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Many government policies are flawed because the economics research upon which they are
based suffers from high bias and low credibility.

Governments rely upon economics research to identify those policies that produce public
benefit. However, a new survey we conducted with our fellow researcher, John loannidis,
shows economic studies frequently report effects to be much larger than they actually are,
leading to inflated claims about policy effectiveness and public benefit.

Australian policymakers face an additional hurdle, as the economic evidence base is thin for
many policy issues relevant to Australia.

Read more: The 10 stuff-ups we all make when interpreting research

We investigated more than 64,000 economic estimates reported in 6,700 international
economics studies, finding many lack statistical power and thereby lack firm scientific credibility.
Similar problems exist in science in general.

The typical reported economic effect is inflated by 100%. In other words, over half of economic
research results are reported to be twice as large as they actually are. Worse, we found
one-third of economics research results are exaggerated by a factor of four or more, so that
potential policy effects are made to appear to be four times too big.

We also investigated whether economics research tools have the power to answer the issues in
question. We found the typical economics study has a low probability to detect the relevant
effects.

What policies are based on shaky economic evidence



http://onlinelibrary.wiley.com/doi/10.1111/ecoj.12461/abstract
https://theconversation.com/the-10-stuff-ups-we-all-make-when-interpreting-research-30816
http://journals.plos.org/plosmedicine/article?id=10.1371/journal.pmed.0020124
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One example of where evidence and policy in economics fall out is on the effect of unions on
business performance.

The global evidence base consists of 301 studies. Of these, only four use data from Australian
companies. What reliable conclusions can be drawn when the evidence base is so small?
Extrapolating from the US or European studies can be misleading given their different methods
of determining wages, working conditions and labour market regulations.

Another example is the effectiveness of taxes in curbing alcohol consumption. The National
Alcohol Strategy
flags the use of a minimum price on alcohol and tax rises to reduce consumption, stating that:

There is good evidence that higher alcohol prices decrease both alcohol consumption and
alcohol-related harms...

However, a closer look at the evidence does not support this, because studies typically
exaggerate the effectiveness of taxes in reducing alcohol consumption.

A survey of 114 studies conducted around the globe suggests that a 10% increase in the price
of beer will reduce consumption by about 4%. However, when this evidence is corrected for
bias , any tax
increase will be only half as effective as planned.

In the case of consumption of spirits , the 14 available Australian estimates suggest that a 10%
increase in the price of spirits will reduce consumption by about 6.5%. When corrected for bias,
we found taxes reduce only about half as much alcohol consumption.

But the studies found these taxes are good for raising tax revenue for government!
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http://journals.sagepub.com/doi/full/10.1177/0019793917751144
http://www.health.gov.au/internet/main/publishing.nsf/Content/ministerial-drug-alcohol-forum
http://www.health.gov.au/internet/main/publishing.nsf/Content/ministerial-drug-alcohol-forum
https://www.sciencedirect.com/science/article/pii/S0167629613001665
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https://www.ncbi.nlm.nih.gov/pmc/articles/PMC3722038/
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Another example is the conservation of water. Studies imply that a 10% increase in price would
reduce water consumption by 4%. Based on this, renowned

experts
call for higher prices to conserve water in Australia.

However, when we correct this evidence for bias, the same 10% increase in the price of water

would now reduce water consumption by only 1%. This doesn’t mean that prices should not be
used to ration water. However, it does mean that increasing water prices will be less effective in
curtailing water usage than governments expect and that other means need to be used as well.

So, what can policymakers do?

Politicians need to be especially cautious of the results reported by any single economics study
and not put too much faith on a reading of the reported research. Instead, careful reviews of the
evidence base need to be undertaken, especially meta-analyses, that explicitly make allowance
for likely bias. In lieu of more research, prudent policy should be based on conservative,
estimated lower values.

The low responsiveness of policies based on price suggests that while well functioning markets
are necessary, they may often not be sufficient for effective policy. Many policy concerns require
changing norms and behaviour instead. But this is much more difficult than raising taxes.
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https://www.jstor.org/stable/3146872?seq=1#page_scan_tab_contents
https://crawford.anu.edu.au/research_units/eerh/pdf/policy_brief/2010/Grafton.pdf
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Read more http://theconversation.com/politicians-are-inflating-the-evidence-used-to-justify-tax-
increases-89492
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