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We need greater diversity
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Yael Selfin's, KPMG UK Chief Economist,  talk for the Government's Economic Service 
and Social Research Annual Training Conference on 'Diversity of thought & place: why 
diversity is important when analysing present and future economic & social scenarios.' 
For many observers, the economics discipline appears to 
be in a crisis. The shock and the subsequent response to 
the Global Financial Crisis have highlighted the 
weaknesses in the methods and prescriptions of 
economists. From the apparent failure to correctly identify 
the risks to the global economy building up in the financial 
sector before the crisis, and the lack of a consistent 
advice that would pull the economy through the recovery, 
the failures of the profession have caused tremendous 
harm and suffering for millions not just in the UK, but 
around the world. 

In this talk, I will argue that a new approach, which allows 
for a greater diversity of views along with a greater focus 
on empirical testing can help us improve the quality of 
our analysis and over time, with a lot of hard work, can 
help rehabilitate the profession in the eyes of the 
general public. 

So how is that a field where a 'one-armed economist' 
was difficult to find has become one perceived 
as lacking in diversity?

The consensus before the crisis revolved around the idea 
of the Great Moderation, where a period of low volatility 
and improved management had led to a long and 
unprecedented period of economic stability. Without 
evidence to the contrary, economists were not able to 
see the risks building up in the financial sector. Most 
macroeconomic models neglected to include this sector, 
as an unimportant detail for the wider economy. 

Macroeconomic theory has settled on a set of 
assumptions, which even though they were unrealistic, 
formed the body of economic science: rational 
expectations, representative agents, and concepts of 
equilibrium among other. Economic models tend to 
include specific departures from this accepted baseline of 
foundational components, either with heterogeneous 
agents, bounded rationality or an explicit consideration of 
the financial sector. However, the set of assumptions act 
as a standard which defines economics as a science.

One drawback of working with this standard is that it 
allows for a significant variation of policy prescriptions, 
with the basic framework flexible enough to be able to 
accommodate a wide spectrum of value judgements. 

As a consequence of that, the fragmentation of the 
profession along the lines of their respective value 
judgements could undermine the claim of economics as 
a science. This apparent division may have damaged the 
reputation of economists during the recovery from the 
Great Recession. 

My own perspective is one of being a practitioner, and 
comes from using economic models to help clients 
understand economic events and help prepare for potential 
future scenarios. Economic models are useful tools to help 
understand the motion and direction of the economy, but 
usually the details are just as important in our ability to 
explain the latest data. 

In general, I find that few of the insights from modern 
macroeconomics have translated to workhorse concepts 
in the practice of business economics. For the most part, 
the stated advantages of a faithful adherence to 
theoretical micro-foundations is questionable if in the real 
world the assumptions are known not to hold.

A greater diversity of models may be necessary to help 
bridge the gap between developments in academic 
economics and practitioners. Identifying and addressing 
the needs of business, policymakers and individuals 
naturally suggests the need for greater variety in 
economic modelling and approaches. 

This diversity of approaches could be pursued on different 
levels. Firstly, a variety of approaches using insights from 
several disciplines can help assemble a broader set of 
information. Just like a committee, the participation from 
a diverse range of people and backgrounds can yield new 
insights. We have accepted the need for committees 
when important far-reaching decisions have to be made, 
and we should apply this principle here.

The second is by taking into account the diversity in 
preferences and outcomes; we know that aggregated 
economic results mask a big divergence in outcomes for 
different households and businesses. By engaging with 
a wide spectrum of stakeholders, economics based 
policies will achieve better results for the individuals, 
and ultimately for the economy as a whole, as they 
would be grounded by the divergence in preferences and 
outcomes as opposed to what any homogenous agenda 
would impose. 



And lastly, just as no model can hope to capture the 

full complexity of the real world, few if any models can 

claim to be applicable for more than a brief moment of 

history. Even as we sit here today, the data driven digital 

economy is making our current understanding of the 

world rapidly obsolete. We need to be able to welcome 

a constant stream of ideas and continuously rethink 

our models.

But on its own, greater diversity may not always help. 

Accepting more voices to the debate certainly enhances 

our chances that at least one would stumble on the 

truth, or that our assumptions will be more 

representative – but it could also drown the truth in a 

cacophony of noise.

To truly benefit from a greater diversity of ideas, a greater 

emphasis on empirical testing is necessary. The standard 

defining economic science needs to shift away from 

self-defining on the basis of a set of foundational 

assumptions – to robust empirical testing of theories. 

We have to refocus from 'how economists think' to a 

'what economists do', which has a lot to do with how 

we look at and monitor actual data.

To put this differently, we need to stop excluding ideas 

on the basis of where they come from and instead 

focus on the quality with which they predict or explain 

the real world.
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