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Economists versus the public on economic policy.
Background.  Most economists know from personal experience that their perspective on the economy is unpopular.  When they teach introductory students or write a basic textbook, one of their main goals is to correct students' misconceptions.  What makes this task easier is that students usually share the same misconceptions.  They resist the standard critique of price controls, doubt the benefits of free trade, and believe the economy is in secular decline.  What makes this task harder, though, is that students usually resist efforts to correct their misconceptions.  Even if they learn the material to pass the final exam, only a fraction are genuinely convinced.  The position of the modern economic educator is, moreover, far from novel.  The 19th-century experiences of Frederic Bastiat in France (1964) and Newcomb (1893) in the United States mirror those of Jeffrey Sachs (1994) in 20th-century Russia.  

What often lends urgency to the economic educators' mission is their sense that the popularity of mistaken economic beliefs leads democracies to adopt foolish economic policies.  The world could be much better off if only the man in the street came to understand what economists already know.  Bastiat exemplifies this mentality when he explains that bad economics...

guides our cabinet ministers only because it prevails among our legislators; it prevails among our legislators only because they are representative of the electorate; and the electorate is imbued with it only because public opinion is saturated with it. (1964, p.27)

Paul Samuelson put an optimistic spin on the same idea: "I don't care who writes a nation's laws - or crafts its advanced treaties - if I can write its economics textbooks." (Nasar 1995, C1).

So there is a long tradition in economics of (a) recognizing systematic belief differences between economists and the public, and (b) blaming policy failures on these belief differences.  In spite of its pedigree, however, this tradition is largely ignored in modern academic research in economics in general and public choice in particular.  Most models of political failure assume that political actors - voters included - have a correct understanding of economics.  Models that emphasize imperfect information still normally assume that agents' beliefs are correct on average. (Coate and Morris 1995)  Even though this assumption runs counter to most economists' personal experience, it has received surprisingly little empirical scrutiny.

Evidence.  Numerous surveys investigate the economic beliefs of the general public or economists. (Alston et al 1992; Fuchs et al 1998; Shiller et al 1991; Walstad 1997; Walstad and Larsen 1992)  These tend to confirm economists' unofficial suspicions, but only indirectly.  To the best of my knowledge, there is only study that deliberately asks professional economists and members of the general public identical questions on a wide variety of topics.  That study is the Survey of Americans and Economists on the Economy (1996, henceforth SAEE; Blendon et al 1997), which queried 250 Ph.D. economists and 1,510 randomly selected Americans.

The SAEE overwhelmingly confirms the existence of large systematic belief differences between economists and the public.  The differences are significant at the 1% level for 34 out of 37 questions. (Caplan 2002)  Moreover, the signs of the disagreements closely match common stereotypes.  The public is much more pessimistic about international trade, much more concerned about downsizing and technological unemployment, much more suspicious of the market mechanism, and much less likely to believe that the economy grew over the past twenty years.  Stepping back, there appear to be four main clusters of disagreement: anti-foreign bias, make-work bias, anti-market bias, and pessimistic bias.

Anti-foreign bias.  On any economic issue where foreigners are involved, the public tends to see exploitation rather than mutually advantageous trade.  Thus, most of the public claims that "companies sending jobs overseas" is a "major reason" why the economy is not doing better; very few economists agree.  The same holds for immigration: most economists see it as a non-problem, but almost no non-economists concur.  Similarly, even though economists have often criticized foreign aid, few see it as a serious problem for the U.S. economy, for the simple reason that foreign aid is a miniscule fraction of the federal budget.  A large majority of the public, in contrast, sees foreign aid as a heavy drain on donor economies.

Make-work bias.  Unlike economists, the general public almost sees employment as an end in itself, a outlook Bastiat (1964) memorably derided as "Sisyphism."  They are accordingly distressed when jobs are lost for almost any reason.  Economists, in contrast, see progress whenever the economy manages to produce the same output with fewer workers.  Thus, economists generally view downsizing as good for the economy, an idea non-economists utterly reject.  Economists do not worry about technological unemployment; the public takes this possibility fairly seriously.  It is tempting to think that this gap stems from different time horizons (economists look at the long-run, non-economists at the short-run), but the data go against this interpretation.  Even when asked about the effects of new technology, foreign competition, and downsizing twenty years in the future, a massive lay-expert gap persists.

Anti-market bias.  What controls market prices?  Economists instinctively answer "supply and demand," but few non-economists believe so.  Fully 89% of economists explain the 1996 oil price spike using standard supply and demand; only 26% of the public does the same.  Non-economists tend to attribute higher prices to conspiracies rather than market forces.  In a similar vein, economists see profits and executive pay as vital incentives for good performance.  Most of the public, in contrast, looks upon the current level of profits and executive pay as a drag on economic performance.  Overall, the public has little sense of the invisible hand, the idea that markets channel human greed in socially desirable directions.

Pessimistic bias.  Economists think that economic conditions have improved and will continue to do so.  The public sees almost the opposite pattern: they hold that living standards declined over the past two decades, and doubt whether the next generation will be more prosperous than the current one.  In addition, the public thinks the economy is beset by severe problems that most economists see as manageable: the deficit, welfare dependency, and high taxes, to take three examples.

Robustness.  A particularly nice feature of the SAEE is that it includes an array of details about respondents' characteristics.  This makes it possible to not only test for systematic belief differences, but to test various hypotheses attempting to explain them.  This is particularly important because critics of the economics profession often argue that for one reason or another, the public is right and the "experts" are wrong.

Some critics point to economists' self-serving bias. (Blendon et al 1997)  Economists have large incomes and high job security.  Perhaps their distinctive beliefs are the result of their personal circumstances.  Do economists think that "What is good for economists is good for the country"?  It turns out that there is little evidence in favor of this claim.  Ceteris paribus, income level has no effect on economic beliefs at all, and job security only a minor one.  High-income non-economists with tenure think like normal members of the public, not economists.

Other critics point to economists' conservative ideological bias. (Soros 1998; Greider 1997)  The truth, though, is that the typical economist is a moderate Democrat.  Controlling for party identification and ideology tends if anything to increase the size of the belief gap between economists and the public.  It is true, of course, that economists endorse a variety of extremely conservative views on downsizing, profits, tax breaks, and the like.  What their critics fail to appreciate, though, is that economists endorse almost as many extremely liberal views on subjects like immigration and foreign aid.

Admittedly, these empirical tests only show that economists are not deluded because of self-serving or ideological bias.  It is logically possible that economists are mistaken for a presently unknown reason.  Like myself, moreover, the reader probably disagrees with economists' conventional wisdom on some point or other.  Still, the two leading efforts to discredit the economics profession empirically fail.  At this point it is reasonable to shift the burden of proof to the critics of the expert consensus. 

What makes people think like economists?  While virtually every segment of the general population has large disagreements with economists, some segments disagree more than others.  Education, being male, income growth, and job security consistently make people think more like economists; income level and ideological conservatism do not.  Caplan (2001) uses the SAEE data to construct a scalar measure of the magnitude of disagreement with economists' consensus judgments.  Figure 1 summarizes the results: The first bar shows that belief gap between economists and the average member of the general public; the other bars show how the belief gaps of other segments of the population compare.  For example, the belief gap between economists and the most-educated non-economists is only 77% as large as the belief gap between economists and non-economists with the average level of education. 

Policy significance.  The SAEE results suggest a simple explanation for why economists find so much fault with government policy: Most voters do not understand economics, and vote for politicians and policies in harmony with their confusion. (Caplan forthcoming)  The long history of protection and the uphill battle for free trade can be seen as an outgrowth of anti-foreign bias.  Make-work bias favors labor market regulation; few non-economists recognize the potential impact on employment.  The periodic imposition of price controls is unsurprising given the strength of the public's anti-market bias.  Pessimistic bias is more difficult to link directly to policy, but seems like a fertile source for an array of ill-conceived policy crusades.

One question that often vexes economists is "Why isn't policy better than it is?"  Popular answers include special interests, corruption, and political collusion.  If you take the evidence on the economic beliefs of the public seriously, however, the real puzzle instead becomes "Why isn't policy far worse?"  Part of the explanation is that the well-educated are both more likely to vote and somewhat more in agreement with the economic way of thinking.  But this is far from a complete account.  Figuring out the rest is one of the more interesting challenges facing the next generation of political economists.    
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Rational ignorance.  

Theory.  Information is a good like any other.  The primary benefit of information is that it reduces the probability of acting on false beliefs; the primary cost is that acquiring information requires time.  Basic microeconomics predicts that (ignoring risk-aversion) individuals acquire information up to the point where the expected marginal benefits equal the expected marginal costs. (Stigler 1961)  Beyond that point, acquiring information becomes selfishly counter-productive; while you will avoid more mistakes, it is on balance cheaper to commit them.

A corollary is that if the marginal benefits of information are always zero, the rational economic decision is to be ignorant.  If the market pays nothing for knowledge of ancient Egypt, there is no reason to spend time learning about it.  In general terms, then, "rational ignorance" refers to any situation where individuals know little or nothing because the expected benefits of knowledge are negligible.

However, it has long been recognized that rational ignorance has far more empirical relevance in public choice than in other branches of economics.  Why?  Suppose that spending one more hour learning about politicians' voting records allows you to shift your vote to a candidate whose policies, if adopted, would be $100 better for you.  The expected marginal benefit of an hour of study is emphatically not $100, but $100 multiplied by the probability that you cast the decisive vote, tipping an otherwise deadlocked outcome.  In virtually any real-world election, that probability will be essentially zero, implying an expected marginal benefit of zero as well. (Olson 1965; Downs 1957)

The upshot is that imperfect information matters far more in politics than in markets.  Consumers are not omniscient, but they have clear incentives to roughly figure out whether a piece of merchandise is worth the asking price.  They are ignorant of details of the marketplace, not its basics.  In contrast, voters' have no more incentive to study the basics of politics than they have to study the minutiae!  Even if a person voted in a completely random manner, he could still enjoy personal comfort and security.  A person who consumed in a completely random manner could not. 

Evidence.  At any rate, this is what the economics of information tells us.  But do these predictions hold up empirically?  Obviously they are not literally true.  Everyone knows something about politics.  Nevertheless, the empirical evidence on political knowledge reveals that citizens are ignorant to a shocking degree.  Consider the following table showing the percentage of adult Americans aware of various elementary political facts.

	Item
	% 

	Know President's term is 4 years
	94

	Can name governor of home state
	89

	Can name vice president
	78

	Know which party has U.S. House majority
	69

	Know there are two U.S. senators per state
	52

	Can name their Congress member
	46

	Aware Bill of Rights is first ten amendments to U.S. Constitution
	41

	Can name both of their U.S. senators
	39

	Can name current U.S. secretary of state
	34

	Know term of U.S. House members is 2 years
	30

	Can name one of their state senators
	28

	Source: Dye and Zeigler, The Irony of Democracy (1996, p.132)


More comprehensive works (e.g. Delli Carpini and Keeter 1996) are quite consistent with this outline; in fact, they show that knowledge of foreign affairs is even more limited.  It is particularly striking that such a small percentage knows unchanging characteristics of the U.S. Constitutional structure like the number of senators each state has or the length of House members' terms.  Without this knowledge, it is hard to see how voters could hold the politicians who represent them accountable for anything.  Politicians' low level of name recognition is less surprising, but similarly disheartening: if voters are unable even to name their representatives, it is wishful thinking to imagine that they keep track of their voting records and reward or punish them accordingly in the next election.  Politicians' party affiliations obviously simplifies this problem to some degree, but voter knowledge of the party to which second-tier politicians belong is also quite limited. 

Consequences.  One of the main themes of public choice is that democracy is paradoxically run for the benefit of "rent-seeking" special interests rather than the general public.  Rational ignorance is at the root of most efforts to model this outcome.  If voters have no idea what politicians are doing, then politicians can safely cater to the special interests who make it their business to closely follow whatever aspects of policy they depend on.  This pattern often goes by the name of "concentrated benefits, diffuse costs."  Each piece of special interest legislation takes only a few cents from the average voter, but provides millions for the special interests who back it.  No voter, therefore, will bother to even learn of the existence of the legislation, but its beneficiaries may well employ a full-time staff of lobbyists to protect their livelihood. (Olson 1965; Weingast et al 1981; Rowley et al 1988; Magee et al 1989)

A more complex account of the connection between rational ignorance and the predominance of special interests focuses on campaign contributions.  Special interests can use their money to buy politicians' support.  These politicians then use donations to pay for misleading political advertising.  Precisely because voters are so uninformed, this misleading advertising is generally an effective way to get votes.  In equilibrium, of course, politicians have to strike a balance between special interests and voter interests, but the less informed the voters are, the less their interests count. (Grossman and Helpman 1994)

Responses

The empirical evidence on voter ignorance is widely, though not universally, accepted.  A minority of scholars maintain that "political IQ" tests understate the true competence of the individual voter. (Popkin 1991; Lupia and McCubbins 1998)  The most effective critiques of the standard analysis, however, concede voters' severe ignorance, but maintain that even so, democracy works remarkably well.

The leading version of this argument is sometimes called "the miracle of aggregation." (Page and Shapiro 1992; Wittman 1995; Hoffman 1998)  Suppose that only 10% of voters are well-informed; they vote for the candidate who puts more weight on voter welfare.  The remaining 90% are completely uninformed and vote by flipping a coin.  Common sense says that this situation is hopeless.  Basic statistics, however, implies that as the size of the electorate increases, the randomness of individual voters matters less and less.  In percentage terms, errors tend to cancel each other out.  In fact, for a reasonably large electorate, we can practically guarantee that in a two-party race, each candidate gets half of the uninformed vote.  No matter what a candidate does, he gets at least 45% of the vote.  To win, though, a candidate needs more; and the only way to get more is to court the informed voters.  What fraction of the well-informed does a politician need to win?  51%.  In other words, whichever candidate the majority of well-informed voters prefers wins the election, even though by assumption the well-informed are out-numbered 9:1.

A parallel argument holds for ignorance about policy.  Suppose that most voters are ignorant about international economics.  As long as this ignorance leads equal fractions of voters to over- or under-estimate the benefits of free trade, the equilibrium policy remains the same.  Voter ignorance by itself therefore does not imply that protectionism prevails.  As long as errors are random rather than systematic, and the electorate is large, an ignorant electorate acts "as if" it were fully informed.

This sort of reasoning is especially persuasive to economists because it is an obvious extension of the familiar rational expectations assumption.  Most formal economic models routinely represent imperfect information as measurement error; they assume that individuals observe the "true value plus noise."  In Akerlof's (1970) famous article on asymmetric information, for example, ignorant car buyers know the average value of used cars, but nothing about any particular car.  From a rational expectations standpoint, systematic errors are by definition "irrational," a condition that most economists are unwilling to invoke.

Aside from the miracle of aggregation, another source of optimism in the face of voter ignorance emerges from the economics of crime. (Becker 1968)  This literature suggests that politicians can be kept in check even if voter ignorance occasionally rises up to 100%.  All that is necessary is that politicians have a strictly positive probability of being caught if they abuse the public trust.  If so, voters have a simple way to deter abuses: over-punish whoever they catch.  If a politician  has a 1% chance of being caught taking a $1 bribe, bribery has to be punished with far more than a $1 fine.  Voters could penalize wayward politicians for even minor infractions by throwing them out of office, demonizing them, or putting them in jail.  This is not idle theorizing, either; a number of politicians have ruined their careers with by saying the wrong word at the wrong time, or by misusing a trivial amount of official resources.

The "concentrated benefits, diffuse costs" story has also been specifically challenged.  Perhaps if there were only a single program in the federal budget that fit this description, that program would survive indefinitely.  But most economists concerned about programs with concentrated benefits and diffuse costs believe that they number in the thousands.  If so, there is a simple way to get rid of them: set up some sort of omnibus repeal bill. (Wittman 1995)  Bundle thousands of tiny affronts against the average tax-payer into one bill that pulls the plug on all of them.  In this way, politicians could overcome the dilemma that no one program is big enough to attract voters' attention.  Interestingly, after economists raised this theoretical possibility, U.S. politics provided a clear empirical illustration with the post-Cold War base closings bill.

Finally, even if one believes that voter ignorance remains a serious problem for democracy, it is important to carefully work through the direction of the effect.  Rational ignorance has generally been thought to make government inefficiently large.  But standard asymmetric information models actually predict the opposite. (Breton and Wintrobe 1982)  In the Akerlof lemons model, to take the canonical example, informed sellers and uninformed buyers leads the used car market to shrink.  The reason is that buyers realize that they are unable to judge product quality, and therefore become more reluctant to buy.  In a parallel manner, if political insiders know more about program quality than voters, voters' rational response is, in effect, to say "When in doubt, vote no."  In equilibrium, then, asymmetric political information tends to make government smaller, not bigger.
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Rational irrationality.  

Puzzles for rational ignorance.  Economists have long been aware of voters' rational ignorance.  But the beliefs of many voters seem anomalous even taking their severe ignorance into account.  Voters frequently have systematic biases rather than random errors.  They underestimate the economic benefits of free trade, overestimate the percentage of the budget spent on welfare, and misinterpret low economic growth as absolute economic decline. (Caplan 2002; National Survey of Public Knowledge of Welfare Reform and the Federal Budget 1995; Survey of Americans and Economists on the Economy 1996)  From a rational expectations standpoint, such systematic errors are by definition a sign of "irrationality" rather than ignorance.  Even on less restrictive cognitive assumptions, the further beliefs diverge from the truth, the harder it becomes to interpret them as honest mistakes.

Another puzzle is that people are often emotionally committed to their political beliefs. (Hoffer 1951) They look at new evidence and empirical tests more as a threat than an opportunity to learn.  The modern history of socialism provides a standard example: as evidence of its failures mounted, a large fraction of socialists refused to acknowledge not only its inadequacies, but true disasters such as the collectivization famines under Lenin, Stalin, Mao, and others.  Similar mindsets are easy to find across the political spectrum.  A new study finding that the Laffer curve peaks at a marginal rate of 90% would probably antagonize or even enrage conservative proponents of tax cuts, but is unlikely to make many conservatives rethink their views.
A related oddity about voters' beliefs is the extreme certainty with which many voters hold them.  The basic economics of information predicts that the poorly informed will be open-minded.  The less you know, the more you must recognize how many possible ways you could have gone wrong.  In politics, though, extreme ignorance often co-exists with dogmatism.  Passionate protectionists are rarely able to correctly explain the principle of comparative advantage, few fierce opponents of government spending are aware of the composition of the budget, and so on.  As the saying goes, "Don't confuse me with the facts."

A simple model of rational irrationality.  These are some of the reasons that led Caplan (2000; 2001c) to introduce the concept of rational irrationality as a rival to the better-known concept of rational ignorance.   The standard analysis of rational ignorance indicates that when there are weak incentives to reach correct answers, individuals realize this fact and accordingly choose to gather little information.  Caplan proposes that agents optimize along a second margin as well: their degree of rationality itself. (Akerlof and Dickens 1982)  When there are weak incentives to reach correct answers, an otherwise intelligent person may opt to turn off his critical faculties and believe whatever makes him feel best.

If comforting beliefs are false, there is a obviously trade-off between your beliefs' psychological benefits and your material well-being.  The key assumption of rational irrationality is that agents on some level have rational expectations about this trade-off.  Suppose for convenience that the trade-off is linear.  Then like any other product, we can draw a demand curve showing the "quantity" of irrationality a consumer selects at any given "price." (Diagram 1)  

For example, a doctor may want to believe that he can perform surgery while drunk without additional risk, but this belief would have high expected material costs from law suits and loss of business.  The same doctor could however vote on the basis of lame economic sophisms without fear of negative consequences.  Since his vote is almost certain to have no effect on the outcome anyway, he could safely indulge irrational political beliefs at the ballot box even though he refrains from such cognitive excesses on the operating table.

In terms of Diagram 1, the standard neoclassical assumption is that demand for irrationality is vertical at q=0; that is, that individuals are fully rational regardless of the practical relevance of the question.  Voters are as rational as consumers.  But if we relax this polar assumption, there is a strong reason to expect people to become markedly less rational when they turn to political questions.  If a consumer acts on the basis of irrational beliefs, he bears the full costs of the errors.  If a citizen votes on the basis of irrational beliefs, in contrast, he bears only an infinitesimal fraction of the costs.  In markets, rational expectations is a private good; in politics, it is a public good.

Like rational ignorance, rational irrationality is relevant to matters other than public choice.  Caplan (2001c) suggests, in particular, that religious beliefs often fit the same basic pattern.  Most religious adherents are highly certain of their religious beliefs, in spite of their unfamiliarity with rival doctrines.  But in most cases, religions focus on questions with little practical relevance.  Unless one wishes to be a professional biologist, for example, how you would hurt your career prospects by embracing creationism over evolution?  Here again, then, people might retain irrational beliefs indefinitely because the material costs of error are minimal.  In a sense, rational irrationality provides an economic account of the parallels between political ideology and religious faith emphasized so eloquently by Eric Hoffer in The True Believer (1951).

Rethinking political failure. Caplan (2001c) emphasizes that rational irrationality allows for a great many political failures that rational ignorance cannot sustain. (Wittman 1995)  Rational irrationality can take many public choice intuitions about political failure and put them on a stable theoretical foundation.  

Consider, for instance, the common argument that voter ignorance of international economics leads to protectionist policies.  This story has been shot down on the grounds that purely random errors resulting from lack of information should cancel out.  If voters are ignorant about international trade, leading some to overestimate the benefits of protectionism and others to underestimate them, there is no reason to expect the equilibrium platform to be biased in a protectionist direction.  In contrast, if voters are rationally irrational, they could systematically tend to overestimate the benefits of protectionism, driven perhaps by xenophobia.   Their systematic overestimate would in turn push the political system to adopt the protectionist policies that voters believe to be beneficial.

Indeed, such policies could in principle win unanimous support. (Caplan forthcoming)  Suppose, following Becker (1958), that all voters have identical preferences and endowments.  If protectionist policies prevail, each voter is $1000 worse off than under free trade.  But each voter gets $10 of surplus from believing in the economic benefits of protectionism.  Then a voter is better off holding this irrational view as long as 

-$1000*p+$10>0, 

where p is the probability of voter decisiveness. (Brennan and Lomasky 1993)  As long as p<1%, each and every voter will put his faith in protection and vote accordingly, leading to a per capita loss of $990.

Critics of rational ignorance arguments point out, in addition, that voters have a variety of simple strategies for coping with their own ignorance.  The most obvious is "When in doubt, vote no."  When voters learn that a politician advocates programs of unknown quality, they could automatically count such advocacy against them.  Admittedly, this argument sounds strange and forced.  But why?  A natural explanation is that voters' problem is irrationality rather than ignorance.  In a sense, they want to be fooled.  If they were buying a used car, they would apply extra caution to compensate for their own ignorance.  When they vote, however, they rarely bother.  They want to believe that new programs will make the world a better place.  Questioning that assumption would disturb their worldview without significantly raising the probability that better programs prevail.  

In many brands of public choice, special interests are presumed to be the driving force behind inefficient policy.  What makes this approach problematic is that inefficient policies are frequently popular. (Caplan 2002; 2001a)  The public pays little attention to the details of trade policy; but when they do hear about protectionist measures, they are usually supportive.  The same goes for many of the policies economists question, from price controls to drug regulation.  Rational irrationality provides a simple alternative account of political failure: The main cause is not special interests, but voters themselves.  This hardly implies, however, that counter-productive policies are somehow efficient.  Democracy creates a pervasive voter-on-voter externality.  The fact that most individuals choose to pollute does not imply that laissez-faire delivers the socially optimal level of pollution.  Similarly, the fact that most individuals vote in favor of a policy does not mean that democracy delivers socially optimal policy.
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Diagram 1: The Demand for Irrationality






Figure 1: Size of Belief Gaps Between Economists and Population Sub-Groups
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