present results that contradict economic intuition and customary conceptions.

This is primarily true for theoretical papers, but, with certain restrictions, for empiri-
cal work as well.  For latter it is more interesting, of course, to confirm initially bizarre-
sounding, theoretically derived results econometrically or experimentally than it is to
empirically verify generally accepted common knowledge for the umpteenth time or –
even worse – to corroborate the empirical findings of other scientists through replica-
tion.

The list of such “paradoxes in the economic sciences” (Sinn 1991 [translated by the
authors]) is long.  Two examples must suffice here.  One of the basic wisdoms of allo-
cation theory says that negative external effects are internalized through suitable tax
measures (Pigou taxes) and that the activities which trigger external effects can be re-
pressed through these measures. This insight constitutes the basis of the concept of an
ecological tax reform.  Theoretically, however, the opposite result can be proved as
well.  Thus Braulke and Endres (1985) and a number of other authors demonstrate that
introducing a tax on environmentally damaging emissionscan actually lead to a rise in
emissions.

The conclusion that a reduction in the tax burden on labor yields effects that increase
employment is accepted by both economists and politicians.  But not even this result
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withstands close theoretical examination.  Altenburg and Straub (1999) show that di-
minishing taxes on the labor market can lead to an rise in unemployment.  No less sur-
prisingly, in a theoretical model, Reutter (1999) attains the result that lowering the tax
on capital income causes a rise in unemployment.

What the examples listed above have in common is that they are by no means
founded on particularly heroic or fully unrealistic premises.  Frequently small and ap-
parently harmless modifications of a model’s assumptions are often sufficient to attain
results that are surprising at first glance (paradox), but are thoroughly plausible upon
closer consideration.  As such, these examples impart more profound insights, even if
their special character means that they can hardly serve as guidelines for “normal” eco-
nomic policy.

However, science thrives on the production of such paradoxes that attract the atten-
tion of the public.  They are the driving force for the progress of scientific knowledge.
Therefore it is by no means possible to categorically concur with Siebert (1998, p. 62)
who establishes the diminishing influence of economics in society “in part because of
individual scientists’ attempts to establish a reputation by snooping around for extreme,
if occasionally esoteric positions, and because of the sometimes unnatural search for the
opposite situations, for the paradoxes, for the intellectually fascinating special constel-
lations, for the marginal solutions, for the exceptional situations, for the periphery”
[translated by the authors].

Well, it is indeed the case that not everything that is correct in theory is also useful in
practice.2  Thus paradoxes, to the extent that they are perceived as such, are hardly suit-
able as foundations for sound political advising.  They cannot constitute such a founda-
tion until they supplant conventional theory and – if they are based on realistic assump-
tions – become the predominate doctrine themselves, in which case they are paradoxes
no longer.

The exciting question is how to sort out paradoxes and differentiate from the rule, or,
in other words, how to get from theory to practice.  This question is in fact an old one,
as Immanuel Kant pointed out: An intermediate link between theory and practice is nec-
essary to constitute the transition of the theory to practice, no matter how comprehensive
the theory. For the theory which formulates the rule must be supplemented by an act of
discernment (Actus des Urteilskraft, authors’ emphasis), through which the practician
differentiates whether or not the theory can be applied to the case of interest; and since
for this power of discernment, in turn, rules can not always be given (authors’ empha-
sis), there thus may be theorists who can never be practical in their lives because they
have insufficient power of discernment (Kant 1793, p. 201 [translated by the authors]3).

                                                          
2 In his tract “Über den Gemeinspruch: Das mag in der Theorie richtig sein, taugt aber nicht für die

Praxis” Kant (1793, p. 201)  points out in this context that “it is not (the fault of) the theory, if it is still
of little use to practice, but in this case there was not enough theory” [translated by the authors]; (“dann
nicht an der Theorie (liegt es), wenn sie zur Praxis noch wenig taugt, sondern daran, dass nicht genug
Theorie da war.”)

3 "Daß zwischen der Theorie und Praxis noch ein Mittelglied der Verknüpfung und des Übergangs von
der einen zur anderen erfordert werde, die Theorie mag auch so vollständig sein, wie sie wolle, fällt in
die Augen; denn zu dem Verstandesbegriffe, welcher die Regel enthält, muß ein Aktus der Urteilskraft
hinzukommen (Hervorhebung von den Autoren), wodurch der Praktiker unterscheidet, ob etwas der Fall
der Regel sei oder nicht; und da für die Urteilskraft nicht immer wiederum Regeln gegeben werden kön-
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Indeed it is the Kantian “act of discernment” that differentiates the pure theorist from
the policy-adviser, who separates the important from the unimportant and distinguishes
the relevant from what is less relevant.  What is certain is that this discernment presup-
poses intimate knowledge of economic theories (also cf. Wyplosz 1999); less clear,
however, is how this knowledge is realized and upon what it is based.

But one can certainly assume that experience in the application of economic theories,
good institutional knowledge, a strong command of the empirical literature or, even
better: the ability to empirically test competing theories, are among the ingredients that
contribute to the emergence of a power of discernment that is at the same time sovereign
and well-grounded.  When the scientific community functions well, the individual lati-
tude for different assessments of empirical assertions of fact is relatively limited (cf.
Wyplosz 1999).

These are the prerequisites for successful policy advice, but what must the incentives
which are provided by the scientific community of economics look like for the individ-
ual scientist?  What does it take to motivate scientists to devote themselves increasingly
to economic policy consulting at the level of the state of the art?

In general, an economic analysis of politicy advice must proceed from the premise
that the economist active in the business of consulting and writing expert opinions pur-
sues the same selfish objectives as those economic theory presupposes for all other per-
sons.  Less convincing, however, is the appeal to the “ethos” or the “social responsibil-
ity” of the individual scientist which is, however, widespread.  Siebert, for example,
who is president of a think tank [Institut für Weltwirtschaft (IfW) at the University of
Kiel], (1998, p. 62) admonishes the profession to keep in mind that it “has responsibility
in society;” Schmidt (1990, p. 18 [translated by the authors]) demands that “the scien-
tific advisers of politics” must attempt “through greatest efforts to do justice to” the
ideal economist as characterized in the Keynes quote above; and Hesse, a professor of
economics who became president of a Federal Reserve Bank, (1994, p. 18) expects “na-
tional economists in the political decision-making process (...) to be incorruptible and
objective in every case (...), to aim to serve the general welfare and not to put them-
selves at the service of interest groups” [translated by the authors].

The goals pursued through policy consulting can find their expression in the pursuit
of additional income, or of political influence, or may be the consequence of plain and
simple personal vanity.  All of this is essentially related to the reputation of the individ-
ual scientist.  The better the reputation, the greater, at least in the long term, the possi-
bilities of attaining income, carrying out one’s own ideas through policy consulting, and
gratifying one’s ego. Thus the process of science and policy consulting must be organ-
ized such that poor work is punished by a loss in reputation and good work is rewarded
with a gain in reputation.

This, in the end, is also the position advocated by Popper and other scientific theo-
rists.4  According to them, what is important is not the objectivity of the individual sci-
entist, but rather that organizational and institutional conditions exist which encourage
the prevalence of “objective” results over the critique and discussion of different theo-

                                                                                                                                                                         
nen, ... so kann es Theoretiker geben, die in ihrem Leben nie praktisch werden können, weil es ihnen an
Urteilskraft fehlt).

4 Cf. in this context especially the work of Kirchgässner (1999a, b).
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ries or proposals.  Then the individual researcher and consultant would also have incen-
tives to strive for assertions that cannot (or not easily) be refuted by other scientists.
Such assertions contribute in turn to the scientist’s reputation and thus to the realization
of his own objectives.5

In addition to the objective function, the “relative costs” certainly are also important
here.  Assuming for the sake of simplicity that the budget of an economist’s time can be
exhausted by either teaching and pure research or through policy advice activities,
younger scientists with high research productivity will tend to keep away from policy
consulting.  With lower or decreasing research productivity, or opportunity costs
changing for other reasons, economic policy consulting activities become more inter-
esting.  This is the case for older professors, for instance, for whom additional appoint-
ments have no significance.  Accordingly, in Germany the average age of advisory
councils is seldom under 60.6

Having dealt with the supply side, we now turn to the demand side of policy advice
to investigate whether a market failure or government failure is given.

Market Failure in Policy Advice

There is demand and supply for activities in consulting and public agenda setting by
experts, and thus a market.  And just as on other markets, in this market a process of
selection and matching takes place.  Although this process itself has no intrinsically
negative characteristics, market failure can occur just as in other markets.  The risk of
inefficiencies is particularly great as the market for expert information and consulting is
especially characterized by incomplete and asymmetrical information due to the very
nature of specialized work.  In addition, such an expert market is characteristically seg-
mented with correspondingly “thin” individual segments.  Achieving efficient market
results then requires certain organizational and institutional conditions which, in combi-
nation with forms of contracts compatible with incentives, coordinate the selfish be-
havior of all involved with a more or less invisible hand.

The previous section stated reasons why institutional structures encourage incentives
when good scientific work is rewarded with gains in reputation and bad work punished
by losses to reputation.  But this is only possible when the publication of expert results
and advice is guaranteed.  This is the only way to permit critical discussion and to en-
sure that expert opinions written as a favor are exposed as such, that competent analyses
are differentiated from incompetent ones, and that the quality of the advice or the expert
opinion leads to corresponding losses or gains in reputation.  For example, for the case
of opposing expert opinions about the efficiency of private building insurers as opposed
to public insurance described above, Kirchgässner (1996) showed impressively and
vividly that the position represented by Schips is untenable even on the basis of the data
used in his own opinion.  Thus: the comparison, scrutiny and critical discussion of ex-

                                                          
5  Kirchgässner makes the same claim (1999b, p. 10).
6 All of these are merely tendential claims.  Recently the scientific advisory boards at the Federal Minis-

tries for Finances and for Economics and Technology have welcomed younger members with outstand-
ing research productivity.
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pert opinions for policy consulting should not be dependent on individual scientists
taking on these tasks more or less by chance.  For scientific publications a referee sys-
tem has been established, which by and large works quite well.  Why not introduce such
an external, ex-ante referee system for scientific expert opinions as well?. We will re-
turn to this in our summarizing recommendations.

As was indicated above, the “market” for consulting and agenda setting is character-
ized by a special kind of information asymmetry.  It is known from the literature on the
information economy that the inefficiencies resulting from the problem of adverse se-
lection can be eliminated at least in part by verifiable signals like the provision of a
guarantee or certification.  With regard to individual scientists, indications like member-
ship in the official advisory councils, above all, in those of the federal ministries can be
understood as a mark of scientific competence and discernment.

What must be checked more generally is whether mechanisms and procedures could
be implemented in the market for expert opinions, analog to those for certification and
guarantee provisions for used cars – probably the most famous example of market fail-
ure for adverse selection, which allow the “consumer” to distinguish between good and
bad supply (here: experts).  In our recommendations in the last section we will address
this issue in more depth as well.

A further aspect concerns the form of contracts for consulting activities.  Clients and
contractors have a principal-agent relationship.  The client, or principal, can monitor the
efforts of the contractor only imperfectly and generally does not have the specialized
knowledge needed to evaluate the output sufficiently.7 In the relevant literature, forms of
contracts which provide propper incentives have been conceptualized in this context;
these are discussed in the last section.

What is not an expression of any market failure, however, is the repeatedly estab-
lished and often bemoaned fact that economists analyzing the very same circumstances
frequently reach completely different conclusions and recommendations.  This is a di-
rect consequence of different assumptions and/or models (including statistical ones)
and, some cases, of divergent value judgments.  What is really astonishing is the fact
that unambiguous results are expected from the economic sciences.  In every court trial
the representatives of prosecution and defense reach differing assessments and recom-
mendations.  More or less the same is true of legal expert opinions on political issues.
Here nobody would demand or expect that defense and prosecution attain identical re-
sults.  Quite similarly, the desire for a "one-armed economist" is not only naive, it also
obstructs the competition for the best idea and solution.  Nevertheless:  conflicts based
on insufficient empirical evidence do not achieve anything.  For good applied analyses,
good data and good statistical methods are prerequisites, although they are not always
given.

A special problem is the relation between decision makers and experts. On the one
hand decision makers do not like to look foolish in the public for expressing ideas and
concepts which are at all not practicable or at least inefficient. On the other hand, many
experts do not like providing “invisible” advice that does not pay off in terms of an en-
hanced reputation in the scientific community and/or the general public. Thus “internal”
                                                          
7 Of course, he can indeed judge whether the results of expert opinions correspond with his expectations

or political objectives.
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advisory boards could be a solution for this dilemma. The Council of Economic Advis-
ers (CEA) to the president of the United States of America is an example. Such an inter-
nal board of experts, which is part of the administration, serves the conflicting aims of
decision makers and experts: decision makers get discrete advice and the experts earn a
lot of reputation by means of this appointment. As a side effect the staff of such a board
can “translate” the newest scientific developments into the language of the bureaucracy.
The average career bureaucrat generally is not capable of this, even if he was able to at
the beginning of his career.

Government Failure in the Statistical Infrastructure

The possibility of checking empirical investigations without obstruction must be guar-
anteed if economic research and policy advice are to be performed efficiently.  This re-
quires that data sets upon which scientific publications are based, but also all data sets
used for official purposes, be available for re-analysis under strict observation of data-
protection restrictions (cf. Wagner and Smeeding 2002).  The term data sets here refers
not only to material from tables and their documentation, but also especially (anony-
mized) microdata.  Access to these data must be granted without discrimination, i.e., the
owner of the data may not decide who receives the data and who does not on the basis
of his or her own interests.

In Germany the official statistical agencies (Statistische Ämter) have by now recog-
nized the necessity for access to microdata by independent researchers and – for the
most part – have granted such access.  Thus official statistics offices are well on their
way to developing instruments that would guarantee satisfactory access to data.  Just as
before, the management of data access by authorities like the Bundesbank, the Federal
Institute for Labor, social security offices or even the ministries, is an obstacle to good
research.  The least advantageous is the situation with the European authorities, includ-
ing the Statistical Agency of the European Union (EUROSTAT) (cf. KVI 2001). We
call this “government failure”.

The provision of data constitutes a public good; the use of data that have already been
produced by another user is generally possible at marginal costs of nearly zero.8  Since
the private, “voluntary” provision of public goods as a rule leads to supply shortages and
associated inefficiencies, the production of the fundamental data sets should be financed
by public budgets.  From the economic perspective, the negligible marginal costs of
using existing data sets mean that independent researchers should be as granted as far-
reaching access to microdata as possible.

Of course, the public financing of public goods does not necessarily imply that these
goods are also produced by the public sector, i.e. authorities, ministries or public of-
fices.  There are enough examples of the state relinquishing the task of producing data
sets to improve efficiency and quality.  Again we call this government failure.  Since the
procedure and methods of collecting data constantly undergo development and im-
provement, a stronger link between “statistics production” and science makes sense.  It

                                                          
8  Direct costs of use.
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appears manifest that think tanks constitute one of the most suitable sites for the pro-
duction of economic data (Wagner and Smeeding 2002).

A Number of Recommendations

In this section the above considerations are to be concluded in the form of a number of
recommendations.  Here we concentrate on proposals oriented toward a reorganization
of the process of policy consulting (and dispense with recommendations for the organi-
zation of teaching and research).9

Systematic Discussion of Expert Opinions

A strict obligation to publish expert reports financed wholly or in part by public funds
constitutes an imperative prerequisite for scientific policy consulting.10  This also in-
cludes making available to third parties the (micro)data used in an expert report.

Mandatory publication of expert reports is necessary, but not sufficient, to advance
the scientific discourse about economic policy consulting in order to differentiate high-
quality expert opinions from inferior work, and to enhance or diminish the reputation of
scientists who supply such expert opinions.  Expert reports and assessments for policy
consulting generally are not suitable for publication in refereed international journals.
This is due in part to the completely different audience addressed.  On the other hand,
broad distribution and scientific discussion about expert reports would be desirable.  We
therefore suggest that a “Journal for (Economic) Scientific Policy Consulting” be pub-
lished.

Comparative analyses of expert opinions could be published in such a journal; the as-
sumptions and value judgments behind the individual expert opinions could be sub-
jected to a critical discussion process.  A “replication section” would be particularly
useful, in which the validity and replicability of empirical investigations could be dis-
cussed in depth.

Such a journal could be established in the policy department of a ministry or by think
tanks.  In any case, in order to guarantee the scientific quality of the discussion, the edi-
torship should be held by renowned scholars.  We are convinced that there is a need for
such a journal in Germany (and elsewhere, especially in Brussels), and that it would
make an essential contribution to improving the quality of scientific policy consulting.

                                                          
9  A comprehensive catalog of recommendations was worked out by the project group “Frontiers in Eco-

nomics” (Berninghaus et al., 2002).  The recommendations presented here were also intensively dis-
cussed by this group, but did not find general approval.  For special recommendations on the production
of statistical data and the access to these data, cf. KVI (2001), which is co-authored by Gert G. Wagner.

10  Nobody can guarantee the publication of expert reports which are financed by private agents, e.g. firms
or political parties. Of course it would be better for the public discourse if all the information which is
behind certain arguments would be freely available. However, in this case a lot of information would not
be created because private agents won’t have an incentive to spend money for public information. How-
ever, in those cases the public discussion process by its very nature will induce the publication of expert
reports which are financed by private funds.
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Appraisal of Expert Reports

For the publication of papers in scientific journals, the need for a rigorous process of
external (mostly anonymous) review has long become self-evident in (hard) science, but
is increasingly common in social science as well.  It has made a substantial contribution
to improving the quality of published papers and to the efficiency of discussion. In con-
trast, policy consulting papers are subjected to an external review process only rarely.
However, we believe it would facilitate the discussion process.

In this process the external evaluation could refer back to the contract for the expert
report or the first draft of the resulting document. Such an external review process
would perform an incentive and disciplinary function for the authors of expert reports.
It would also provide the clients additional information about the quality of expert re-
ports.  Finally, the academic reputation of the economic policy adviser would be influ-
enced as well.

Self-enforcing Contracts

Contracting out scientific research by its very nature raises principal-agent issues.  The
client (principal) is generally only inadequately informed about the quality of the con-
tractor (agent).  The principal cannot observe and check the contractor’s efforts in com-
posing the expert opinion, nor can he competently evaluate the scientific quality of the
expert opinion delivered.  Experts out to maximize their own utility will exploit this
asymmetry of information to their own advantage after signing a contract.  In the litera-
ture on asymmetric information, this information problem is addressed by proposing
forms of contracts which create incentives by self-enforcing rewarded schemes.

While it is true that the theoretical solutions cannot always be put into practice
smoothly, it is certainly clear in any case that paying an amount fixed when the contract
is closed is hardly an incentive for special effort.  It would be better to agree upon a
minimum payment that is sufficiently high for the contractor to accept the job, and then
to make the balance of the payment dependent on the quality of the output.  For this to
work, however, the quality of the output must be determined and evaluated.  The proc-
ess of external evaluation proposed above could contribute to this process.  The amount
of the final payment thus could be made dependent on the evaluation of scientific expert
opinions by independent experts.

It is clear to us that this proposal itself may raise certain incentive problems con-
cerning the role of an external evaluator.  Our initial objective here is to put into ques-
tion old regulations that no longer work and do not provide enough incentives.  The de-
tails of such arrangements are quite open to consideration.  With a little creativity, how-
ever, it should be possible to find practical forms of contracts that are compatible with
incentives.
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The Transparency of Political Advice

In Germany anyone who wants to open a butcher shop, an electrician’s company or a
coiffeur salon must be a qualified master of his trade.  Tax consultants, accountants and
notaries must pass even stricter and more demanding examinations before they can be
part of their professions.  Even through there are voices calling for the liberalization of
the extensive regulations for professional qualification in Germany, the idea behind such
officially documented seals of approval is certainly sound.  Licenses and other qualifi-
cations indicate that their holders have acquired certain skills and abilities and thus play
a role in reducing asymmetries of information and restricting their negative conse-
quences.

Scientific policy consulting is generally not subject to such strict quality require-
ments, although the consequences of poor policy consulting can certainly be more seri-
ous than those of a botched haircut. People are licensed to regulate automobile accidents
or other larger economic damages.  Why shouldn’t there be a “license” for policy con-
sultants as well, to “fix” business cycle “accidents” and correct defects in the tax sys-
tem?

A first step could be to set up a public database containing information on  specialties
of consultants and the expert opinions they have completed to date.  If a consultant then
writes a report on a subject for which he or she is not scientifically qualified, this would
evoke healthy skepticism among the public.

We admit that this thought is unusual.  But perhaps it is worth it to divert the creativ-
ity of economists away from spectacular, but not particularly fruitful neutrality theorems
and toward the design of efficient organizational structures in their own field.

Issue-directed Consulting

The independence of institutionalized advisory bodies generally contributes in principle
to ensuring the scientific quality of policy consulting, but it also lowers their acceptance
among political decision-makers.  Wyplosz (1999) shows that independent advisory
bodies exist in most European countries. In Germany there is no need to worry about
plurality in policy advise, since in addition to the German Council of Economic Experts
(Sachverständigenrat zur Beurteilung der gesamtwirtschaftlichen Entwicklung) there are
six major state-supported economic research institutes as well as the scientific councils
at the various ministries. In Great Britain there are many institutes financed by founda-
tions.

In Germany it would be worth considering whether an additional council of advisers
consisting of highly qualified economists should be created to advise the government on
concrete issues, with a term of office bound to that of the given government.  The
“Council of Economic Advisors” to the president of the United States could serve as a
model.
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A Final Remark

The point of departure for our paper was the question of whether the field of economics
in general, and economic policy advice in particular, are in crisis.  Even prominent aca-
demic economists are of the opinion that “the field of economics is losing its impor-
tance, primarily in the media, in the economic policy discourse, and even in the general
social discourse” (Frey 2000, p. 26 [translated by the authors]).

We do not agree with this assessment at all.  Competent economic advice is in
greater demand than ever, and economists are certainly more present in the media today
than in earlier periods.  All the same, there are deficiencies in the organization of the
fields of economic education, research and policy advice.  We have tried to analyze a
number of these deficiencies and to derive from these recommendations for policy ad-
vice that are both concrete and thoroughly provocative.
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