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3 Economists & A Revolution

2021’s economics Nobel laureates freed the discipline from limiting bonds of theory

Esther Duflo & Abhijit Banerjee, [ The writers, Economics Nobel winners in 2019, are professors
at MIT |

This year’s Nobel prize in economics is probably one where there was the broadest support. It was our
favourite pick for this year’s prize, but also that of several people we polled. The influence of the idea that
natural experiments are often the best way to make causal claims in the social sciences, is so pervasive
that many younger social scientists probably do not know that there was a time when this was not what
we did.

Of course, there are grumbles (not at MIT, where Josh Angrist is universally admired, for his seriousness
and commitment to the field). One hears that this is a prize for statistics, not economics. This goes back to
an old battle inside economics: Economics used to be a field where theory had primacy - we believed
what our models told us, and if there was a correlation that fitted the claim, all the better.

Practising economists knew that this was not entirely kosher, that correlation did not have to mean
causation: Countries with higher minimum wages like those in Western Europe have higher
unemployment than the US, but perhaps it is not because of the minimum wage, but because people in
these countries value dignity, and prefer to be unemployed rather than take up a “shit” job. In other
words, maybe it is the “selection” of countries that choose high minimum wages that is driving the
correlation between high wages and unemployment and not the minimum wage itself.

To bolster support for the theory in the presence of selection issues, economists often derive other
predictions that could be tested along with the main hypothesis. The idea is that if multiple pieces of the
story fit, it is more likely to be correct. But this only works if we buy the predictions that provide auxiliary
support to the theory which typically rely on the (very strong) assumptions that economists often make -
markets work, people are greedy and smart: Theories live off other theories.

The goal of the “credibility revolution” associated with these three laureates was to liberate economics
from the bonds imposed by theory. The idea was to establish facts in ways that did not rely on the entire
edifice of economic theory. Their focus was on the impact of particular policy interventions in the real
world, because those could be used to make the world a better place. Instead of theory telling us what
works, let us find out what works in a largely theory-free way, and confront the theory with it, as a way to
both better theories and better policy.

To take a famous example, David Card, along with his late collaborator Alan Krueger, took onto study the
causal impact of the minimum wage on unemployment. Before their study we all “knew” the answer -
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high school economics teaches us that raising the minimum wage must hurt employment (unless it’s too
low to matter). Comparing employment in fast food restaurants in New Jersey and Pennsylvania, two
neighbouring states, before and after New Jersey increased the minimum wage by a substantial amount
(but Pennsylvania did not), they were able to isolate the impact of the minimum wage. Remarkably, they
found no evidence that the minimum wage affected unemployment. And while this was just one example,
future studies, by them and others, mostly concurred.

In the course of his career, David Card has uncovered many results that challenged the “common sense”
of economics. More importantly perhaps, he convinced the profession that when you have a robust
empirical strategy, you can let the data talk and surprise you.

The simplest version of these strategies is a Randomised Experiment, where the choice of where to
intervene is determined by a lottery. That is often not the way policy gets implemented, but there are
many situations where, quite fortuitously, the variation in policy ends up being almost random. These are
“natural experiments”. Joshua Angrist, a student of David Card, turned out to be a real wizard at finding
such experiments.

To take an example that is very relevant to the current Indian context, to measure the impact of fertility
on women'’s labour supply, Josh used the fact that US families have a preference for diversity: When
women have two children of the same gender (which happens more or less at random in the US context,
though alas not in India) they are most likely to get a third one. In other words, the accident of having two
boys or two girls rather than one boy and one girl, increases fertility, and, it turns out, such mothers are
less likely to work outside the home.

This is obviously substantively important, but even more important was Angrist’s systematic thinking
about what constitute good natural experiments, and how they ought to be analysed and interpreted.
This is the work that he and Guido Imbens spearheaded. Angrist and Imbens showed us that interpreting
the world through the lens of an ideal randomised experiment was useful, even when this experiment
could not be implemented. This way of thinking has proven extraordinarily influential.

And therein lies the most important legacy of these remarkable scholars: With the data at our side, we
will never stop being surprised. To cite a recent example that turns economics on its head, a number of
studies that make use of natural experiments generated by the CARES programme (a generous
unemployment insurance for those who had lost their job during the pandemic), found out that people
sometimes prefer to work than to be paid more to remain unemployed.

This proved to be so surprising that some politicians and journalists refused to be convinced. The Wall
Street Journal’s opinion page declared that this was “economics vs common sense”, common sense being
that “if people are paid not to work fewer will work”. There is still some work to be done to convince
people that if the data don’t fit their theory, their theory may need to change. But the field of economics is
well along in this journey, and this is something we owe to these three.
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3Nuwdr & FqN T aF MY, TR Heg ofersHer 65,000 F3 TUF A S §, N efawi & SIRA 5
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TATT I TAGLT H & §oF I&TT 3cUIGT I WG H o9y H hIhT AGE [Heli | SHH THoldl [Heled W gART
iegaeyr & AU AL I AR VSR & AT 3aaR Fiotd gl greiifeh, s@H S golfaar g
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SAIaATAS ghedl H gRafdd ael & foIv g39a TETIAT Ul M|

Date:15-10-21

el JrardY F IfE Fedior

4



AFF www.afeias.com

IMPORTANT NEWSCLIPPINGS (15-10-21)
#q UREAd, ( A& AT § )

dfia R d@es & 3 Aglcwd FRHH H JUTHN Reg AT o Afger Gerardianor i f&ar & v geg
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aR & TahrH HT FIVHE Td TAUTAS NaRIGABT # @ T gl Afger U AfUaR i F@E=ar
Sgrar <l §, St 3idd: A &1 3R o Sdr &1 Jua gfoee & 30@R, & IR # @ U fahmade e &
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o1 el H Wie FaT, o & fav Fareey, Raw #A fAder i AT &1 Fer A U v MY & AdAH
15-49 @rer &1 9 Afge?, Beieh o Fufd & HUFR A& §, T 49 vfderd e fFar &1 R g8, R
S Afgen3t & a1 wufa o, 3% |y o] fFar 1 aX @ gfaerd @ favg S @g i th T &
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5



AFF www.dfeias.com

IMPORTANT NEWSCLIPPINGS (15-10-21)

Flefelel TURRT AT gl 3Hh qlqm“qa‘mﬁrmmﬂdﬁﬁ%“amsaqﬂ@?quwma?
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T8 IR & 9/ H AT AT I Al

I I oil IEI égé Date:15-10-21

afa 3 afea
e

UAR & TUHA 7 AT o gy o AR Jur & fov asgeardt Aex oo # gesd # o
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Hedl a0 S difeh e & Al &1 a1fd yere &1 o #h 3R sAifcerd SifEs w7 fhar s ah)

6



AFF www.dfeias.com

IMPORTANT NEWSCLIPPINGS (15-10-21)

Hideic Gfg & 37efieT @fal 1 U AfSPRYCT Hog Thaleddsl &l Yot e 3R agl A Tolled H
S & Hdlfdeh Seolld HM| TgT 3EH a1d Ig ¢ & JAacy &7 & AT ool # Faedl AT 3R
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gfaarey IREeE3t 7 fAeh-ardeias aeferl sefav auell gz Fifh AR AR 3T ST & Red
S 7T | gl A gars 3733f & faAoiior # off 0 & fgagend fdi 3k Igr iR AfAT g = s
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g Al TWHRX Teh 15 fGur & FeA geid §U & H 3H Jef 7 doh o= &1 9o = W@ 8 59
IR R & 9O 3% HRIR A1fad 8 Tl g TWHR o 3T TFh 37 adenl 394 ¢ AR g 31+
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gCah SUTU%h FHeagdrel, Mfaqol, FiEd IR Fafigdsry @aTion gaeur & AT 1 €S & a@an
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