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In a world with many targets, one-dimensional target indicators will

always be bypassed

Gert G. Wagner

Abstract

It is striking that economists in particular firmly believe in the benefits of rule-binding, even
though this belief runs counter to the standard assumption of economic theory that we
humans are self-interested and therefore extremely resourceful when it comes to
circumventing inconvenient government regulations, e.g. taxes. In Public Choice Theory,
politicians are even assumed to have nothing but self-interest as their guiding motive for
action. Why then, in this world of thought, should ultra-self-interested politicians of all
people adhere to simple rules such as the debt brake instead of bypass them, if —as is also
assumed in this model world — all that matters to them is short-term electoral success, for

which government debt can be helpful.

Keywords: rule-binding, Champbell, Goodhart’s Law, Hobbes

JEL Classification: B10, B20, KOO, P16

This piece draws on Wagner (2021). It will be published under the title “In an imperfect world
policy rules cannot be perfect either” in: The Economist’s Voice, 2021,

https://www.degruyter.com/journal/key/ev/html

Gert G. Wagner, DIW Berlin, 10108 Berlin, Germany, gwagner@diw.de.

https://orcid.org 0000-0002-5985-4073


https://www.degruyter.com/journal/key/ev/html
mailto:gwagner@diw.de

1 Introduction

This article is not really concerned with the question if Germany’s constitutional “debt brake”
(Schuldenbremse) has an economically meaningful or a counterproductive effect? Rather, on
the occasion of the debt brake discussion which was triggered by the coronavirus pandemic it
is discussed how sensible it is to (self-)bind (economic) policy to simple, one-dimensional
quantitative indicators? This is an interesting question in particular because it raises the
question why most economists believe that politicians will strictly adhere to certain target
values, when the same economists assume over and over again that self-interested individuals

try to bypass rules in their personal interests.

2 What rules are doing?

Rules such as the debt brake are based on the assumption that in many situations in human
life it can make sense to impose self-imposed obligations in order to avoid behavior that is not
criminal but nevertheless harmful. All religions have known such self-bonds for millennia
(for example, with regard to food intake), and for a few millennia they have been joined by
rules laid down by law (for example, with regard to holiday rest in order to avoid (self-
)exploitation. And if rules or self-commitments are considered particularly important for
society, they are written into state constitutions, since constitutions can usually only be
changed with larger majorities than simple laws. Such as the debt brake in the constitution of

Germany (Grundgesetz) or the right to bear arms in the U.S. Constitution.

However, by definition, a single target-indicator cannot represent different goals and, in
particular, goal competition. Such one-dimensional indicators can easily mislead and
therefore provoke to circumvent, manipulate or ignore them. In all cases trust is destroyed. As
long as this mistrust only leads to the deselection of a particular government, this may not be
particularly bad from the point of view of society as a whole, but if trust in politics as a whole

and in the state is shaken or destroyed, then this is a serious problem.

It is striking that economists in particular firmly believe in the benefits of rule-binding, even
though this belief runs counter to the standard assumption of economic theory that we humans
are self-interested and therefore extremely resourceful when it comes to circumventing
inconvenient government regulations. In Public Choice Theory, politicians are even assumed

to have nothing but self-interest as their guiding motive for action (Lewin 1986). Why then, in
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this world of thought, should ultra-self-interested politicians adhere to simple rules such as the
debt brake instead of bypassing them, if — as is also assumed in this model world — all that

matters to them is short-term electoral success, for which government debt can be helpful.

And economists consider analyses that do not take into account a whole bundle of influencing
factors (for example, through multivariate regression analyses) to be of little value, if not
misleading. But when it comes to guiding policy decisions that are supposed to take into
account not just one goal but entire bundles of goals, with goal characteristics that are often in
competition with each other (for example, in the case of money supply by a central bank),
economists suddenly become firm believers in the usefulness of one-dimensional thinking —
such as the idea that the government should not incur debt. Goal competition, which
economists otherwise like to deal with, is ignored. And so is uncertainty, which economists
otherwise strongly emphasize. Uncertainty is — rightly — also a central argument for the fact
that a central decision maker cannot know all future needs and restrictions, and is therefore

better off relying on decentralized (and competitive) decisions. .

In the face of a future characterized by uncertainty, rigid rules for concrete government action
will almost certainly — and reasonably — not be followed (e. g. Schifers 2021); for only when a
problem has really been completely understood can a rule of conduct that is correct in the
long run be formulated in detail. This is rare, but may be the case, for example, in setting
limits on the level of toxic substances in food. However, it should be noted that even in the
case of such “natural” limits, value judgments inevitably play a role, since the setting of a

limit for a toxic substance depends on how risk-averse a legislator or a society is.

The inevitable valuation problem with limits becomes clear and obvious when one looks at
different limits for substances in food as well as for radiation doses in different countries.
How, then, can economists expect that certain quantified rules should hold forever and ever,

for example, with respect to limits on government debt or the adjustment of old-age pensions?

3 A look in literature and history

Particularly much trust is destroyed when politicians consider it opportune to formally stick to
an indicator target value, but do not want to achieve the political target (threshold) behind

the indicator in mind. For example, if the definition of the unemployment rate is changed to



make the measured rate smaller. There are many ways to change the numerator and/or
denominator of the unemployment rate so that the rate decreases — but without changing

anything about the real situation of the unemployed.

Social psychologist Donald A. Campbell put it succinctly (Campbell 1976): "The more any
quantitative social indicator (even some qualitative indicator) is used for social decision-
making, the more subject it will be to corruption pressures and the more apt it will be to
distort and corrupt the social processes it is intended to monitor." In the economic literature
this is known as “Goodhart's Law” (Rodamar 2018), although Charles Goodhart himself

analyzed only monetary policy making.

Spectacular, at least for scientists who believe in indicators, was the case of the introduction
of the euro in Germany, i.e. its entry into the euro zone. At the end of the 1990s the entrance
of Germany was only possible because the target indicator "new government debt" was
manipulated. However, not through statistical manipulation (which is said to occur
occasionally in other countries) but by the fact that — as Goodhart basically fears — the state
had changed its debt behavior in such a way that the statistical limit of 3 percent net new debt
was not exceeded, but the material core of the new debt rule was not really observed. The

following played out (cf. Vesper 1998, pp. 444 and 451).

On the European level the German government had insisted that only countries with "sound"
fiscal policies and meeting certain indicator targets be admitted to the euro zone. One key
indicator was net new annual government debt, which was not allowed to exceed three
percent of gross domestic product in the reference year (1997). This was an ambitious target
and not easy for Germany to achieve after reunification. The actual net new debt in 1997 was
actually slightly below 3 percent of GDP, but not because the German government actually
borrowed less in real terms, but because of statistical recalculations made for 1997 of some
sub-indicators (government transfers to foreign countries and government interest
expenditure) and some real actions, including land sales from federal railroad assets, lower
subsidies to Deutsche Bahn and deferred military procurements and unemployment insurance

benefits. In total, this corresponded to DM 16 billion or 0.4 percent of GDP.

There is an old saying to describe the effect of a behavior that attempts to optimize a one-
dimensional indicator: "Weighing the pig won't make it any fatter." Indeed: weighing does not,

in fact, make a pig gain fat, but it does lead to the temptation to cheat by feeding the pig in such



a way that it retains water — and thus weight. This way, more money can be made if the price

of the pig depends on its weight.

4 Outlook

As is often the case in the social sciences, these are not new insights, but they are often
forgotten or (consciously) ignored. Already the much-cited British social philosopher Thomas
Hobbes (1651, Chapter 5: Science) pointed out in the mid-17th century that in the case of
incomplete knowledge, rigid rules are very dangerous instruments: ,,Ignorance of causes, and

of rules, does not set men so farre out of their way, as relying on false rules.*
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