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Introduction

Over the last years, the history of economics has received broad attention.
As a side-effect of the financial crisis of 2008, much of this research has
served a critical purpose: By investigating the history of economic thought,
scholars aimed at unveiling how economics helped bringing into being
the world of ruthless capitalism we inhabit. Aside from rather “popular”
explorations in the history of economic thought, which targeted the entire
field of economics (Sedlacek 2011; Vogl 2016), the financial crisis also
spawned a broad research on the history and impact of economic statis-
tics. Research has especially focused on the history of the Gross Domestic
Product (GDP). Scholars have, for example, investigated how the GDP
became what has been called “the world’s most powerful number” and
how it has helped making economic growth a priority among social
scientists and politicians alike (Fioramonti 2013; Speich Chassé 2013;
Lepenies 20165 Schmelzer 2016).

Despite this newly awakened interest in the history of economics and
economists’ impact on economic and political decision-making, the history
of economic forecasting has received only little attention until now. This
finding is surprising, as economic forecasting has often been perceived as
one of the most important fields of economic expertise (Zarnowitz 1992,
519; Koster 2016). Also, economists’ failure to predict the financial crisis
was one of the strongest points of public criticism towards economics after
2008. Journalists attested economists a “collective failure,” and accused
them of three sins: “That macro and financial economists helped cause
the crisis, that they failed to spot it, and that they have no idea how to
fix it” (Nienhaus 2009; “What Went Wrong with Economics. And How
the Discipline Should Change to Avoid the Mistakes of the Past” 2009;
cf. also Jorion 2012). These highly emotional reactions, which take the
value of economic forecasts as a yardstick for evaluating the performance
of the entire economics profession, is contrasted by a comparatively silent
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stance of the scientific community. The academic interest in the history of
economics that the financial crisis has brought about has, it seems, not yet
spread to the field of economic forecasting. There are still very few case
studies that investigate the creation and the impact of economic forecasts
(Friedman 2014; Lenel 2018; J. Pietruska 2018; Reichmann 2018).

This volume is an attempt to change this. We believe that economic
forecasting presents a unique opportunity to study the development of
economic statistics and modelling and other forecasting practices and the
changing relationship between economics, economic policy, and the public
over time. Forecasting constitutes an important activity carried out by
institutes of economic research, central banks and international organiza-
tions. Economic forecasts receive extensive media coverage and attain great
public attention. Policy institutions and private companies rely to a high
degree on economic forecasts. Notwithstanding the challenges and diffi-
culties economic forecasting faces, it apparently inhabits a crucial place in
modern industrial societies. This raises pressing questions. Why does the
reliance on economic forecasting not seem to be shattered by forecasting
failures and the severe disappointments they yield? How do economic
forecasting services adapt their forecasting techniques and presentations
to practical purposes? How do they deal with wrong predictions and eco-
nomic crises? Is it true, what some critics say, that forecasters stay with
their models regardless of empirical failure? Or are there practices of crit-
ical self-evaluation at work which contribute to the refinement and (some-
times) paradigm change of forecasting techniques? Finally, what is the
impact of forecasts on economic expectations and behavior and how do
the expectations of economic and political decision-makers, in turn, affect
the epistemic process of economic forecasting?

In approaching the history of economic forecasting, we try to avoid
what appears to us as one of the biggest problems of the research on the
history of economics today: The issues at play are normally discussed
among economists, historians, and sociologists, but these disciplines rarely
reach out to each other. Despite repeated calls for a synthesis (cf., e.g.,
Abbott 1991; Siegenthaler 1999), interdisciplinarity is more than under-
developed in this field. This is unfortunate, as a greater cooperation would
prove beneficial for all three disciplines. Economists could gain from a
greater historical contextualization of economic knowledge. As historians
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and sociologists have shown, economics is not a uniform science, but
differs among historical and geographical contexts (cf., e.g., Fourcade
2009). Also, historians’ and sociologists’ focus on the practices of knowl-
edge production, their sites and multilayered effects, could help economists
broaden the all too narrow perspective of the so-called Dogmengeschichte
or History of Economic Thought (Dommann, Speich Chassé, and Suter
2014; on the field of the history of knowledge more general, see Dupré and
Somsen 2019). Historians and sociologists, on the other hand, could ben-
efit from economists’ broader knowledge and their better understanding of
the relevant issues. And while historians could caution sociologists against
drawing too broad generalizations from small sample sizes, historians, on
the other hand, could gain from using sociological theories and models.
This might not only counteract historians’ deplorable inclination to mar-
ginalize their own work, but also make their case studies and their under-
lying premises and methods more comprehensible and more comparable
to others.

One of the goals of the conference “Futures Past. Economic Forecasting
in the 20th and 21st Century,” hosted at the University of Hamburg in
October 2018 and funded by the German Research Foundation Priority
Program 1859 “Experience and Expectation. Historical Foundations of
Economic Behavior,” was to encourage such exchanges. We wanted to
bring together scholars from different disciplines to discuss the history of
economic forecasting in the 20th and 21st century, its changing practices,
its roles in society, and the multilayered interactions between forecasters,
economic and political decision-makers and the public. The conference
demonstrated that the different perspectives on the subject provoked
fruitful discussions, confrontations, and clarifications of perspectives. The
successful “experiment” of the conference motivated us to edit this volume,
which seeks to give an impulse to a field of research which deserves more
attention and more collaboration.

1. A Very Short History of Economic Forecasting

People have always tried to forecast the future. For the longest time, how-
ever, the main target of prophecy were cataclysmic events in the context
of Christian eschatology. During the 18th century, in the course of the
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development of a “modern” society, attempts to forecast the future became
more important and systematic. The shift in the relationship between
experience and expectation, which the historian Reinhard Koselleck
described as one of the main features of the onset of modernity, brought
about a consciousness of a future that was fundamentally different from
the past (Koselleck 2004). The semantics of political and social communi-
cation were more and more transformed to target a future that was now
understood as open (Luhmann 1980). At the same time, political thinkers
started to outline conceptions about the historical development and the
future prospects of civil society. These were not actually forecasts, as espe-
cially utopian endeavors were generally meant as a criticism of present
conditions (Saage 1991). They did, however, constitute first attempts to
bridge the separation of space of experience and horizon of expectation.

The late 19th century, then, saw the emergence of professional
forecasting, as trading at stock exchanges and speculative market practices
of all kinds grew in importance, especially in grain trade. This brought
about a growing demand for all kinds of forecasts such as to predict, for
example, weather conditions and market fluctuations. As Jamie Pietruska
has shown in her work on the culture of prediction in the second half of
the 19th century in the United States, a new quest for certainty led to the
establishment of numerous forms of prediction. Utopian novelists, crop
forecasters, and business prophets competed for scientific authority and
professional credibility (]J. Pietruska 2018). Interestingly, despite their dif-
ferent fields and techniques, these forecasters often shared certain seman-
tics such as a “meteorological” language, which has remained important
in economic forecasting up to this day, thus testifying to meteorology’s
lasting influence (Anderson 2005; J. L. Pietruska 2011; J. Pietruska 2018).

With regards to economics, the “discovery” of the business cycle in the
mid-19th century played a major role in the development of forecasting.
In the 1860s, the French physician and economists Clément Juglar studied
time series of economic data and identified a cycle of roughly ten years’
duration. Juglar distinguished different phases of economic fluctuations,
thereby abandoning the long-held notion of random events and shocks as
the sole cause for economic crises (Juglar 1862). As the first to define a pat-
tern of periodic fluctuations, Juglar has been referred to as the “ancestor”
of business cycle research (Schumpeter [1954] 1997).
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Numerous economic crises in the late 19th and early 20th century
seemed to testify to the periodic character of economic fluctuations,
thereby prompting economists and entrepreneurs to study business cycles
in a more systematic fashion. The economic crisis of 1907 led to the
establishment of a multitude of forecasting services in the United States
(Friedman 2014). Some relied on “common sense,” extrapolations of
past developments, or simple statistical correlations. Others claimed to
apply sophisticated mathematical methods and models to predict future
economic developments. The “Harvard barometer,” established in 1919,
especially captured contemporaries’ attention for its seemingly sophisti-
cated technical approach, spurring the establishment of economic serv-
ices and institutes of business cycle research in Europe, Australia, and
South-America throughout the 1920s (Friedman 2009; 2014; Lenel 2018).
However, as recent research has shown, failures of the Harvard index led
members of the Harvard group to increasingly abandon the use of the
index in the early 1920s, instead basing their forecasts on the expectations
and plans of American manufacturers as well as Federal Reserve author-
ities and other bankers (Lenel 2018). Widely unnoticed by the public, an
unofficial practice of “foretalk” with economic and political decision-
makers replaced the seemingly “mechanical” means of forecasting.

The unforeseen October 1929 crash and the following Great Depression
greatly shook the economic forecasting community. As a reaction to their
forecasting failures and the severe loss of reputation that these failures
brought about, forecasting services like the Harvard Economic Service had
to shut their doors in the aftermath of the Great Depression. At the same
time, the unprecedented economic crisis revealed the importance of eco-
nomic forecasting and prevention measures. With government interven-
tion in the economy increasing throughout the 1930s, administrations’
demand for economic forecasts rose.

This demand was further spurred by the publication and wide reception
of John Maynard Keynes’ General Theory of Employment, Interest, and
Money (Keynes [1936] 2013). The claim for deficit spending and work cre-
ation schemes to maintain economic growth and minimize price changes
required a close monitoring of monetary, fiscal and economic conditions.
Keynes’ General Theory therefore provided a framework to expand the
statistical coverage and to develop national accounting systems. As a



16 Laetitia Lenel et al.

reaction, the 1930s and 1940s saw a second wave of establishments of
institutes of business cycle research in Europe and the U.S., with institutes
becoming the nucleus for the development of empirically based and the-
oretically informed forecasting techniques to predict future economic
developments.

Forecasting could mean very different things, though. Which time span
should be predicted? Which data, which theories, which techniques should
be used and applied? These were hotly debated issues in the postwar
decades, as the somewhat dramatic American “measurement without
theory” debate exemplifies (Koopmans 1947; Fourcade 2009, 86). With
the IS/LM model interpretation of Keynes’ General Theory (Hicks 1937)
and the development of dynamic macro models (e.g. Samuelson 1939)
based on the description of business cycles as reactions to stochastic
shocks in a system of difference equations, macroeconomic theory began
to replace old-style business cycle theories (M. S. Morgan 2012, 217-55)
with endogenously arising economic fluctuations. While descriptive and
“intuitive” techniques of forecasting lost in reputation, economists began
to model the economy as a system of simultaneous economic equations
with stochastic influences. By manipulating their models, they could tes-
tify their hypotheses about relationships represented in the model and
demonstrate some answer with the model (M. S. Morgan 2012). This
procedure promised to yield “objective” future knowledge that seemed
urgently needed at a time of a growing quest for economic policy advice
(M. S. Morgan and Rutherford 1998).

This quest was fostered by a growing planning euphoria. Two decennia
of relatively stable economic growth since the late 1940s, which had
led contemporaries in the 1960s ask if the business cycle was obsolete
(Bronfenbrenner 1969), had created the notion of a “programmability”
of the future (Plitzko 1964). The planning optimism was further fueled
by the Cold War context, in which the future became a battleground as
predictions could serve as weapons (Connelly et al. 2012; Andersson 2012;
Seefried 2015; Andersson 2018).

In the following decade, however, sharp economic fluctuations, the “oil
shocks” of 1973 and 1979, the “comeback” of unemployment, and the
structural changes which were a result of industrial restructuring and a
serious competition from East Asian countries, created a new feeling of
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uncertainty which pushed back the optimism of the 1960s. Already in
1971, a reviewer explained that it “is hard to imagine that the question
of the possible obsolescence of the business cycle would be chosen as the
theme for a conference held today” (Allsopp and Bronfenbrenner 1971,
951). Keynesian macroeconomics came under attack, as critics blamed it
for the phenomenon of “stagflation,” as the seemingly paradoxical coex-
istence of economic stagnation and a high inflation rate characteristic of
Western industrial countries during this decade was called (Niitzenadel
2005). Not surprisingly, the 1970s also brought economic forecasting under
fire, as forecasters delivered more and more false predictions (Graff 1977).
While some observers in the 1960s had considered long-term forecasts
of more than ten years possible, forecasters now even grappled with the
accuracy of short-term predictions. Two phenomena were striking: that
forecasters had enormous problems to predict economic downswings,
and that they had a tendency to underestimate upswings. In the German
case, these shortcomings even led to “backbiting” from scholars of the
German Democratic Republic, who perceived the forecasting problems
as indicative for the unstableness of the free market system in general
(Kuczynski 1970).

And forecasters? Critics often stated that forecasters stayed with their
“wrong” methods at all costs and simply ignored their “failures.” The
reality was different, though: Forecasters undertook big efforts to improve
their methods, to broaden their statistical basis, and to develop com-
puter programs (and the appropriate computers) to process the gigantic
data volume. Forecasters furthermore developed sophisticated evalu-
ation methods to assess and improve the quality of forecasts. Some of
them also started to apply different kinds of forecasting techniques during
the 1970s — especially autoregression equations — to overcome some of
the mentioned shortcomings. The 1980s and 1990s brought substantial
improvements in time series methods: vector autoregressions, models for
non-stationary data and models to handle co-integrated systems (Elliott,
Granger, and Timmermann 2006; 2013). Although this often simply
caused other (just different) problems, it demonstrates that forecasters
undertook great efforts to improve their forecasts. This also entailed the
cooperation of economic institutes and forecasting services, which led for
instance to a “Gemeinschaftsdiagnose” (joint prognosis) by the leading
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economic research institutes in Germany, aiming to enhance the authority
of forecasts by achieving a consensus (Reichmann 2018, 34-35).

But fundamental problems remain (Fildes and Stekler 2002). As Tara
Sinclair shows in her contribution to this volume, forecasters are still facing
severe challenges when predicting economic downswings. Unfortunately,
this is exactly what the public demands from them. But this inaptitude
is certainly not caused by unwillingness or ideological ignorance of
forecasters (Dopke, Fritsche, and Waldhof 2019). The simple truth is that
“correct” forecasting is a very complicated, to some degree unsolvable
task. But this has more to do with the complexity of the task itself and the
challenges it has to tackle.

2. The Social Fabrication of Forecasts: Some Aspects

As already mentioned, the financial crisis of 2008 also plunged forecasters
into a crisis (“What Went Wrong with Economics. And How the Discipline
Should Change to Avoid the Mistakes of the Past” 2009). As a reaction,
forecasters began to overthink their forecasting habits. Some forecasters
openly admitted that their models were unable to predict financial crises
(Heuser 2008; Hartmann and Vogel 2010). However, the loss in reputa-
tion does not seem to have had lasting effects. As other crises before, the
financial crisis of 2008 has not diminished the public interest in economic
forecasts. Forecasts are still eliciting broad media coverage, and institutes
of business cycle research are still receiving public funds. This indicates
that the accuracy of economic forecasts is not the only criterion deter-
mining their demand. Rather, forecasting seems to constitute a dynamic
means of observing current developments that helps actors to coordinate
and stabilize their expectations of an uncertain future in the present. As
the sociologist Werner Reichmann has argued, economic forecasts are
anchored in the present, not in the future. By influencing the variables
they predict, forecasts can validate or invalidate themselves. “True” or
“false” are therefore no fitting categories for judging the quality of eco-
nomic forecasts (Reichmann 2018, 286).

This is of course highly controversial, as the accuracy of forecasts seems
to constitute the most important “currency” within the field of forecasting.
As Oskar Morgenstern has argued in 1928, “Every forecast must become
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true, otherwise it is entirely worthless” (Morgenstern 1928, 95). But
Reichmann’s observation rightly points to the fact that the epistemic status
of forecasts in the social sciences is different from their status in the natural
sciences, as economic forecasts have the potential to create the conditions
of their own fulfillment (Morgenstern 1928, 92-108; Merton 1948, 195;
Reichmann 2018, 286-87). They can become “self-fulfilling prophecies,”
which the sociologist Robert Merton described as false definitions of a
situation that evoke a new behavior which makes the originally false pre-
diction come true (Merton 1948, 195), or act as “self-disfulfilling proph-
ecies”: The prediction of a recession can lead to countercyclical measures
by the government, thereby preventing or at least postponing the predicted
recession.

The potential of economic forecasts to shape actors’ expectations and
thereby influence their economic behavior makes economic forecasting
and its potential impacts both a challenging and a highly relevant topic.
How actors form expectations is a hotly debated question in economics,
even more so since the 2008 financial crisis, which presented a severe
challenge for the standard theory of rational expectations. According to
the rational expectations theory, economic actors form decisions on the
basis of all available information. They are therefore able, on average, to
accurately predict the future; deviations from perfect foresight are only
random. Recently, the sociologist Jens Beckert presented a different ac-
count of economic expectations. Alluding to the fundamental uncertainty
of the future, Beckert described economic expectations as “communica-
tively established imaginaries” of the future (Beckert 2016, 42). According
to Beckert, actors base their behavior on these “fictional expectations” as
if they did actually describe future states of the world (Beckert 2014, 9-10;
2016, 10). This allows them to act and coordinate their economic actions.

In this picture, economic forecasts play a crucial role. They offer stories
on which economic actors can base their fictional expectations and thus
their behavior. By this means, forecasts are persuasive and performative
utterances that are inherently political. But forecasts are not only a means to
create and stabilize expectations. They also provide what Luhmann called
a “symbolic cover,” which allows actors to coordinate their expectations
and thereby overcome the threshold of uncertainty. Only by agreeing on
shared expectations, agents can counteract the double contingency which
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is present in all social interactions. Forecasts thus justify and legitimate
action despite the uncertainty of the future, thus enabling capitalism’s
functioning (Luhmann 19935, 127-28; 1994, 74; Beckert and Bronk 2018;
Lenel 2018, 412).

This might explain why forecasts are the outcome of not only statistical
calculations and mathematical models, but also of an interactive negotia-
tion process. As Werner Reichmann has shown in his research on current
forecasting practices in German-speaking countries, forecasters are embedded
in various formal and informal networks (Reichmann 2013; 2018). They
consult with economic and political decision-makers and, as demonstrated
by the German Gemeinschaftsdiagnose, also with other forecasters. By this
means, economic and political decision-makers as well as other economists
can participate in the epistemic process of forecasting (Reichmann 2013).
Similar networks have already existed in the 1920s, thus questioning the
vision of a purely technical forecast, which was brought forward, among
others, by the Harvard index (Lenel 2018, 398-405). Drawing on a term
introduced by the American sociologist David Gibson in his research on
political decision-making during the Cuban missile crisis, Reichmann
describes the exchange between two or more actors about possible futures as
“foretalk:” Here, actors negotiate their expectations to produce a consensus
on the future (Gibson 2011b; 2011a; 2012; Reichmann 2013).

As these observations forcefully remind us, we need to rethink
our common understanding of economic forecasts. Forecasts are not
well-founded statements about the future, but only judgments of likeli-
hood, which are the outcome of communicative acts of imagination. As
Jamie Morgan explained, their translation into number gives the impres-
sion of precision and thus “makes us think of economic forecasting as
more than simply complicated guesswork, [...] a science and not an art
of numbers” (J. Morgan 2013; on the process of translation, see Svetlova
2012). In fact, however, economic forecasts are mere anticipations of pos-
sible futures, or “foresights” (on this term, see J. Morgan 2013; Priddat
2016). Through the process of negotiation and by being circulated, how-
ever, they can create “convergences of beliefs” and expectations and by
that means gain currency (Arrow 1979). Their communication engineers
agreement on a shared narrative of the future and thereby fosters the real-
ization of this version of the future (Priddat 2016).
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The importance of the social fabrication of forecasts should, however,
not be overstressed. The future is not just made of expectations. There are
“objective facts” in economic life. People have money or have not, have
marketable goods or not, have suitable technologies at hand or not. These
facts may be perceived as “constructed” as well, but they are, and this is
important here, not negotiable. They simply do not change if actors have
different expectations. They, too, influence actors’ expectations. The hard
to disentangle mixture of economic facts and stories, material conditions
and fabricated expectations demonstrates that economic forecasting is cer-
tainly not physics, but at the same time not made out of thin air.

Economic forecasts are the result of very different practices. They are
derived by a set of different statistical, mathematical and social techniques,
thus entailing both calculative and non-calculative practices. By presenting
contributions from economists, historians, and sociologists, this volume
wants to highlight the multifacetedness of economic forecasting. While by
no means representative in geographical or periodical scale, this volume
seeks to start a discussion on the multilayered, intricate practices which
form the basis of economic forecasts and their impacts on futures past.

3. This Volume

The contributions in this volume look at the history and present state of
forecasting, the practices involved and the impacts they yield(ed).

Tara Sinclair opens the volume with an overview of the state and histor-
ical record of economic forecasting and an analysis of some explanations
and the implications of this record. In her chapter, “Continuities and

2]

Discontinuities in Economic Forecasting,” Sinclair demonstrates that
until this day and despite the seeming advances in forecasting techniques,
forecasters have serious problems to predict economic downturns. As
Sinclair argues, this finding testifies to the necessity for policy makers
and the public to use economic forecasts with caution and improve and
quicken their reactions to recessions as they are occurring. Forecasters,
on the other hand, should be encouraged to publish warning signals of
recessions in advance as the social costs of recessions are huge.

The historian Jan Logemann in his chapter, “Measuring and Managing
Expectations: Consumer Confidence as an Economic Indicator,
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1920s-1970s,” investigates the origins and the application of consumer
confidence measurements as a prognostic tool. Stimulated by a new under-
standing of consumers and their vital importance for economic growth,
economists and market experts working in the mid-20th century devel-
oped new techniques to track consumers’ changing expectations. From the
1950s onwards, corporate and government officials used these techniques
to forecast and engineer consumer-driven economic growth in the United
States and in Europe. Logemann argues that European émigré scholars
like George Kantona played a crucial role in this development. Drawing
on insights of continental European social and Gestalt psychology, they
presented new ideas about the expectations of consumers and their
impacts and developed innovative tools to measure these “soft” factors
and derive forecasts from them. Logemann’s chapter not only sheds light
on the origins and the history of an important forecasting variable, but
also provides a fascinating account of the central importance of transna-
tional knowledge transfers in economics, whose history and place in 20th
century economics is astonishingly unexplored up to this date.

In her contribution, “The economist as futurologist. The making and
the public reception of the Perspektivstudien in Switzerland, 1964-1975,”
historian Marion Ronca investigates the emergence and the history of the
“Perspektivstudien” in the 1960s, which aimed at providing long-term
forecasts of the economic development in Switzerland. As a reaction to
the opposition of vested interests and its unique form of government,
Switzerland had long abstained from economic planning and the devel-
opment and expansion of a statistical infrastructure. In the 1960s, how-
ever, the Swiss government assigned a group of economists headed by the
futurologist Francesco Kneschaurek to investigate the long-term develop-
ment of Switzerland. Ronca argues that the “Perspektivstudien” excluded
social and political factors in their outlooks and thus conveyed a new
conception of the economy as a separated, ahistorical sphere. As such,
the “Perspektivstudien” were contributing to widespread expectations of
an infinite post-war prosperity that were, however, heavily shaken during
the 1970s.

Timo Walter offers a sociological analysis of the problems of inflation
targeting, which is premised on the assumption that future inflation rates
can be ensured by shaping economic expectations in the present. In his
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chapter, “The Janus Face of Inflation Targeting: How Governing Market
Expectations of the Future Imprisons Monetary Policy in a Normalized
Present,” Walter draws on recent interventions in the fields of sociology
and anthropology to investigate the conditions on which the success of this
future-oriented and expectations-based form of monetary policy depends
and the limitations these conditions imply. Walter shows that inflation
targeting has become an “expectations game,” which is played out entirely
within a “present future” (the future as it is imagined and projected from
the present) and decoupled from the “future present” as it materializes
at a later point in time. Through increasingly sophisticated models for
forecasting inflation, central banks can construct a present future in terms
of which they can coordinate expectations. This procedure, Walter argues,
is problematic as it reduces central bank’s control of the future present and
thus their power to govern the future.

In his chapter, “Social Interaction, Emotion, and Economic
Forecasting,” sociologist Werner Reichmann points to the social fabri-
cation of forecasting. Drawing on surveys conducted with forecasters at
business cycle research institutes in Germany, Austria and Switzerland
since 2004, Reichmann distinguishes two epistemic resources that help
economic forecasters to issue forecasts despite the radical uncertainty of
the future. First, Reichmann shows that forecasters do not work alone, but
are entangled in a vast network of other forecasters, business professionals,
and politicians who participate in the epistemic process of economic
forecasting. Second, Reichmann emphasizes the vital role of emotions
in economic forecasting. By developing a “feeling” for numbers and an
intuitive understanding of economic trends, forecasters try to overcome
the shortcomings of pure reasoning, economics theory, and econometric
models. Pointing to these findings, Reichmann forcefully argues that eco-
nomic forecasting is not merely a technical matter, but also depends on
social interaction and the mobilization of emotions.

Oliver Pilmis, too, takes a sociological perspective on forecasting.
Contrasting Reichmann’s qualitative approach, Pilmis’ contribution, “The
Dynamics of Expectations: A Sequential Perspective on Macroeconomic
Forecasting,” exploits a huge database of historical inflation and growth
forecasts and investigates the heterogeneity across forecasters by the means
of quantitative analysis. Pilmis reaches the conclusion that economic
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forecasting is mainly data-driven. This means that a fundamental homo-
geneity of forecasting methods and applied models exists and a certain
characteristic of forecasts depending on the forecasting institutions cannot
be easily identified. Interestingly, Pilmis reports a tendency for all forecasts
under investigation to return to a certain “normal stance” in the medium
run with higher and stronger adjustments in the short run.

The chapter by the economists Jorg Dopke, Ulrich Fritsche, and Gabi
Waldhof, “Never Change a Losing Horse?: On Adaptations in German
Forecasting after the Great Financial Crisis,” presents the result of a broad
empirical survey investigating how macroeconomic forecasters have
reacted to the dire accuracy of forecasts before and in the first phase of
the financial crisis. Building on surveys and questionnaires among German
forecasters in 2017, they demonstrate that despite occasionally contrary
statements, forecasters’ behavior has changed surprisingly little since the
financial crisis. There is, however, increased awareness of forecast uncer-
tainty. Also, forecasters whose forecasts proved erroneous in the past seem
to be more prone to adopt other methods and theories.
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“The cost of a recession is so great that a forecaster
should never miss one.”

Herman O. Stekler (11/4/1932 - 9/4/2018)?

Abstract: Throughout the history of macroeconomic forecasting, several major
themes have remained surprisingly consistent. The failure to forecast economic
downturns ahead of time is perhaps the most significant of these. Forecasting
approaches have changed, but forecasts for recessions have not improved. What
can we learn from past evaluations of macroeconomic forecasts? Is it possible to
predict major economic shocks or is it a fool’s errand? This chapter discusses how
forecasting techniques have evolved over time and yet the record on forecasting
recessions remains dismal. There are several competing hypotheses for why
forecasters fail to foresee recessions, but little evidence any of them are going to be
addressed before the next recession occurs. This suggests planners and policymakers
should expect to be surprised by the arrival of downturns and develop ways to be
prepared for recessions without having clear warning of their coming.
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1. Introduction

One of the key tenets of economic theory is that decisions are for-
ward-looking. Economic forecasts are used in all sorts of planning and in
particular are relevant for policymakers who are charged with preventing
recessions. Unfortunately the record is not good for forecasting recessions.
Ahir and Loungani (2014) and An, Jalles, and Loungani (2018) docu-
ment that forecasters have a poor record of predicting recessions across
countries and for both private and official sectors. Does this poor record
reveal that forecasting recessions is a fool’s errand? Or are improvements
possible? This chapter provides an overview of the historical record of
economic forecasting focused on recessions, considers some common
explanations of this poor record, and discusses the implications of this
record for future planning and policymaking.

2. The Historical Record of Economic Forecasting

Economic forecasts before and through the Great Depression tended to
focus on qualitative predictions: would the economy get better or worse?
This qualitative nature made them difficult to evaluate until textual
analysis approaches were introduced by Goldforb, Stekler, and David
(2005) and Mathy and Stekler (2017). According to Hardy and Cox
(1927), three common forecasting methods were used: (1) a “cross cut”
approach of judgemental comparison and weighting of positive and neg-
ative news, (2) modeling the economy as following a regular rhythm, and
(3) forecasting by analogy, comparing current events to past events to pre-
dict future outcomes. These forecasting approaches led to what Goldfarb,
Stekler, and David (2005) called “egregious errors” where forecasters
in 1930 predicted 1931 would show a recovery in the U.S. Instead the
economy contracted for two more years.

Many new forecasting techniques have been introduced since the
Great Depression. They have been predominantly quantitative and have
focused on continuous rather than binary or directional forecasts. Two
broad camps have evolved over time: (1) theory-based and (2) data-driven.
The theory-based approaches started with large-scale macroeconomic
models which have since been replaced by Dynamic Stochastic General
Equilibrium (DSGE) models. The appeal of theory-based models is that
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they provide structure and stories to explain the patterns in the forecasts.
They can also be used to analyze the impact of different proposed pol-
icies on the forecasts. In terms of forecast quality, however, the theory-
based models typically cannot out-perform simple benchmarks such as
autoregressive models (Chauvet and Potter 2013).

Data-driven approaches have focused on mostly time series econometric
models such as autoregressive integrated moving average (ARIMA), vector
autoregressive (VAR), and factor models of various kinds. New techniques
are being developed now using “Big Data,”
ficial intelligence. Data-driven approaches, however, cannot consistently

machine learning, and arti-

beat judgemental forecasts, particularly the average forecast from forecast
surveys (Ang, Bekaert, and Wei 2007).

With all the advances in forecasting techniques, it would be reasonable
to expect that forecasts would have improved over time. Unfortunately
there is little evidence that there has been substantial improvement, par-
ticularly if focused on predicting recessions. The Global Financial Crisis of
2007-2008 and the associated Great Recession took economic forecasters
by surprise. Culbertson and Sinclair (2014) document how both private
sector forecasters and policymakers completely failed to predict the Great
Recession in the U.S. And this is not just a U.S. story. In a response to a ques-
tion from Her Majesty the Queen of England about why everyone missed
the Global Financial Crisis, Besley and Hennessy wrote: “the exact form
that it would take and the timing of its onset and ferocity were foreseen by
nobody” (2009, page 8). Ahir and Loungani (2014) found that around the
world, none of the 62 recessions in 2008-2009 was predicted by September
of the previous year by the consensus of professional forecasters.

For an example of how economic forecasts perform around recessions,
Fig. 1 presents a graph of U.S. real Gross Domestic Product (GDP) growth
and the median of the four quarter ahead forecasts for US real GDP
growth from the Philadelphia Fed’s Survey of Professional Forecasters
(SPF). Median forecasts from surveys, particularly from the SPF, tend to
out-perform other forecasting methods (see Ang, Bekaert, and Wei 2007;
similar results are true for Europe using the European Central Bank SPF,
see Genre et al. 2013). Fig. 1 shows that the forecasts perform fairly well
outside of recessions, but there is little to no anticipation of a downturn a
year in advance of recessions.
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Fig. 1: U.S. Real GDP Growth and 4 Quarter Ahead SPF Forecasts

Perhaps a year ahead is asking too much of forecasters, but it is a rele-
vant horizon for planning and policymaking. Even if we look at forecasts
just one quarter ahead, forecasters miss the arrival of the downturn in the
next quarter, although once in a recession they do adjust their forecasts
downward. They consistently miss the turning point and the depth of
recessions, however, even at this short horizon, as can be seen in Fig. 2.

One interpretation of these figures is that forecasters focus on predicting
normal times and ignore recessions, at least until the recession has arrived.
In their study of 19 advanced economies, Dovern and Jannsen (2017) pro-
vide evidence that forecasters produce forecasts that are unbiased condi-
tional on being in an expansion and therefore neglect recessions in their
models and forecasts. Fildes and Stekler (2002) similarly conclude that
forecasters are better when economic conditions are relatively stable. This
might reflect the standard training for economists to fill in the status quo
when other information is not available. Forecasting recessions may there-
fore still be out of reach for our existing models and knowledge. There
are however, various potential reasons why forecasters consistently miss
recessions, described in the next section.
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Fig. 2: U.S. Real GDP Growth and 1 Quarter Ahead SPF Forecasts

3. Why Do Forecasters Miss Recessions

A number of different explanations have been put forward as to why
forecasters consistently miss recessions. Some suggest we need better
models or better/more timely data sources. Others suggest that falsely
predicting a recession when one does not occur is much worse than
missing a recession entirely, which explains why forecasters are conserva-
tive in forecasting recessions. Still others suggest that by their very nature
recessions are inherently unpredictable.

In a sense these explanations range from optimistic to completely pessi-
mistic. The solution in the case of poor models, methods, or data is to invest
further in these directions. The new methods and data sources coming
from the Big Data revolution may help us to forecast future recessions.
Historical experience, however, tempers this optimism since there have
been substantial improvements in these directions to date without notice-
able improvement in forecasting recessions.

Despite the under-prediction of recessions, it is still a common joke
that forecasters over-predict recessions, which suggests economists are
very sensitive to over-prediction. For example, Paul Samuelson said in
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1966 that the stock market predicted nine of the past five recessions.’
This might mean that forecasters could predict recessions, but they do
not have the right incentives to do so. If it is an issue of forecaster rep-
utation, where predicting a recession when one does not occur is more
costly than missing one entirely, then we might see forecasters only slowly
respond to new information, particularly around downturns. This might
look like forecasters are smoothing their predictions over time (Nordhaus
1987). But recent research suggests forecasters sometimes over-respond
to new information, not always smoothing (e.g. Azeredo da Silveira and
Woodford 2019; Bordalo et al. 2018; Messina, Sinclair, and Stekler 2015;
Dovern and Weisser 2011). Similarly we might expect forecasters to herd,
i.e. to produce forecasts similar to their peers, to protect their reputation.
Riilke, Silgoner, and Worz (2016), however, find evidence of anti-herding
across an international set of business cycle forecasters, particularly in
times of increased uncertainty. These findings suggest that even if we could
find a way to change forecaster incentives around predicting recessions,
that may not improve their record on forecasting recessions.

Thus we are left with the most dismal explanation, that recessions may
be caused by purely random shocks, which by their nature are impossible
to forecast (e.g. Drautzburg 2019). Consistent with this explanation, we
see forecasters adjust their models after a downturn so that they would
have better predicted the past, but do no better at predicting the future.
This was particularly obvious after the Global Financial Crisis where
forecasters added financial and housing sectors into their models so they
would have been able to forecast the Great Recession with those models.
Only time will tell if these improvements help predict the next recession.

To give a sense of the challenge facing forecasters, Fig. 3 provides an
example using 3-month decline in the industrial production index. This

3 Samuelson, Paul (September 19, 1966), “Science and Stocks,” Newsweek, p. 92.
Herman Stekler proudly claimed to have “predicted n + x of the last n recessions”
(recorded by Joutz, 2010, in an interview of Stekler for the International Journal
of Forecasting), but he saw this as in contrast to the profession that typically
missed recessions completely. If policymakers were predicting and preventing
some recessions then we would see a poor forecasting record coming from
predicting more recessions than occur, but unfortunately the record is too few
recessions forecasted by policymakers rather than too many.
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Fig. 3: Industrial Production Index and Recession Signal

was a leading indicator originally proposed in the 1950s (Alexander and
Stekler 1959; Stekler 1972).% Every US recession identified by the NBER®
is signaled by this indicator in some way, but there are both false signals
of recession and false indications of expansions. Perhaps the most discon-
certing is that we miss the start of many recessions, not by much, typically
just one to two months, but it suggests that we cannot breathe easy even
when this indicator is in positive territory. Indicators are often maligned
for falsely predicting recessions, but we might be willing to take some
false signals if we consistently had an accurate prediction of the timing
of recessions. Unfortunately no model, forecaster, or indicator has yet
achieved that standard.

4 Board of Governors of the Federal Reserve System (US), Industrial Production
Index [INDPRO], retrieved from FRED, Federal Reserve Bank of St. Louis;
https://fred.stlouisfed.org/series/INDPRO, June 23, 2019. Note that because this
series is revised, it is important to evaluate it in real time (Stark and Croushore
2002). This simple example, however, uses the latest available data.

5 https://www.nber.org/cycles/
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4. Nowcasting Recessions

The record for identifying a recession once it’s occurring (nowcasting) is
much better than predicting one even one quarter ahead. There is evi-
dence that policymakers such as the Federal Reserve are able to identify
recessions once they are in progress (Sinclair, Joutz, Stekler 2010). Giusto
and Piger (2017) have shown that several approaches identify recessions in
real time. These approaches provide faster identification of recessions than
waiting for the NBER business cycle dating committee to provide official
classification of the turning point, but for monetary policy with its long
and variable lags, knowing a recession is occurring only in real time may
be too late. There are however, other policies that might work in a world
where we can only nowcast recessions.

For example, recently there has been much attention directed to the
“Sahm rule” based on Claudia Sahm’s proposal (Sahm 2019) to use a
3-month moving average of the unemployment rate as a trigger for
automatic stimulus payments. Sahm argues that an increase of 0.50 per-
centage points or more, relative to the unemployment rate’s low in the
prior 12 months (in order to allow for changes in the natural rate of unem-
ployment), has historically only occurred during or closely after recessions
in the US. Thus this rule does not predict recessions, but it is a simple
and useful one to trigger automatic fiscal stimulus. This sort of policy ap-
proach can quickly react to a recession as it is occuring to offset some of
its impact even if we cannot predict recessions in advance.

5. Conclusion

The failure of forecasters to predict past recessions does not necessarily
imply we will never be able to forecast recessions. It is possible that with
further development of techniques and insights into the structure of the
economy along with new and more timely data sources our forecasts will
improve. But it is important for the public and policymakers to understand
the current state of forecasting and not rely on predictions to prepare for
downturns.

Despite advances in forecasting techniques, computational power, as
well as data quality and quantity, forecasters continue to systematically
miss recessions. Harding and Pagan (2016) advise that we should know
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the limits of forecasting and focus research instead on better understanding
the business cycle rather than trying to predict it We may need to accept
that nowcasting recessions is the best we can do and build policy plans
with that information in mind. As we continue to develop new models and
methods, deepen our understanding of the structure of the economy, and
build the quantity and timeliness of data sources, we need to continue to
heed Stekler’s (2007) advice for evaluating forecasters and remember that
forecasters are responding to their own set of incentives that affect their
judgement as well as the models they choose.
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Measuring and Managing

Expectations: Consumer Confidence as an
Economic Indicator, 1920s-1970s

Abstract: This chapter explores the origins of consumer confidence measurements
as a prognostic tool. Commercial consumer studies had gained in importance since
the interwar decades as a “scientific” means of predicting market developments
for corporations and advertisers. In the years surrounding World War II, govern-
ment economists became equally interested in forecasting consumer behavior. Such
forecasts required a new understanding of consumers, their attitudes and expec-
tations, and of the role that psychological factors play in economic behavior. The
chapter focuses on George Katona and several other European émigré scholars in
this field to highlight the importance of transnational knowledge transfers. Finally,
it considers consumer research as a means of economic forecasting in the context
of attempts to socially engineer mass consumption and to “manage” consumer ex-
pectations on both sides of the Atlantic during the middle of the twentieth century.

Keywords: Consumer confidence, consumer research, George Katona, émigré
scholars, behavioral economics, economic psychology

1. Introduction

Beginning in the 1950s, consumer confidence measurements became a crit-
ical indicator of economic development in the United States.! In America’s
“consumer’s republic” (L. Cohen), economists and marketing experts iden-
tified “the consumer” as a crucial link between shifting cultural attitudes
and social expectations on the one hand and market developments on the
other (Cohen 2003). Accordingly, the study of consumer expectations and
decision-making became a focal point of new research in behavioral eco-
nomics and economic psychology. Since World War II, large-scale surveys
kept track of consumer outlook regarding individual finances and overall

1 This chapter draws on my upcoming monograph Engineered to Sell: European
Emigrés and the Making of Consumer Capitalism (Logemann 2019).
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economic development. Their responses were now compiled into indices
of consumer confidence that since have become a staple of popular eco-
nomic analysis as well. While economists debate the prognostic value of
consumer confidence measurements, newscasts today are full of reports
about swings in consumer confidence, especially in times of crisis.?

This chapter, however, is less concerned with the accuracy of consumer
attitude measures for predicting the movements of business cycles or con-
sumer spending. Instead, I will ask about the historical contexts in which
consumer attitude measurements emerged as a predictive tool. Why and
in what ways do the middle decades of the twentieth century represent
a point of transition for the history of economic forecasting? A growing
interest in market studies among marketing specialists had contributed
to the rise of consumer surveys already since the interwar years. They
drew on early, psychologically-informed research on consumer behavior,
which transformed prevailing assumptions about the expectations and de-
cision-making of consumers and economic actors more generally. In the
context World War II and postwar affluence, research in consumer psy-
chology further complicated such notions of consumer decision-making
and expanded the set of variables deemed relevant in this process. In a
sense, these consumer researchers presaged a shift from focusing on adap-
tive and rational expectations to predict economic behavior to psychologi-
cally and socially framed “fictional expectations” that informed consumer
behavior (Jakob, Nutzenadel and Streb 2018).

Focusing on the life and career of George Katona, the economist respon-
sible for the original consumer sentiment index, the chapter highlights
the transnational origins of consumer confidence measurements and of
early consumer research more broadly. Katona, an émigré who came to
America fleeing the Nazi regime in 1933, was part of a larger group of
other émigrés who brought insights of continental European social and
Gestalt psychology into mid-century U.S. debates about marketing and
economic behavior. Katona theorized about the interplay of experiences

2 In January of 2009 the Conference Board Consumer Confidence Index fell to
its lowest level since 1967 which was widely reported as a sign of additional
future woes: (Clifford 2009). For a critical assessment of the predictive value
see Croushore (2004).
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and expectations of economic actors, drawing on psychological research
to critique and supplement rational actor models of consumer behavior.
Understanding and forecasting consumer behavior was a complex matter,
Katona argued, involving close attention to socio-psychological dynamics.

More fundamentally, the chapter finally raises the question in what ways
economic forecasting has been employed as a means of managing the ex-
pectations of consumers as economic actors and influencing their attitudes
and behavior.? Indicators such as Katona’s Index of Consumer Sentiment
were intimately tied to corporate and government attempts at shaping and
engineering mass consumption. Consumer research not only became a
marketing tool for companies, but also a means to predict macroeconomic
development used by government experts and academics. Economists such
as Katona saw their work as part of larger social efforts to spur economic
development and ultimately stabilize consumer capitalism. Katona was
an outspoken champion of consumer-driven growth and he believed that
“framing” consumer expectations was a crucial aspect of managing aggre-
gate consumer buying and demand as well as inflation (Horowitz 1998).
In bringing consumer forecasting “back” to Germany and Western Europe
during the postwar decades, Katona was not simply interested in transfer-
ring economic knowledge. Instead, he believed, such indicators presented
a way of fostering a collective mindset adjusted to a dawning age of afflu-
ence in which European consumers, too, would embrace consumer capi-
talism during the Cold War.

2. A Tool for “Scientific Marketing”: Interwar
Consumer Research and Psychological Transfers

The growing use of market research and consumer surveys during the
interwar years constituted one important context for the emergence of
consumer surveys as a prognostic tool. Early, sporadic efforts by produ-
cers, retailers and advertisers to track and survey their customers in order
to improve sales and distribution date back well into the nineteenth cen-
tury (Schwarzkopf 2016). After World War I, American marketing experts
were actively searching for new methodological input from the academic

3 On the management of expectations in economic systems see Beckert (2013).
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world and calls for “Scientific Marketing” in analogy to “Scientific
Management” built on work by scholars such as Walter Dill Scott and
Arch W. Shaw (Kreshel 1993; Usui 2008, Ch. 3; Ward 2009). Advertising
agencies were among the first to apply new academic concepts to practical
marketing research. J. Walter Thompson (JWT) emerged as the prototyp-
ical full-service agency with a “scientific” approach to advertising as they
proclaimed to their clients in 1928: “Advertising must be scientifically pre-
pared. Nothing must be taken for granted” (Kreshel 1993, 66). Predicting
markets to plan marketing campaigns became increasingly important for
advertisers.

At the same time, specialized market research firms began to offer
market analyses to forecast consumer behavior. The A.C. Nielsen Company
(est. 1923) compiled consumer demand projections based on household
studies that asked consumer panels about what they stocked in their pan-
tries. Studies in media use for marketing purposes had been pioneered
by the Curtis Publishing Company (Saturday Evening Post, Ladies Home
Journal), which set early standards for consumer reception research (Root
and Welsh 1942; Lockley 1950; Kreshel 1993). Institutions specialized in
public opinion surveys such as the firms of Archibald Crossley (est. 1926),
Elmo Roper (est. 1937) and the American Institute of Public Opinion,
founded in 1935 by George Gallup in cooperation with advertising exec-
utive David Ogilvy, also conducted commercial consumer research. The
Market Research Corporation of America (est. 1934) likely had the lar-
gest contingent of interviewers across the United States, conducting elabo-
rate surveys and publishing the trade journal Market Research (Jones and
Tadajewski 2011). By the 1930s, consumer research had become part of
the American marketing landscape and its significance would only grow in
the wake of the Great Depression.

Interwar consumer research, however, was confined to advertising
agencies and large corporations and was not particularly sophisticated in
its methodology. This changed over the course of the 1930s and 1940s.
Corporate marketing specialists increasingly engaged in what they termed
“merchandising”: they planned products based on customer expecta-
tion and demand (Usui 2008, Ch. 4). Marketing experts envisioned a
“new consumption era” in which the distribution of goods would be
transformed by insights from the social sciences and earlier, “spasmodic”
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efforts in salesmanship would give way to “more definitively and scientifi-
cally planned campaigns for the consumption of goods” (Hess 19335, 16).
As forecasting increasingly became a business, claims to scientific exper-
tise opened doors in the corporate world. The new Journal of Marketing
closely tracked ongoing academic consumer research across universities in
the United States, emphasizing the connection of commercial practitioners
to academic investigation (Taylor 1936). As marketing professor Edmund
McGarry observed, scientific credentials created high expectations among
businessmen: “[business men] are prone to look upon a scientific expert
as one who has remarkable and mysterious powers of foresight [...]. He
must be a prophet who can foretell, where profits are to come from. He is
expected to know the unknown, to foresee the unforeseeable” (McGarry
1936, 83).

Traditional, mechanistic models of economic forecasting, however,
did not fare particularly well during the years of interwar market crisis,
as historian Laetitia Lenel has recently noted (Lenel 2018). Increasingly,
companies became interested in empirical consumer research, which took
psychological factors into account. Historians have demonstrated the
growing influence of psychology on advertising research and the linkages
between consumer studies and the emergence of empirical social sci-
ence research (Igo 2007; Samuel 2010). Already in the 1920s, J. Walter
Thompson had employed prominent behaviorist psychologist John Watson
to systematically study consumer responses to advertising. His stimulus-
response research explored the possibility of not just forecasting, but of
conditioning consumers to react to advertising stimuli (Benjamin 2004).
Similarly, the Psychological Corporation had been established in 1921 by
psychologist James Cattell.* Its “psychological sales barometer” drew on
the expertise of 60 academic psychologists to survey changing customer
preferences regarding various brands in an effort to systematically pre-
dict consumer behavior (Link and Lorge 1935). In this context, several
émigré psychologists such as Paul Lazarsfeld, Ernest Dichter and George
Katona from Vienna, Berlin and elsewhere in Europe were able to bring

4 Cattell had been a student of German psychologist Wilhelm Wundt at Leipzig.
On consumer research before and during the Great Depression see Igo (2007)
and Robinson (1999, 15-18 and 39-63).
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new insights from European individual, social and Gestalt psychology to
American consumer research.’

The émigrés contributed to a transnational exchange between academic
and commercial research, which allowed them to shape American con-
sumer psychology (Kasserdjan 1994). They helped push the field beyond
behaviorist assumptions of stimulus and response mechanisms, which
largely left actual decision-making processes as a “black box.” Much
like theoretical economists, the psychological behaviorists had subscribed
to a theory of “adaptive expectations,” which assumed a linear connec-
tion between past experiences (stimuli) and expected behavior (response).
Building on insights from the émigrés, this notion was increasingly made
more complicated in three ways:

1. Depth psychology: systematic research into (conscious and subcon-
scious) motives by Lazarsfeld and others increasingly opened up the
“black box” of decision-making processes.

2. Social psychology: the social context in which stimuli were processed
and endowed with meaning received more scrutiny e.g. through the
work of émigré psychologist Kurt Lewin.

3. Cognitive (Gestalt) psychology: The research of émigrés such as Kurt
Koffka, Wolfgang Kohler and Max Wertheimer directed attention
towards cognitive processes and the perceptions and misperceptions of
stimuli as they informed decision-making processes (Logemann 2017).

Consumer expectations (and, by extension, their decisions and future
behavior), these psychologists argued, could not be understood as a simple
function of past experiences or of present conditions such as income.
Instead, the way consumers made choices regarding the future was
informed by a complex interplay of conscious and subconscious motives,
of the social dynamics in which information was received and decisions
processes took place and, last but not least, of the cognitive processes
which (mis)guided human perception. Taken together, these three strands
of psychology influenced by émigré scholars informed the way American
consumer research began to reevaluate the connection between experiences

5 On interwar market research in Vienna see Fullerton (1990) and Fullerton
(2013).
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and expectation in consumer behavior. When the American Marketing
Society published its first handbook on The Technique of Marketing
Research in 1937, for example, Viennese émigré Paul Lazarsfeld contrib-
uted several chapters (Wheeler 1937). Beyond the field of marketing, too,
the academic input of European émigrés contributed to the transformation
of prevailing perceptions of consumers and to the study of their motiv-
ations, attitudes and social dynamics, which could help understand and
predict consumer behavior.

3. Consumer Expectations and Decision-Making: George
Katona and Wartime Attitude Research

During World War II, state actors and economists similarly developed
an interest in surveying and predicting consumer behavior. Their war-
time studies provide another important context for the emergence of con-
sumer forecasting, and émigré psychologist George Katona came to play
a prominent role in efforts to predict and control home front consump-
tion. Along with Kurt Lewin, Katona was instrumental in transforming
ideas regarding the social psychology of consumption. He focused on
the formation and impact of consumer attitudes on inflation and mac-
roeconomic development. Both Katona and Lewin came from within the
larger orbit of the Berlin Institute for Experimental Psychology where Max
Wertheimer and Kurt Koffka had been leading protagonists of Gestalt psy-
chology before fleeing to the United States during the 1930s (Mandler
1969). Katona applied their research to problems of the psychology of
mass consumption during the war, contributing to the U.S. government’s
fight against inflation.

An early exponent of behavioral economics, George Katona’s work
challenged prevailing assumptions of consumers as “rational actors”
by highlighting the role of psychological attitudes in economic deci-
sion-making. His career was both transatlantic and genuinely interdisci-
plinary, moving between the fields of psychology and economics. He was
born in Budapest in 1901 where he enrolled in the University in 1918,
but moved to Germany not even a year later after the revolutionary gov-
ernment of Bela Kun had come to power. Katona earned his doctorate
in psychology at Gottingen University, developing an interest in sensory
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perception and the work of the Gestalt school (Katona 1924). He subse-
quently moved to Frankfurt where he continued his research in experi-
mental psychology, but also worked for a commercial bank at a time of
severe economic strain in Germany. The experience of the 1923 hyperinfla-
tion was formative for Katona’s pursuit of economic psychology, because
it led him to explore what he saw as an intimate connection between eco-
nomic developments and the collective psychology of economic actors.
In Berlin, where he had moved in 1926, Katona continued to pursue his
dual-track career in psychology and economics: he remained an exper-
imental psychologist studying and working with Max Wertheimer and
Kurt Lewin, but also developed a second career as a financial journalist
for Gustav Stolper’s Der Deutsche Volkswirt. Long before his emigration,
Katona had thus begun to think about the relationship between social psy-
chology and economic behavior.®

During the war, properly forecasting inflation presented a challenge
to U.S. economists and Katona brought Gestalt psychology into the field
of economics to address this problem. He had emigrated to the United
States following the Nazi seizure of power in 1933. Struggling to estab-
lish himself in American academia, Katona and Stolper initially joined a
New York investment office, which advised European investors on the
U.S. market. Through fellowships and a lecturer position at the New
School’s “University in Exile,” Katona also stayed in close contact with
Max Wertheimer while working on the psychology of learning from a
Gestalt perspective (Katona 1940). With the advent of the war Katona
returned to the interplay of psychology and economics. Emigré economist
Jacob Marschak invited him to Chicago where Katona conducted surveys
for the Committee on Price Control and Rationing as part of the so-called
Cowles Commission. Here, he used detailed interviews with opened-ended
questions to probe business and retailer reactions to price controls and
inflation (Katona 1945).

In 1942, Katona published War without Inflation, a book-length essay,
which argued for the importance of utilizing psychological insights to ad-
dress problems of the war economy (Katona 1942). Drawing on his prior

6 OnKatona’s life and career see Horowitz (1998), Curtin (1984), Freie Universitat
(1982), and Strumpel et al. (1972).
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economic work in Germany as well as on more recent work in the psy-
chology of learning he argued for the potential of managing consumer
expectations through “social framing” as discussed by Kurt Lewin. In
his social psychological experiments conducted in exile in Iowa, Lewin
had demonstrated that perceptions of and reactions to various stimuli
depended on the “social field” and on the “frame of reference” in which
they were received. The impact and meaning given to a message directed
at consumers, for example, thus varied according to the social and cultural
context in which it was embedded. Its effect depended on the way the mes-
sage was framed and on the means by which it was communicated (e.g.
Lewin 1943a). Katona’s study now claimed that it was possible to avoid
inflation, if the necessity of economic measures was properly conveyed to
the public, which would adapt its economic expectations and consumer
behavior to match wartime conditions. Favorably received by American
economists and marketing experts for its methodological innovations, the
book spoke to an overarching interest in shaping consumer behavior to
meet wartime needs (Katona 1942).

Wartime studies directed at the consuming public and home-front pro-
paganda efforts still count among the largest attempts in mass persua-
sion in American history.” Between 1942 and 19435, the U.S. government
spent over $200 million on propaganda activities at home and abroad
(Glander 2000). State agencies became involved in surveying consumer
behavior and molding consumer opinions and expectations. As hundreds
of social-scientists moved to Washington, D.C., the number of researchers
employed by the federal government almost doubled during the first six
months of the war and included leading communications scholars such as
Harold Laswell, Hadley Cantril, and Samuel Stouffer. Commissioned and
coordinated especially by the Office of War Information (OWI), survey
research reached new qualitative and quantitative dimensions (Converse
1987; Sudman and Bradburn 1987).

In the context of the war, many were eager to employ consumer psy-
chology in social engineering efforts. Public relations experts, however,
grew increasingly skeptical towards simplistic assumptions about the

7 On the home front experience in comparative perspective see Berghoff,
Logemann and Romer (2017).
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impact of propaganda on malleable “masses.” Instead, consumers came
to be seen as part of diverse and socially contextualized groups, which
were not as easily swayed by mass media messages. As in market research,
communications scholars increasingly understood consumer behavior
and attitudes as complex phenomena. Forecasting audience behavior thus
required more sophisticated models that incorporated an understanding
of changing attitudes, expectations, and social dynamics. This, too, was
part of broader transatlantic exchanges in the social sciences as Viennese
émigrés around Paul Lazarsfeld not only offered new survey methodolo-
gies to probe motivations. They also contributed to a new understanding
of communication flows to consumers, which emphasized the “lim-
ited effects” of mass media messages and their social mediation through
“opinion leaders” (Lazarsfeld and Katz 1955; Fleck 2011). Lazarsfeld’s
wartime research research helped him develop these very insights. He
served as a consultant to the Research Branch of the U.S. Army’s Division
of Morale as well as to the OWT’s Bureau of Intelligence (and to its prede-
cessor, the Office of Facts and Figures (OFF)). As a group, wartime social
researchers advised on survey studies and on forecasting and manipulating
civilian morale (Converse 1987, 162-65).

Consumer attitudes and expectations presented a central object of this
research on home front morale and behavior (on attitude research: Jahoda
and Warren 1966). Katona’s studies on inflation dovetailed nicely with the
survey work of Paul Lazarsfeld and other scholars studying the U.S. war
economy. With its emphasis on “framing” public opinion to influence
inflation, War Without Inflation immediately caught the attention of
Lazarsfeld. Katona’s suggestions about survey methodology with regard to
attitudes and expectations, he observed in a 1942 memo to OFF staff, “go
beyond the things we thought of ourselves” (Lazarsfeld 1942). A couple
of years later, Katona, too, moved to Washington to join the Bureau of
Agricultural Economics’ (BAE) Program Surveys Division, directed by the
social psychologists Rensis Likert, which conducted research on consumer
attitudes towards household spending and saving and towards food con-
sumption, two core concerns to home-front management efforts.

Predicting consumer behavior became one aim of government survey
work that interlinked with broader development in consumer research.
Research on the Treasury Department’s war bond sales conducted by
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Lazarsfeld’s Bureau of Applied Social Research at Columbia University,
for example, was later used as a model for forecasting buying behavior
more generally (Garon 2011, 204-10). Rensis Likert, who had received
his Ph.D. in psychology from Columbia University in 1932 for a study on
attitude measurements, also came to the BAE with experience in commer-
cial market research (Likert 1932). During the 1930s, he (like Lazarsfeld)
had been affiliated with the Psychological Corporation. Indeed, Likert
was well acquainted with Lazarsfeld and much of his approach to detailed
interviews and open-ended survey questions was developed in exchange
with Vienna émigrés (Lazarsfeld 1961). As Likert moved to the BAE in
1939, he pushed for an expansive survey program that soon went beyond
strictly agricultural questions. By 1942, his agency conducted thirty-seven
“special” studies on a variety of other wartime issues for agencies ranging
from the OWI and the Treasury Department, to the War Productions
Board and the Office of Price Administration (Likert 1942). Survey topics
ranged from “Attitudes toward Buying and Shortages of Consumer
Goods” (Program Survey Division 1943) to “What Housewives Eat for
Breakfast” (Program Survey Division 1944). Their studies sought to
understand the American consumer’s views on rationing and shortages,
they asked about future buying plans and about assessments of the cur-
rent situation.

The BAE studies emphasized the importance of attitudes and expecta-
tions and the necessity of “understanding” consumer perspectives towards
“sacrifice.” George Katona initially worked on BAE surveys of the use
of wartime incomes, which were conducted at request of the Board of
Governors of the Federal Reserve (Campbell and Katona 1946). The
household surveys sought to capture both economic and psychological
data with a mix of quantitative (statistical area sampling) and qualita-
tive (open interviewing) approaches. Katona’s surveys asked how savings
habits were acquired and how future spending behavior could be predicted.
He emphasized the importance of segmenting consumers, for example, by
paying special attention to affluent households. Their attitudes towards
saving and spending not only differed from the rest of the population,
Katona argued, but they had the most significant impact on the sale of
war bonds and on overall domestic economic development during the war
(Katona and Likert 1946).
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Understanding consumer attitudes could help to predict as well as
to shape consumer behavior. Building on the surveys he had conducted
in Chicago and at the BAE, Katona theorized about the importance of
studying attitudes and expectations for economic policy formation. In
contrast to stimulus-response models of mass communication, Katona
proposed to involve audiences and consumers in an active learning pro-
cess. Citing Gestalt psychologists Wertheimer and Koffka, Katona em-
ployed their insights on cognitive processes along with Lewin’s concept
of social frames of reference to understand the formation of consumer
expectations and attitudes: “All experience is organized within a frame-
work. A stimulus does not give rise to an isolated experience; the meaning
of the stimulus changes according to the greater whole of which it is part”
(Katona 1944, 342). Consumer expectations thus crucially depended on
the social and cultural contexts in which they arose. What consequences
a stimulus (such as e.g. a change in prices or income) would have for con-
sumer actions could differ depending on the circumstances and the way
such a stimulus was framed.

For (wartime) consumer research to impact aggregate behavior, Katona
believed, the task was to make people think in “appropriate frames,”
bringing about a genuine understanding of “changed field conditions.” Such
an “appropriate frame” of reference could be that of a war economy with
shortages and a threat of inflation, requiring consumers to limit their spending
and to save. In a postwar economy by contrast, Katona believed consumers
would need to learn continuous spending to ensure sustained growth: “The
task of the teacher and the molder of public opinion is, then, to help the
public to gain a general orientation for war and for post-war conditions”
(Katona 1944, 346). Katona thus proposed to use the insights of psychology
to socially engineer consumer behavior on a macroeconomic level. The ana-
lytical and prognostic tools he developed in the context of the war economy
would co