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Abstract

After presenting some casual evidence about the difference between economists and the rest
of the population, first the survey and experimental evidence which has been presented on this
topic during the last 20 years is discussed. But can these results really be transferred to real
world situations? To show this, examples of referenda results in Switzerland are presented
where the citizens decided against recommendations of most economists. But what is so
particular in economic theory that causes these different convictions? Some explanations are
given with respect to positive economic theory and with respect to the normative convictions
of economists. The paper concludes with possible consequences which economists might
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1 Introduction: Some Observations

“Are economists different, and if so, why?”, was the title of a paper by J.R. CARTER and M.
IRONS (1991) published in the Journal of Economic Perspectives thirteen years ago. Are they
more conservative than the general public as 32 years earlier G. STIGLER (1959) already as-
sumed, who told us “that the professional study of economics makes one politically conserva-
tive”? (p. 522.) He defined ‘conservative’ in the following way: “I shall mean by a conserva-
tive in economic matters a person who wishes most economic activity conducted by private
enterprise, and who believes that abuses of private power will usually be checked, and incite-
ments to efficiency and progress usually provided, by the force of competition.” (p. 524.)
Economists are different, and in some sense more conservative; there is a gap in our societies
between the economic elite and the other elites, especially the cultural one. Let me first dem-
onstrate this with two pieces of casual evidence.

In 2003, I participated in a public panel discussion in Vienna. The topic was the economic
model of behaviour in the age of globalisation. The discussion took place in the nice and
rather imperial surrounding of the Vienna city hall. It was obvious from the beginning that the
organisers were rather critical of economists. I had the privilege to start the discussion and,
applying the ‘weak rationality principle’” following, e.g., G. HOMANS (1961, p. 80) who
wrote about the modern conception of homo oeconomicus that “the new economic man is
plain man”, I tried to convince the floor of the general applicability of the economic model
and that this has nothing to do with the process of globalisation; that one should not mix these
two issues. After me, a professor of political science from Innsbruck was speaking. She pre-
sented — at least as far as I think — rather outdated rigid traditional Marxist theses which were,
of course, quite common among left-wing people in the German speaking countries in the
years of the 68-movement. This woman accused the capitalists, especially the American ones,
and, of course, also the bourgeois economists who are the ones who preach the capitalist ide-
ology, as being responsible for all evils in the world, from the exploitation of workers via the
imperial war which the United States fight in the Iraq up to the cutting of subsidies for cul-
tural institutions in Austria like theatres and opera houses. But what really was astonishing
was not so much that this woman was presenting such theses; there are always people who are
somewhat behind their time, and some of these — sometimes rather intelligent — people are
also professors. No, what really was astonishing was that probably more than half of the
auditorium was in favour of this woman’s views, especially as this auditorium did not at all
consist of flippy young people. On the contrary, the majority of people in the room were
rather distinguished ones at our age, part of the cultural elite of Vienna. The discussion in-
dicated a deep gap between two elites in our societies, the economic on the one side and the
cultural on the other side, and communication between these two clites seems to be rather
difficult.

One might think of this occurrence as being just an accident or, perhaps, being only typical
for Austria, but certainly not for other countries. According to the results of B.S. FREY et al.

1. For this principle see G. KIRCHGASSNER (2004).



(1984) published twenty years ago, Austrian economists have been to the left of their col-
leagues of other countries insofar as they were more in favour of Keynesian economic policy
and, therefore, of state interventionism as, e.g., their Swiss, German, or American colleagues.
Insofar, the whole Austrian society might be politically left of the societies of other countries.
But such a suspicion is missing the point. I personally do not believe that the Austrian people
are — on average — politically significantly more left-wing than people from other countries.
Moreover, it is bad economics to explain differences in behaviour by differences in prefer-
ences. But more importantly: There is another somewhat more general observation which
corroborates the impression of a gap between these two elites.

Take any good German or Swiss newspaper. You will always find that the cultural part is
politically far left from the economic part; the cultural part is more in favour of social democ-
ratic parties or — at least — of the left wings of the non-socialist parties which many of those
European parties have, while the journalists writing in the economic part are almost always
strongly opposed to socialist ideas. If we apply a uni-dimensional scale where the right end
denotes a position of being strongly in favour of market mechanisms and being highly scepti-
cal about state interventions, while the left end of the scale denotes just the opposite, you will
find that the political part of these newspapers is in the median position (of this newspaper)
while the economic part is considerably right and the cultural part considerably left of the
political part. This holds for the Frankfurter Allgemeine Zeitung, which is the internationally
best known daily German newspaper, in the same way as for the Neue Zurcher Zeitung which
has a reputation for being the qualitatively best daily newspaper in German language, as well
as for DIE ZEIT, which has a reputation for being the qualitatively best weekly newspaper in
German language. While the former two newspapers have a clear position in the right politi-
cal spectrum, the ZEIT is somewhat left of the median position, but the economic part of the
ZEIT might even be right to the cultural part of the Neue Zlrcher Zeitung. Though I have only
little personal experience, I believe that you can make similar observations in other, that is in
non-German speaking European countries as well, as, e.g. Le Monde in France.

This gap between the economic and the cultural elite might be more significant in the Euro-
pean countries than in North America. On the other hand, academic economists are today with
respect to their political identifications — on the average — significantly right of the general
public. This also holds for the United States, as R.F. HAMILTON and L.L. HARGENS (1993)
show. They report the results of a survey taken in 1984. According to those, only 27.7 percent
of economics professors identified themselves as being left or liberal, compared to 39.5 per-
cent of all 4'944 professors asked, 66.1 percent of political scientists and even 78.4 percent of
sociologists.” Moreover, B. CAPLAN (2002) has recently shown that there is a big gap be-
tween U.S. economists and the general public with respect to economic questions; he accuses

2. This is quite different from the situation in 1969. In that year, 57.1 percent of all economics professors
identified themselves as being left or liberal, compared to 54.4 percent of all professors, 69.9 percent of
political scientists and 79 percent of sociologists. Thus, economists moved from a position which was left
to the median (of all professors) to a new position which is clearly right to the median. The fact, that the
size of the sample was 58'313 and, therefore, about twelve times the 1984 sample can hardly account for
this dramatic shift.



the latter of having “systematically biased beliefs about economics”. And, especially in the
United States — much more than in Europe — Public Choice economists (and political scien-
tists) have the reputation and are accused of being politically biased towards the right. There-
fore, in order to understand the own position, this problem might be even more relevant for
public choice scholars than just for ordinary economists, and it is, therefore, a topic, public
choice scholars should think about.

In the following, I will first discuss the survey and experimental evidence which has been
presented on this topic during the last 20 years (Section 2). The open question is, however,
whether these results can really be transferred to real world situations. To show this, I present
examples of referenda results in Switzerland where the citizens decided against the recom-
mendations not only of most economists but also of most economic parties and interest groups
(Section 3). But then, we have to ask what is so particular in economic theory that causes dif-
ferent convictions of economists compared to the rest of the world. I try to explain the differ-
ence first with respect to positive economic theory (Section 4) and second with respect to the
normative convictions most economists have (Section 5). I conclude with possible conse-
quences economists might draw from all this (Section 6).

2 Economists are Different (1): Survey and Experimental Evidence

The literature about differences between economists and the general public started in the
eighties with surveys among economists about the working of the price system. The first pa-
per was a questionnaire among American economists done by J.R. KEARL et al. (1979). It was
no surprise that in this survey a large majority of economists believed in the functioning of the
market system. Studies for Austria, France, the Federal Republic of Germany and Switzerland
followed and produced quite similar results.” It was the conviction of the various authors of
these studies that the general public does not have the same strong belief in the working of the
market system as the economists. As evidence for this B.S. FREY (1986) pointed to the result
that economists working in the government had already less trust in the market system than
academic economists; while, for example, 45 percent of the academic economists believed
that minimum wages increase unemployment, only 33 percent of the economists working in
the government did hold the same belief.

The next step in this line of research was the paper by D. KAHNEMANN, J. KNETSCH and R.
THALER (1986). Given an artificial situation of excess demand for snow shovels due to an
unexpected snow storm, they asked in a randomly selected survey among residents of two
Canadian metropolitan areas, Toronto and Vancouver, how the respondents evaluated the
fairness of the price system. The result was that — not surprisingly — a large majority of the
respondents were convinced that the use of the price system in such a situation is unfair or
even very unfair.

3. See the overview in B.S. FREY et al. (1994).



B.S. FREY and W.W. POMMEREHNE (1993) used first the same and second a quite similar
question in Germany (West-Berlin) and Switzerland (Ziirich), exchanging the snow shovels
after a snow storm with water bottles at a sightseeing point on a mountain on a particularly
hot day. For both (artificial) situations they got quite similar results which were also similar to
the U.S. results: About 80 percent of the respondents considered the use of the market system
in these situations as being unfair or even very unfair. In addition, they extended the design by
asking which of the following four allocation procedures would be considered as being fair or
unfair: the price system, the traditional allocation of first come first served, a random assign-
ment, or distribution via a public administration. The random procedure was considered as
being the most unfair, closely followed by the price mechanism, while the traditional proce-
dure was considered as being fair by 76 percent.

To compare the perceptions of economists with those of the general public, in a further study,
B.S. FREY and W.W. POMMEREHNE together with B. GYGI (1993) added a survey among eco-
nomic students (among them many business economists) at the universities of Ziirich and of
the Saarland. A huge majority of 64 percent of the economists also considered the price in-
crease as being unfair in such a situation, but this was significantly less than the 84 percent of
the general public. Thus, not all economic students had internalised the ethics of the price
system, but still considerably more than the general public. In both groups, behind the tradi-
tional system of first come first served, the distribution via the public administration got the
second place with respect to its fairness, but way behind the traditional system.

A further result of this study is that there are only slight differences between beginning and
higher grade economists. This is interesting evidence insofar as one major point of discussion
in the literature is whether such results stem from learning or, to state it less politely, from in-
doctrination, or from self-selection. The indoctrination hypothesis is quite prominent among
economists. As already G. STIGLER (1959, p. 528) wrote: “The main reason for the conserva-
tism [of economists] surely lies in the effect of the scientific training the economist receives.
He is drilled in the problems of all economic systems and in the methods by which a price
system solves theses problems.” (p. 528) If the results of B.S. FREY, W.W. POMMEREHNE and
B. GYGI (1993) can be generalised, G. STIGLER is mostly wrong: They find only very weak
evidence for an indoctrination effect and, therefore, assume that it is mainly self-selection.

This study has, however, been criticised by J. HAUCAP and T. JUST (2004) because the ceteris
paribus assumption is not fulfilled: it is neither controlled for (expected future) income nor for
demographic factors like gender and age. To overcome these shortcomings at least partially, J.
HAucAP and T. JusT replicated the experiment with their own students at the University of the
German Federal Armed Forces in Hamburg. They argue that they “do not have to control for
(expected) income, education level, gender, nationality or age, as the students are extremely
homogenous in these respects.” (p. 2) Due to the special situation in which their students are,
this might be true: They only asked male students, and all their students will (if they succeed)
stay in the army for at least 12 years and become officers. The ‘general public’ is represented
in their investigation by engineering students and students from the other social sciences.



The results are quite different from those of B.S. FREY, W.W. POMMEREHNE and B. GYGI
(1993). Only forty percent of the first year economists (including business economists) con-
sidered the price system as being fair, whereas there were 60 percent of the advanced econo-
mists. Thus, there is a clear and highly significant indoctrination effect, and the share of those
economists who consider the price system as being fair is much higher than that at the univer-
sities of Ziirich and of the Saarland. Moreover, while only 46 percent of the business students
consider the price allocation as being fair, it were nearly 70 percent of the economics students.
Thus, G. STIGLER (1959) seems to be right.

It is difficult to see what causes the huge differences of the results. It is obvious that the Ham-
burg students are much less representative for all economic students than those of Ziirich and
Saarbriicken. Thus, the quantitative results of this study cannot reasonably be transferred to
the general (German) students’ population. On the other hand, to test just the single hypothe-
sis whether indoctrination plays a role or not it is a huge advantage to have such a homoge-
nous group as in Hamburg; this comes close to the situation of laboratory experiments. Thus,
we face the well known problem of external versus internal validity.

There are other survey results which also show differences between economists and non-
economists. R.H. FRANK, TH. GILOVICH and D.T. REGAN (1993) mailed questionnaires to
1245 randomly selected college professors asking them (besides other things) not only
whether they participate in presidential elections but also to report the annual dollar amount of
different kinds of charitable donations. While there was no real difference in voting behav-
iour, the share of ‘pure’ free riders among economists, i.e. those who never gave money to
any charity, was 9.3 percent, compared to figures between 1.1 and 4.6 percent in the other
disciplines.

The common weakness of all these studies is, however, that they can tell something about the
preferences of the different groups but not necessarily about their actual behaviour. Of course,
there were no incentives for strategic behaviour when these questions were asked. Thus, the
talk-is-cheap argument is not valid here. Nevertheless, it is completely open what these results
imply for the actual behaviour of economics and other students.

An alternative research strategy which uses laboratory experiments is not subject to this sus-
picion. As far as I see, G. MARWELL and R.E. AMES (1981) were probably the first employing
this strategy. They showed in a public good experiment that high-school majors, that is non-
economists (including probably some future economists), voluntarily contributed approxi-
mately twice as much to the public good than first year graduate students in economics. There
was also a huge difference in what the two groups considered as being a fair contribution to
the public good.”

Similar results have been derived for the ultimatum game. Economists behave more selfish or,
to say it a little bit more polite, more in accordance with traditional game theory. In the study

4. See also the prisoner dilemma experiment reported in R.H. FRANK, TH. GILOVICH and D.T. REGAN (1993)
which produced similar results.



by J.R. CARTER and M.D. IRONS (1991) mentioned above, for example, when 10 U.S. Dollars
were at stake the economists accepted on average a minimum of 1.70 U.S. Dollar or proposed
to keep 6.15 U.S. Dollars, while non-economists wanted to get at least 2.70 U.S. Dollars and
proposed to keep 5.44 U.S. Dollar, on average. Thus, economists behave in such situations
not as self-interested as traditional economic theory predicts, but significantly more than non-
economists do. In the last twenty years, quite a lot of different experimental studies have been
undertaken which all corroborated this fact. Though these results have been mainly derived
from students, it seems reasonable to expect similar differences in behaviour from economists
and non-economists after they have finished their studies.

Again, the question which was mainly discussed in this literature was whether this is the re-
sult of indoctrination or of (self-)selection: Are those students who start economics already
more selfish than the rest of the population, or do they learn this habit during their studies?
The problem here is more serious than with respect to the evaluation of the market solution,
as the moral dimension is more obvious. If studying economics makes students more selfish
as, e.g., R.H. FRANK, TH. GILOVICH and D.T. REGAN (1993, 1996) assume, then those profes-
sors who teach economics might be guilty (at least in the eyes of non-economists) of making
those students more selfish. As co-operation and even altruistic behaviour is necessary in
many situations for the well-functioning of a society, teaching economics might be of am-
biguous social value. If, on the other hand, “economists are born, not made”, as J.R. CARTER
and M.D. IRONS (1991) state, then professors of economics might plea for ‘not guilty’; the
difference between economists and non-economists might just be given by nature.

There is some further strong evidence which points to the difference between economists and
non-economists, at least of the male ones. R. SELTEN and A OCKENFELS (1998) performed a
solidarity game. In three-person groups people had the 2/3 chance to win DM 10.00. Before
the decision was made, the players were asked how much they would be prepared to give in
the case of winning to the one or two possible losers in their group. There was a remarkable
difference between economists and non-economists, but only among the male ones: Female
economists were prepared to give nearly the same amount as female non-economists. A simi-
lar result has been produced by B. FRANK and G.G. SCHULZE (2000). They investigated
whether economics makes citizens corrupt. Overall, they found that economists are signifi-
cantly more corrupt than non-economists, while they were unable to find the gender effect
known from other experiments.” But disaggregating the four groups, they found that male
economists are the most corrupt ones, while male non-economists are the least corrupt ones,
the two female groups being in between, with the female economists being only a little bit
more corrupt (which is not statistically significant) than the female non-economists. The sta-
tistically significant difference between economists and non-economists does, in this setting,
only hold for the male subjects. Given the differences in these studies, it is an open question
whether the self-selection of male and female students follows different patterns and/or
whether they respond differently to educational influences. Thus, these experiments give no
clear support to either of the two hypotheses.

5. For references of the gender effect see R. SELTEN and A. OCKENFELS (1998).



One major problem with these and other, similar studies is, however, that people play (or talk)
and not really act. It is again the problem of external validity. To overcome this, A.M. YET-
ZER, R.S. GOLDFARB and P.J. JOPPEN (1996) performed a ‘Lost-Letter’ experiment, a tech-
nique which is well known in psychology.” They put 10 one U.S. Dollar bills with a corre-
sponding letter in unsealed, stamped white envelopes. They left them in classrooms at the
George Washington University shortly before classes begun: 32 in graduate economics
classes and 32 in graduate classes of other disciplines, in particular psychology, political sci-
ence and history.” The results are striking: 56 percent of the letters left in economics classes
were returned, but only 31 percent of those left in non-economics classes. Though this differ-
ence is statistically significant only at the 10 percent level, it is definitely not compatible with
the hypothesis that economics students are less cooperative than those studying other subjects.

Another problem of all these experiments is that the students do not spend their own money.
The behaviour of individuals might be quite different if they have to spend (or keep) their own
money compared to a situation where they just decide about ‘given money’. To overcome this
problem, B.S. FREY and S. MEIER (2003) conducted a field experiment at the University of
Ziirich. At this university, every semester all students have to decide on contributing to two of-
ficial social funds in addition to the compulsory tuition fee. One fund offers cheap loans for
needy students (Loan Fund) while the other fund supports foreign students (Foreign fund).
Compared to the tuition fee of about 700 Swiss Francs the voluntary contributions of 7 or 5
CHF, respectively, are very small, i.e. the students are in a low cost-situation, but it is, never-
theless, their own money, or at least the money of their parents, which the students spend.

The main result of B.S. FREY and S. MEIER is that students of economics, narrowly defined,
the political economists, do not give less than the average of all other students. As Figure 1
shows, in the main stage they contribute even a little more while during their Ph.D. studies
they contribute a little bit less than the others but not significantly so. (For the first two years,
the introductory phase of the studies, there is no differentiation between political and business
economists.) Apparently, those economics students who have a higher willingness to spend
are less likely to make a Ph.D. The smaller contributions of the economic students (widely
defined) is due to the business economists: They contribute significantly less than the other
students. Moreover, it can also be seen that the contributions of the economics students are
declining in time. Thus, the longer they stay at the university, the less they spend. However,
as this holds for all students and not only for economists, it cannot be the effect of economic
education. Thus, FREY and MEIER come to the conclusion that “the lower contribution of
business economists, compared to other students, is due to self-selection rather than indoctri-
nation.” (p. 461)®

6. It has first been employed by S. MILGRAM, L. MANN and S. HARTER (1965). See also R.N. ZELNIO and J.P.
GAGNON (1977). These experiments are sometimes called ‘Envelope Drop’. See, e.g., E.L. GLAESER et al.
(2000).

7. For a more detailed description of the experiment see A.M. YETZER, R.S. GOLDFARB and P.J. JOPPEN
(1996, pp. 180f.).

8. See also S. MEIER and B.S. FREY (2004), though the results are not so unambiguous as the two authors
claim.
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Figure 1: Proportions of Economists and Non-Economists Who Contribute to the Funds”

Though this is obviously the best field study which is available at the moment, it is neverthe-
less difficult to say whether these results can be generalised. The problem is not so much
whether the results from Ziirich can be generalised to other cities or countries. This might be
the case, as B.S. FREY and S. MEIER (2003) argue. The problem is rather that the students, or
at least most of them, are in a low-cost situation. Moreover, what might be even more impor-
tant is that it is not controlled for their income situation. Moreover, the experimental results
from the United States are derived with economics students and not with business students.
Thus, it remains an open question why economics students behave more selfish than others in
laboratory experiments but not so in the field experiment of Ziirich.

A quite different field experiment has been performed by A. BLAIS and R. YOUNG (1999).
During the Canadian federal election campaign in 1993, a large number of students were ex-
posed to a ten minute presentation of the rational model of voting behaviour, telling them the
well known fact that (under the assumptions of this model) a rational voter should not partici-
pate. This reduced — compared to control groups — participation by seven percentage points,
mainly because it diminished their sense of duty.'”

Thus, the results of the two field studies do not only cover different aspects of behaviour, but
they also seem to be in contradiction. But, nevertheless, contrary to what R.H. FRANK, TH.
GILOVICH and D.T. REGAN (1996, p. 192) stated, the results of A.M. YETZER, R.S. GOLDFARB
and P.J. JOPPEN (1996) as well as B.S. FREY and S. MEIER (2003) have shifted the burden of

9. Source: B.S. FREY and S. MEIER (2003, p. 452).
10. An earlier study with similar results has been performed by G. BRUNK (1980).



proof at least somewhat from those who favour the selection hypothesis to those who favour
the indoctrination hypothesis. The evidence is conflicting.

However, the reason why we actually can expect conflicting evidence in this area is that — due
to the low cost-situations in which they are performed — these laboratory and field experi-
ments tell us more about the preferences of the subjects and less about their actual behaviour
in (costly) everyday situations. Economic theory, however, has hardly anything to tell us
about the preferences; it is usually about changes in behaviour of individuals as a result of
changes in their restrictions. If different people at different places at different points of time
have different preferences, we should not be surprised to see different results.

But even if it is only self-selection, the fact remains that at least in some respect and, espe-
cially with respect to their perception of economic mechanisms, political economists are dif-
ferent. And at least with respect to this perception it is hardly imaginable that it is not also
indoctrination.'” But the much more important question is whether there are real differences
in the behaviour of economists compared to other people outside experimental situations. It is,
for example, hardly astonishing that people who know formal game theoretic models are more
behaving according to the behaviour predicted by these models than those who do not know
them. The really interesting question is whether such behaviour really matters in practice, i.e.
in real world situations, and, therefore, matters for policy outcomes.

3 Economists are Different (11): Political Consequences

At least the different perceptions of the market system matter quite a lot, as can be studied in
the Swiss direct democracy. It is not unusual that political decisions are taken in a democracy
which do not make sense according to conventional economic wisdom. Public Choice
economists usually explain this as the effect of rent-seeking by interest groups; in the theo-
retical models the interest groups use a bribe to ‘buy’ the governments decision. However,
this is impossible in a direct democracy, because the majority of voters can hardly be bribed.
Interest groups may, of course, have an impact on the decisions of the government and/or the
parliament. In this respect, the Swiss semi-direct democracy does not differ from the purely
parliamentary systems of its surrounding democratic countries. However, if the outcome of
the parliamentary process is too far away from the position of the median voter, interest
groups and/or parties which lost in the parliamentary process might start a referendum and in
this way transfer the decision to the people.'? Then, interest groups can try to influence the
voters, but this is much more costly and more difficult than trying to influence the parliamen-
tary process. Moreover, as the empirical evidence shows, it is more difficult to mobilise in
favour of a proposal than against it.'"” Thus, interest groups have a hard job whenever they

11. For the effects of the education of economists see also T. COUPE (2004).
12. See, e.g., L.P. FELD and G. KIRCHGASSNER (2001, p. 343{f.).

13. See, for this, H.P. HERTIG (1982), C. LONGCHAMP (1991) or G. KIRCHGASSNER and T. SCHULZ (2004) with
evidence for Switzerland as well as E. GERBER (1999) presenting evidence for the United States.
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want to get additional advantages sanctioned by the voters. Taking the possibility of a refer-
endum into account, the parliamentarians are hesitant to deviate too much from the median
voter’s position. Correspondingly, only in a minority of cases are signatures collected to get a
referendum. But once this is the case, about half of the referenda are successful insofar as the
law which has passed the parliamentary process is rejected. It is probably not by chance that
in the study of E. KATZ und J. ROSENBERG (1989) Switzerland is the country with the lowest
social losses due to rent-seeking.

Concerning the differences between the general public and the economists with respect to
economic policy decisions the really interesting cases are, however, the ones where nearly all
economists as well as all or at least most parties and interest groups were in favour of a deci-
sion but where the Swiss citizens, nevertheless, rejected it, or when the majority of parties and
interest groups were against an initiative but it nevertheless passed. In recent years, this hap-
pened several times, especially with respect to liberalisation or privatisation proposals. The
most prominent decision was the rejection of the new electricity market law which was re-
jected on September 22, 2002 by a majority of 52.6 percent. Of course, the crisis in California
which happened a few months before this referendum did not help the supporters of the new
law, but this law would probably also have been rejected without this event. Apparently, in
this respect the Swiss people are more sceptical about the well-functioning of the market
mechanism than most economists, and they favour more government regulation or even pub-
lic production. It is not by chance that Switzerland is today one of the West European coun-
tries with the least liberalised electricity market.

Similar decisions took place at the cantonal level when garbage incinerators should be priva-
tised.'” Such privatisations have even been rejected in cases where the Social Democrats did
not oppose or even supported it. Moreover, in those 19 cantons where we have cantonal mo-
nopolies of insurance for fire and elementary damages, it is impossible to privatise them. In
the canton St. Gallen a corresponding initiative was dropped because it did not have any
chance of succeeding, and in the canton Ziirich the citizens confirmed the cantonal monopoly
in 2001 in a referendum with more than 70 percent.'”

It is obvious that the Swiss general public or the Swiss median voter, respectively, has a dif-
ferent opinion with respect to these matters than most or even nearly all economists have, and
due to the opportunities of direct democracy they have the possibility to override the eco-
nomic and political elites. Some Swiss economists demand for this reason that, at least at the
federal level, direct democracy should be abolished or — at least, be severely restricted — in
order to perform a more rational economic policy.'® They are convinced that they are better
able to realise their conceptions in a purely representative system. They might even be right;
in Continental Europe the European Union which has, as is widely known, a huge democratic

14. This happened, e.g., when the population of the canton Basel-City rejected the privatisation of its garbage
incinerator on November 19, 1995, with 58.2 percent. See for this: Basel gegen Privatisierung des Keh-
richtwesens, Neue Ziircher Zeitung Nr. 270 vom 20. November 1995, p. 13.

15. See, e.g., G. KIRCHGASSNER (2001).
16. See, e.g., S. BORNER and F. BODMER (2004, p. 218f.), or, much more extreme, W. WITTMANN (1998, 2000).
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deficit, has enforced privatisation and deregulation in its member countries even against the
resistance of their governments.'” Of course, such a paternalistic view is hardly compatible
with the basic liberal assumption of citizens sovereignty which underlies the economic model
of behaviour.

4 Why are Economists Different (1)? — Reasons from Positive Theory

If we accept the results from the laboratories as well as the fields as evidence that economists
are really different, the second question which naturally arises is: Why are they different?
With respect to self-interested behaviour it might be the case that, as B.S. FREY and S. MAIER
(2003) tell us, at least political economists (including public choice scholars) are not different
at all or, as J.R. CARTER and M.D. IRONS (1991) (and others) state that this is only due to self-
selection. Then, all is a matter of different preferences, and for economists who usually take
preferences as given it is obviously not the job to ask why preferences of different people are
different. This job is usually assigned to other social scientists, especially sociologists and
psychologists.

The situation is, however, quite different with respect to the evaluation of the quality of mar-
ket solutions. If, as is the case, economists belief more in market solutions than the rest of the
population, including other social scientists, then this can hardly be attributed to self-selection
but is definitely a problem of learning or indoctrination. But what makes economics different
from the other social sciences? Why are economists thinking differently about the solutions of
societal problems?

The first answer is, of course, that they apply the economic model to analyse individual be-
haviour. But this does not really explain the differences, as the general model of Homo
oeconomicus is not only also applied in other social sciences as well but also because it is a
very general model of explaining individual behaviour; the basic model is the basis of any
‘understanding’ social science in the Weberian sense. As V. VANBERG (1975) has shown in
his dissertation, there is no basic methodological difference between modern economic theory
and a sociology in the sense of M. WEBER (1913).

Thus, the problem is not that we assume that individuals have consistent preferences and that,
given the information they have about the restrictions, they choose the actions which, at the
time the decision is made, they evaluate as being the best one for themselves. The problem is
not even the assumption of self-interest which, in a weak form, is compatible with nearly
every behaviour, but the additional assumption that individual behaviour is only driven by
external incentives, often even reduced to material incentives. Internal incentives as, for ex-
ample, intrinsic motivation or commitment, do not play a role in this conception. Or, to state it
in a Weberian terminology: It is exclusively instrumental rationality, that drives individual

17. A further example of a referendum by which the Swiss people rejected a proposal which was supported by
nearly all economists in Switzerland — admittedly with only a very small majority — was the rejection of
joining the European Economic Area (EEA) on December 6, 1992.
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actions, and not also value rationality.' Of course, the market is a system which is nearly
totally steered by external incentives, but voting behaviour, for example, is — due to the low
cost situation in which voters are — strongly influenced by internal incentives.'” During their
education, economists are nearly exclusively trained to take external incentives into account,
and even when the economic model of behaviour is applied to non-market situations their
focus is on the effects of external incentives. It is hardly astonishing that those who are
trained over several years in this thinking are more in favour of market solutions than the rest
of the population.

This thinking in incentives has — as everything else — advantages and disadvantages. It recog-
nises problems which are not seen otherwise. The ‘paradox of not voting’, for example, that a
rational voter does not vote, can only be seen as a problem under the assumption that individ-
ual behaviour is driven by external motivation. On the other hand, it cannot be solved if we
only take instrumental rationality into account.”” If one sees voting as an act of commitment,
i.e. if citizens are committed to voting, it is obvious that they will participate even if they see
that their single vote does not count. Actually, commitment is the driving force for a wide
class of behaviour, behaviour which often cannot reasonably be explained by a strict eco-
nomic approach.m

This does not imply that the two approaches are incommensurable, as, perhaps, P.K.
FEYERABEND (1975) would have said. Commitment (or value rational acting), defined by
A.K. SEN (1977, p. 95) “in terms of a person choosing an act that he believes will yield a
lower level of personal welfare to him than an alternative that is also available to him” can
also be explained within the economic approach.” In doing so, we have to assume that, first,
there are good reasons for the behaviour individuals are committed to, second, that the costs
of such behaviour are tolerable, and, third, that the expected result of such behaviour is ac-
ceptable. Under these conditions commitment might be a kind of bounded rationality. If, on
the other hand, one of these three conditions is violated, especially if the costs become too
high, most individuals will change their behaviour. Hardly anybody who explains part of in-
dividual behaviour by commitment would deny this. But this is nothing else than to say that
sufficiently strong external incentives will change the behaviour of the individuals.

Correspondingly, to take the possibility of commitment into account as, for example, A.K.
SEN does, it is not a principle deviation from the economic approach but a change in the per-
spective. The commitment perspective can be included into the economic one, but starting
from the traditional economic perspective one will hardly recognise that there is something
like commitment which is relevant for the behaviour of many individuals in many situations.

18. For the distinction between instrumental and value rationality see M. WEBER (1922, pp. 12f.).
19. See for this, e.g., J.M. BUCHANAN (1954), H. KLIEMT (1986) or G. KIRCHGASSNER (1992).
20. See, e.g., G. KIRCHGASSNER and T. SCHULZ (2004).

21. See also the experimental results in L.P. FELD (2000) and J.-R. TYRAN (2002).

22. Attempts to introduce value rationality in the Weberian sense into the economic model of behaviour have
been undertaken, e.g., by S. LINDENBERG (2000) and H. ESSER (2003).
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A second dimension with respect to which we are different is the assumption that preferences
are given or, to state it more precisely, that it is hardly possible that public policy can have a
systematic impact on the preferences of adult individuals. It is already difficult to systemati-
cally influence the preferences of young individuals; otherwise we would have much less
problems with them, for example, with their consumption of illegal drugs. Thus, if we want to
change the behaviour of individuals, we try to change their restrictions in order to make so-
cially unwanted behaviour desirable from an individual perspective. And even then, we are
usually sceptical about the chances for success of such measures, because we acknowledge
that people are intelligent and learn and might behave quite differently from what we expect.
This renders economists reserved with respect to economic policy matters or politically con-
servative in the way G. STIGLER (1959) defined it.

Other social scientists question the assumption of given preferences and, therefore, are more
ready to assume that preferences can be influenced. Because people do not always behave
self-interestedly but also follow moral rules, they give moral suasion much more credit than
economists usually do.

A third dimension with respect to which we are different is the problem of emergency, or, the
fact that “the whole is more than the sum of its parts”. Other social scientists, especially those
who are developing system theories, are speaking of properties of economic (and other) sys-
tems and the relations between such properties. Economists or, more generally, those social
scientists who develop theories based on methodological individualism, speak of unintended
side effects of individual actions. Again, these two perspectives are not necessarily contradic-
tive: The systems theory of N. LUHMAN, e.g., can be transformed into a theory based on
methodological individualism, as well as the approach of E. DURKHEIM, as R. KONIG (1961)
has shown.” The difference is again one of a different perspective.

These two differences have important implications for the way we are thinking of problems of
the society in general and of political processes in particular, and, therefore, also about the
merits of the market mechanism. People who are looking at the government as being com-
mitted to perform a certain policy have a different perspective than those seeing the people
working in the government only as seeking their own private interests. The former perspective
is not necessarily to the advantage of the government, as voters might punish the government
(and next time elect the opposition) due to developments the government is not really respon-
sible for. Take the current situation. As the OECD has told us quite often, the social security
systems of all OECD countries will get into troubles and have to be reformed. There are some
reforms in several countries, be it Germany, France, or Austria, to name just three. Two of
them have a right-wing, one has a left-wing government. The policies they perform are quite
similar, and they hardly have a chance for something very different. Nevertheless, as the re-
cent regional elections in all three countries as well as opinion polls show, all three govern-
ments are punished for performing such a policy, despite the fact that the oppositions hardly
have better conceptions.

23. M.D. WHITE (2004) even attempts to incorporate Kantian ethics into the economic model of behaviour.
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Moreover, those who are taking on the economic perspective will always take into account
the unintended consequences of intended actions, especially government actions, and there-
fore, more or less concentrate on government failure. Those coming from a systems perspec-
tive will rather concentrate on market failures. Again, it is a difference in the perspective, not
necessarily a basic difference, but it can lead to totally different evaluations of the market
system and, therefore, policy conclusions. Taking both perceptions into account, one might
become somewhat more hesitant than the average economists to praise the market mechanism
and only come to a, as A.K. SEN (1985, p. 19) formulated, “faint praise [of the market mecha-
nism] — not any less, not much more”.

5 Why are Economists Different (11)? — Normative Conceptions

It is, however, not only a question of positive social theory, but also a question of normative
conceptions. Today, at least in our Western societies, nearly everybody underwrites the prin-
ciple that all individuals should have equal chances in a society. People who are convinced of
the allocative efficiency of the market mechanism will usually argue that this principle is put
into effect in a market system. Insofar, the market system has a moral quality: It treats all
people equally, independent of their sex, age, race or religion, it offers all citizens the same
chances, and it offers in most dimensions more chances than any other social co-ordination
mechanism. Correspondingly, the concept of ‘Ordnungsethik’ as developed by K. HOMANN
regards the design of the economic order (Rahmenordnung) as the only question which is of
real ethical relevance in a market society.”” However, most non-economists see the equality
principle being violated in a market system, because the individual chances depend on the
incomes of the individuals. ‘Fair’ solutions are for most people solutions in which the out-
come is independent of the income of the people affected (but influenced by other criteria like
the individual needs, whatever these might be).”” The reason why the market system is
considered as being unfair by many non-economists is simply that individuals with higher
incomes have better chances in such a system. In such a perception, the traditional first come
first served solution is fairer than the market solution because the final allocation is independ-
ent of the income positions of the individuals affected; it is in accordance with the egalitarian
principle that all people should have the same chances in such situations. The underlying
problem is, of course, how ‘equality of chances’ is defined: While economists usually see the
market as a system which guarantees this equality because whoever is willing to pay the price
of a good can get whatever he/she wants, other people see exactly this principle as being vio-
lated in the market system because the ability to pay depends on the very unequal income
positions of the individuals. From this perspective, the market does not guarantee the equality
of chances at all. It is against of this background that the RAWLs’ian (1971) difference princi-
ple has to be seen: The market system which transforms inequalities of income in inequalities
of chances and — by this way — in unequal possibilities to live a good life in a way the indi-
viduals want, might nevertheless be seen as being fair as long as it improves the situation of

24. See, e.g., K. HOMANN and CH. KIRCHNER (1995).

25. See the literature about the fairness of the market cited above.
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those who are in the worst position and, therefore, provides them with more chances in this
respect.

There is also another but related perspective with respect to which the market system might
be seen as being unfair. Let us assume in a utilitarian framework a society with two individu-
als with identical (and, therefore, comparable) utility functions but different income positions.
Assume, that there is just one unit of a special good available, and this good is auctioned. The
individual with the higher willingness to pay, that is the rich individual, will get the good, but
nevertheless, at least as long as the goods are substitutes in the classical sense, the additional
utility of the poor individual would be larger if he could get it than the additional utility of the
rich individual. This argument is very often brought forward by ordinary people who accuse
the unfairness of the market. Confronted with this argument, (since VILFREDO PARETO
(1896))* economists usually (and correctly) point to the fact that from a scientific point of
view individual utilities cannot be compared. However, most other people reject this argu-
ment. There are two reasons for this: First, every day we all make utility comparisons. Sec-
ond, this argument contradicts conceptions of fairness which are quite common and which are
more or less, to use an analogue to a phrase of K. POPPER (1972), the core of the ‘normative
commonsense theory’ of the large majority of our population.”” The real problem, however, is
not that economists reject interpersonal utility comparisons, but that they make such compari-
sons using (at least implicitly) the KALDOR-HICKS compensation criterion. To argue that a
political measure which fulfils the KALDOR-HICKS criterion improves social welfare in a
situation when the compensation is not paid demands, however, still more restrictive assump-
tions than the standard utilitarian framework. And how often are such compensations paid?
Nearly never!

This is a basic but nevertheless obvious inconsistency in the argumentation of many if not
most economists, and their discourse partners from other social sciences as well as the general
public recognise this. It was the German philosopher and economist HANS ALBERT (1953)
who, already fifty years ago, pointed to the “failure of the doctrine of the maximisation of
goods” as he called it, that is the failure to confuse the maximisation of the willingness to pay
with the maximisation of social welfare. This inconsistency largely impairs the credibility of
economists in public discussions (as well as in discussions with other social scientists).

6 Concluding Remarks

I started with the observation that there is a gap between the economic elite and the rest of our
society. This gap might be wider in Continental European compared to Anglo-Saxon coun-
tries, but the experimental and survey evidence (which first came from the United States) in-
dicates that it exists there as well. This gap divides us also from most of our colleagues in
other social sciences.

26. Actually, the first version of this principle goes back to F.Y. EDGEWORTH (1881). See for this A.P. KIRMAN
(1987).

27. K.R.POPPER (1972, pp. 32) speaks of the “Commonsense Theory of Knowledge”.
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I have tried to show that there are reasons for this gap which lie in the economic methodology
as well as in the normative common sense most economists share. These reasons are defi-
nitely not bad reasons. And if we have good reasons and see economics as a social science,
the discussion about indoctrination versus self-selection is not very interesting. This holds not
only because it is extremely implausible that there is not at least some indoctrination, or, to
say it somewhat more friendly, learning in this respect. It should be obvious that the study of
economics changes the perception individuals have of the market mechanism; we who are
teaching economics would miss our job if this would not be the case. Insofar, a corroboration
of the indoctrination hypothesis should not be considered as a blame for us. Ask anyone of the
natural sciences and he will confirm that his studies have changed his perception of the natu-
ral world as well. Why should this be different for social scientists with respect to the social
world, and for economists with respect to economic mechanisms? On the other hand, if we
see that economists outside the universities are more sceptical in this respect, that is that the
impact of our teaching is weakening in time, we see that our impact is limited. But this is
again a corroboration of the indoctrination hypothesis, only in the other direction.

We should insist that there are good reasons for being different, at least with respect to our
scientific methodology, but we should also not deny that other groups might also have good
reasons for using their perspectives. Thinking in incentives, taking preferences as given and
considering unintended consequences of individual actions are important heuristics to under-
stand social processes, but we should also acknowledge that external incentives are not suffi-
cient to explain quite a lot of socially important behaviour and that altruism, intrinsic motiva-
tion, commitment as well as reciprocity also play an important role in human behaviour.
Moreover, to make real progress in science which goes beyond a Kuhnian normal science, we
need an open society with a plurality of approaches and competing perspectives, especially in the
social sciences, and not a closed scientific community.

Thus, we have to choose: Either we restrict the application of our model to the analysis of market
processes, where external incentives really play a very dominant role, or we accept that other in-
centives also play a role; and then we are also able to analyse, for example, political processes.
For a political economist the choice should be obvious. But even the limitation to market proc-
esses is not without problems: As E. FEHR has shown, fairness and reciprocity considerations play
an important role in traditional markets as well.**)

Moreover, we should be a little more careful with our value judgements, distinguish them from
scientific statements, and acknowledge that others might also have good reasons for their value
judgements, even if they are different from ours.

Finally, respecting the additional motivations and the other perspectives should help us to
bridge the gap between us and the rest of our societies, especially also our sister social sci-
ences, as the new development between economics and psychology in recent years shows. We
will remain to stay different, perhaps somewhat more conservative than the others in our po-

28. See, e.g. E. FEHR and S. GACHTER (1998, 2000) or E. FEHR und K.M. SCHMIDT (1999).
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litical convictions, but we should be able to better communicate with others. This is especially
important if we belief, as, I think, we all do, that economic theorising can help to cope with
the economic and social problems our societies face today.

Zusammenfassung

Nachdem an Fallbeispielen Unterschiede in den Auffassungen von Okonomen einerseits und
dem Rest der Bevolkerung andererseits aufgezeigt wurde, wird zunédchst die empirische Evi-
denz zu diesem Faktum aus Umfragen und Experimenten zusammengefasst. Wie weit sind
diese Ergebnisse auf Situationen realen Handelns iibertragbar? Um dies zu zeigen, wird auf
Ergebnisse von Referenden verwiesen, in welchen sich die Biirger entgegen den Empfehlun-
gen fast aller Okonomen entschieden haben. Dann wird gezeigt, welche Eigenheiten der (po-
sitiven) 6konomischen Theorie wie der normativen Uberzeugungen der (meisten) Okonomen
zu diesen Unterschieden fithren. Die Arbeit schliesst mit Hinweisen zu Konsequenzen, zu
denen sich Okonomen in dieser Situation veranlasst sehen konnten.
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