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“There are two kinds of forecasters:
those who don't know, and those who
don't know they don't know.”

John Kenneth Galbraith
(Wall Street Journal, Jan 22, 1993)

ABSTRACT

Persistent and widespread psychological attitudes distort both the
subjective probability of future economic events and their retrospective
interpretation. It could lead to a systematic gap between (over critic) judgments
and (over confident) expectations - the “survey forecast error”. When it goes
bad, then, psychology suggests that people could tend to become particularly
optimistic towards future evolutions. It could amplify the survey forecast error.
These psychological biases are in sharp contrast with the maintained rational
expectations hypothesis (REH) of most macro models. Monthly data over
twenty-two years reject the REH across ten European countries, supporting the
psychological view on non-Muthian expectations.

Keywords: Cognitive Psychology, Expectations, Measurement Errors, Survey
Data.

JEL codes: C42, C53, C82, D12, D84.



NON TECHNICAL SUMMARY

Rational Expectations and Cognitive psychology seem to depict very
different worlds. According to the former, people’s forecast errors can exist only
in the short run — erring is costly and agents learn by doing. In addition, every
agent has the same expectations. According to the latter, people’s forecast
errors can exist even in the long run — individuals may persist in biased beliefs
because they are unaware of being self-incoherent or because they convince
themselves that they are right. In addition, mistakes may be detected even
when analyzing many people over short periods - heuristic short-cuts affect a
significant share of the population.

The household data underlying the European index of Consumer
Confidence are a useful information set to assess expectations formation.
Taking advantage of the distribution of respondents emerging from the surveys,
this paper examines the “survey forecast error” (SFE), i.e. the difference
between judgments and expectations. The time/space dimension of the
empirical analysis is unique, covering ten European countries over twenty
years.

The results confirm existing results and, most importantly, is it fully
consistent with the “psycho-analysis” of the survey forecast error - a perennial
mistake pervades Europe and, when it goes bad, the mistake becomes even
larger.



UNA “PSICO-ANALISI” DELL’ERRORE DI PREVISIONE DELLE
PERSONE NORMALI. EVIDENZE PROVENIENTI DALLE
SURVEY DEI CONSUMATORI EUROPEI

SINTESI

Persistenti and diffuse attitudini psicologiche riducono sia la capacita di
elaborare in modo oggettivo gli avvenimenti futuri, sia di leggere
retrospettivamente quegli eventi senza distorsioni. Esse, pertanto, possono
indurre giudizi troppo critici e attese troppo ottimistiche. Di conseguenza,
definendo “errore di previsione” la differenza tra come ci si aspettava che
andasse l'economia e come poi si € giudicato sia andata, la psicoanalisi
dell’errore di previsione porta a ritenere che l'errore pud essere altrettanto
persistente e diffuso delle inclinazioni psicologiche che lo generano. Tutto cid &
in palese contrasto con una delle pit comuni assunzioni su cui si basano molti
modelli macroeconomici e cioé che le persone formino aspettative razionali. Le
inchieste presso i consumatori europei confermano quanto suggerito dalla
psicoanalisi dell’errore di previsione.

Parole chiave: Psicologia Cognitiva, Aspettative, Errori di misura, Surveys.

Classificazione JEL: C42, C53, C82, D12, D84.



CONTENTS

1 INTRODUCTION ..o 7
2 THE “PSYCHO-ANALYSIS” OF SURVEY FORECAST
ERRORS oo, 10
3 D AT A s 13
4 ECONOMETRIC SPECIFICATION ..o, 15
5 RESULTS oot 18
6 CONCLUDING REMARKS ........cooooieeeeeeeee e 21
APPENDIX 1. The Data ........cccooiviiiiiiicceeee e, 23
APPENDIX 2. Common People’s Forecast Errors.
Evidence from EUrope ..........ccoooooiieiciieeceeee 25
APPENDIX 3. Robustness checks ... 26

RETEIENCES ... et 27



1 INTRODUCTION

By tradition and necessity, economics is a behavioral science and
people’s expectations play a pivotal role in it. Despite of that, by recent tradition
and analytical necessity, economists tend to approach expectations in a rather
axiomatic way. Standard economic literature just assumes that the
representative agent is an unemotional computer who, in the long run, can not
reiterate the same mistake. Given a long enough time span and conditional to
an information set, objective and subjective expectations must, on average,
coincide. Basically, the logic behind is twofold — i) erring is costly; ii) the homo
economicus learns by doing. So there is, respectively, both the motivation and
the occasion for operating rationally.

Cognitive psychology tells a different story - biases are likely to be the
rule, not the exception (Kahneman and Tversky, 1973, 1974, 1982). Kahneman
and Tversky (1974), argued that heuristic short-cuts create probability
judgments which deviate from statistical principles. lllusion of control, availability
bias, confirmation bias, etc., lead to think that common people suffer from a
distort reading of the economic conditions/evolutions. Two things are worth
emphasizing here. First, according to psychologists, individuals may persist in
biased beliefs because they are unaware of being self-incoherent or because
they convince themselves that they are right. In any case, with no awareness
there is no point in either considering the presence of costs due to errors or
waiting for people to change their mind. More in general, despite market forces
(competition and arbitrage) and learning by doing, irrational behavior is not
contingent (Mullainathan and Thaler, 2000). Second, psycho-biases affect a
significant share of the population. That is, they are not isolated quirks, but deep
seated and systematic behavioral patterns impinging on people’'s way of
thinking. To sum up, standard economic models assume that markets are
populated by asymptotically rational agents, cognitive psychology argues for the
long-lasting and pervasive presence of less than rational individuals. Who is
right?

Consumer confidence surveys (CCS) are a useful and, in fact, widely
accepted device to gather information about common people’s expectations
over time (Ludvigson, 2004). The issues of maintaining long-lasting panels are
known - selectivity, non-response, attrition, etc., (Baltagi, 2001). So, a typical’
problem with CCS data is that respondents are interviewed only once.

! A notable exception, although limited to some years, is the British Household Panel Survey (Mitchell

and Weale, 2007).



Obviously, CCS are designed to achieve representativeness such that each
time the respondent is the same subject in statistical terms. Nevertheless, it
could be not sufficient to correctly pinpoint the individual-level forecast error.
Therefore, recently, a number of papers have studied micro data from CCS
trying to exploit the panel aspect of the surveys to identify individual-level
forecast errors from consecutive or matched surveys. Souleles (2004) has
examined the Michigan Index of Consumer Sentiment, Das and van Soest
(1997, 1999) have analyzed Dutch data?, Brown and Taylor (2006) and Mitchell
and Weale, (2007) have studied British data. Comparing expectations and
subsequent realizations, these works usually reject the rational expectations
hypothesis (REH). Surprisingly, few authors try to explain the presence of non
standard behaviors. Carroll (2003) and Branch (2004) suggest that rejection of
the REH is due to the costs of forming rational expectations exceeding the
benefits. Another strand of research points to belief distortions, which may
increase the well-being (Yariv, 2001; Caplin and Leahy, 2001; Brunnermeier
and Parker, 2004), or assumes that agents i) have limited information
processing capacity (Sims, 2003), or ii) update information only infrequently
(Reis, 2003).

This paper contributes to this literature in two ways. First, it proposes an
unusual psychological approach to the common people’s “survey forecast error”
(SFE), i.e. the difference between judgments and expectations, as it emerges
from CCS. There are several reasons to address CCS data in the light of
cognitive psychology. First, some of the questions are so vague that heuristic
answers are likely to emerge. In turn, it may lead to time inconsistencies, that is
to non-zero SFEs. A simple look at the nebulous queries faced by the ordinary
(therefore inexpert) person interviewed, should give an immediate idea of what
we mean - “How do you expect the general economic situation in the country to
develop over the next 12 months?”. Dominitz and Manski (2004) discuss this
topic, forcefully emphasizing the difficulties experienced by normal people.
Then, as mentioned, the number/persistence of irrational agents might be
higher/stronger than that assumed by the mainstream economic literature. So,
the presence of many non-Muthian agents might influence, and be detected by,
long-lasting CCS aimed at capturing the representative citizen. Unlike the
economic theory, also, cognitive psychology allows to consider even the
problems linked to retrospective questions. Actually, by definition, the SFE
might depend on both over-pessimistic judgments and over-optimistic

2 Another paper working with Dutch data is that of Franses and van Oest (2006). Unlike the mentioned
papers, and ours, they deal with the time comparability of survey data. An important effort, indeed - due
to the lack of re-interviews, how can we compute variations in consumer sentiment?



expectations. Thus, one may wonder whether people suffer from problems in
both backward- and forward-looking exercises. The proposed “psycho-analysis”
of the survey forecast error (section 2) leads to think that i) the SFE could be
significantly different from zero considering both many individuals and long
periods of time, and that ii) amid (real or psychological) economic hardships the
SFE could be even larger.

The second contribution of this paper is to offer new evidence on the
survey forecast error. Unlike the mainstream literature, we do not look for
connections linking survey and “hard” (GDP, Consumption, etc,) data. We are
aware that people might act differently from what they say; a possibility that,
actually, affects all works/discussions dealing with CCS data. Still, we
acknowledge the importance of mapping CCS data onto national accounts
figures. Nevertheless, we argue that survey data cold be fruitfully used as a
source of information in their own right to test the inner coherence of the replies
and, in turn, to highlight some facts on expectations formation. This is the sense
of our definition of “survey” forecast error based on the gap between
retrospective and prospective views. Our evidence is unique in that it refers to
more than twenty years and ten European countries (section 3). Since
respondents are randomly selected, there are no re-interviews. Moreover, our
basic data are the percentages of respondents having chosen a particular
option (a lot better, better, etc.). So, we have no individual-level data even
within the same wave. In the present setting, however, it does not hamper
useful empirical analyses because we do not want to test whether each and
every individual form her expectations in a Muthian way. Given the supposed
widespread and perennial nature of psycho-biases, our empirical goal is to test
whether judgments/expectations formation are, on average, consistent with the
psychological viewpoint. So, we may afford to offer evidence on the SFE at an
aggregate, “consensus”, level. Something that can reliably be done by
comparing the beliefs of different but representative consumers populating our
both N- and T-large data set. From the theoretical standpoint, our approach is
consistent with the weak form of REH elaborated by Pesaran and Weale
(2006), stating that irrationality may affect some individual but not the average
individual emerging from a large enough sample. Obviously, rejection® of the
weak form of REH implies the rejection of the standard version of REH. From
the empirical point of view, our approach is consistent with the Deaton’s method
of dealing with pseudo-panels. Deaton (1985) showed that consistent findings

3 Throughout the paper we speak about testing the REH but, in fact, we are only interested in testing
whether any systematic bias emerges. That is, we do not deal with other features of rational forecasts
such as, e.g., efficiency.



may be obtained by analyzing, over a long enough time period, the same cohort
of individual. In our case the cohort is the representative citizen of a country.

Confirming previous results based on genuine (but short and single nation
wide) panels, data show that a perennial non-zero survey forecast error
pervades Europe. Furthermore, conditional on having reported an unpleasant
situation, respondents tend to become particularly optimistic and, consequently,
to over-err. While the rejection of the REH is consistent with both the recent
economic literature and psychology, this latter affords us the possibility to
assess even the extra bias recorded in bad times.

2 THE“PSYCHO-ANALYSIS” OF SURVEY FORECAST
ERRORS

Common to most accounts of rationality is the notion that a person is
largely entitled to his or her own views or preferences, but that these should
cohere, should adhere to basic rules of logic and probability theory, and should
not be formed or changed based on immaterial factors related to, for example,
mood, context, or mode of presentation. Following the seminal studies of
Kahneman and Tversky on heuristics and biases (Kahneman and Tversky
1973, 1974, 1983), many authors have documented numerous ways in which
judgments and decisions do not cohere, do not follow basic principles of logic
and probability, and depend systematically on just such irrelevant factors.
People use intuitive strategies and simple heuristics that are reasonably
effective some of the time, but that also produce biases and lead to systematic
errors. Some of the lessons from psychology can be fruitfully recalled in the
present context.

Why could common people be prospectively over optimistic about financial
changes?

Representativeness is a heuristic for making probability judgments. A
byproduct of representativeness is the law of small numbers. According to it,
people believe that the mean value from a small sample also has a distribution
concentrated at the expected value of the random variable. This leads to a bias
due to “overinference” from (too) short sequences of observations. In an
overview of behavioral finance, Shleifer (2000) argues that the law of small
numbers may explain the excess sensitivity of stock prices (Shiller, 1981) as a
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result of investors’ overreacting to short strings of good news. Likewise, as
suggested by Shiller (2000), another aspect of overconfidence (irrational
exuberance, in the famous Mr. Greenspan’s 1996 speech) is that people tend to
make forecasts in uncertain situations by looking for familiar patterns and
assuming that future favorable patterns will resemble past ones, often without
sufficient consideration of the reasons for the pattern or the probability of the
pattern repeating itself. lllusion of control (DeBondt and Thaler, 1995) may then
explain why people believe that their own future situation will get better “against
all odds”. Its definition is highlighting - “an expectancy of a personal success
probability inappropriately higher than the objective probability would warrant”
(Langer 1975, p. 313). Closely related to the illusion to control, there is the
theory of depressive realism. In a seminal paper, Alloy and Abramson (1979)
found that non-depressed people are more likely than depressed people to think
that outcomes are contingent on their actions when they are not. They
concluded that as opposed to depressed persons, whose perceptions are
apparently accurate, normal people distort reality in an optimistic fashion®.

Why could common people be retrospectively over critic about financial
changes?

People may suffer from the availability heuristic, unduly emphasizing
recent events. Therefore, an economic shock may have psychological effects.
These latter, in turn, may affect the correct reading of economic events.
According to the so called availability bias, individuals base their prediction of
the frequency of an event on how easily an example can be brought to mind.
That is, because an example is easily brought to mind or mentally "available",
the single example is considered as representative of the whole rather than as
just a single example in a range of data. This said we can add that, compared to
unfamiliar information, familiar information is more easily accessible from
memory, and it is therefore believed to be more real or relevant. It turns out that
the mere repetition of certain information in the media, regardless of its
accuracy, makes it more easily available and therefore falsely perceived as
more accurate. The explanation is then completed observing that, as argued by
Doms and Morin (2004), the media tend to overweight bad economic news. In
fact, that is just the very basic nature of the news media. Moreover, the over
critic information flow may also run from people to media (Curtin, 2003). All that

4 We may also speculate that non-depressed individuals distort reality in an optimistic fashion because
being over confident is an optimal choice. In other terms, while psychology is silent on the causality
issue, i.e. realism may induce depression, there is economic literature sustaining that over confidence
may rise well-being (see Introduction).
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generates a perverse spiral locking many individuals in “backward-looking”
pessimism.

Why could common people be both over critic ex post and over confident
ex ante when asked about financial changes?

Both prospective and retrospective biases are congruent with mental
accounting (Thaler, 1999), which posits that people mentally frame assets as
belonging to either current or future income. Therefore, from the individual's
standpoint, judging and forecasting are “time separable” exercises that need not
to be self-consistent. When inserted in the present setting, then, the prospect
theory (Kahneman and Tversky, 1979) suggests another reason why the survey
forecast error could not be a zero-mean-reverting process due to both ex ante
and ex post considerations. According to it, individuals suffering from a
reduction in their income tend to become risk lovers and, perhaps, over
optimistic. This could accentuate the gap between the retrospective and
prospective views about the financial stance. Alike, it may be noted that future
developments have more “degrees of freedom” as compared to the past ones —
an already suffered negative shock impact more deeply than a same-size, but
still future (hence “illusion prone”), shock. So, the interplay of illusion of control
and prospect theory indicates that over confident expectations could be
associated with over critic judgments — economic hardships enlarge the SFE.

To summarize, while according to one of the basic axiom of the standard
neoclassical models agents should not consistently repeat the same mistakes,
cognitive psychology depicts a picture of the human behavior in which the REH
can not be assumed. Cognitive psychology has not (and may not ever) develop
a unified theory that explains or predicts the full range of human behavior
(Kopcke et al., 2004). Nevertheless, it offers a pragmatic collection of situation-
specific mini-theories usefully exploitable in connection with CCS data. On the
other hand, as argued (Shafir and Leboeuf, 2002), the rationality assumption is
ultimately an empirical question. Moreover, psychology suggests several
reasons which prevent agents from adequately learning from the past and from
being aware of their forecast errors. This is the case underlined by the
“hindsight/confirmation bias” (Bernstein, 1994). Suppose there is an unexpected
event. People tend naturally to concoct explanations for it after the fact, which
makes them appear more predictable, and less random, than it is. All
considered, thus, there are well-known emotional departures from
mathematical/rational expectations which may help understand the presence of
remorseless discrepancies between people’s judgments and expectations.
While these biases may be conscious or not, the point remains — psychological
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considerations underline the presence of a diffuse and perennial mental
“‘environment” triggering non-zero SFEs. So, taking advantage of the answers
given by normal people in CCS, we may fruitfully test whether:

1. judgments and expectations on the economic situation consistently differ;

2. survey forecast errors are consistently greater in bad than in good times.

3 DATA

To examine empirically the psychological implications discussed in the
previous section, a useful data set can be drawn from the Business Surveys
Unit of the European Commission. Data are based on monthly surveys carried
out at a national level by public and private institutes in the framework of the
Joint Harmonised European Union Programme of Business and Consumer
Surveys®. The surveys are designed to capture the representative European
consumer across twenty-seven countries. Almost 40,000 persons are usually
selected by a random stratified sampling procedure or by simple random
sampling.

We focus on four questions on general and personal financial
situation/evolution referring to the same target dates (Appendices 1 and 2).
Respondents may choose among six qualitative reply options (a lot better,
better, a lot better, better, the same, worse, a lot worse, don’t know) and the
individual-level answers are then used to compute the percentages of
respondents having chosen a particular option. Only these six aggregate shares
are available, and only four of them form the basis of our study. The exceptions
are the proportions relative to the options “don’t know” and “the same”. We
exclude the former because it is a “non response”, i.e. it is not the outcome of
an explicit elaboration but, rather, a declaration of no information. Otherwise
stated, a survey forecast error computed by comparing prospective and
retrospective “don’t know” is a hard-to-interpret time series. On that, the
European Commission Users’ Manual (1997, p. 18) claims that: “(...) there are
six reply options: five “real” ones and a “do not know” option.”. As for the other
exclusion, it is important to note that the queries are about
“‘developments/changes”. Thus, one might a priori suspect (Theil, 1961) that

5 Detailed information on the Joint Harmonised EU Programme of Business and Consumer Surveys can
be found in European Commission (1997, 2007).
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individuals respond “the same” the most part of times because it is hard to think
to ever improving/worsening economic conditions (whatever it means for
common people®) over many years. Psychologists would add that an over-
preference towards this choice may be induced by the presence of uninformed
and/or uninterested respondents. Part of the problem comes from the
respondents’ reluctance to admit lack of an attitude. Simply because the
surveyor is asking the question, respondents believe that they should have an
opinion about it. Since we could observe unbiased answers because of both
psychological neutrality and analytical rationality7, we prefer to focus on replies
for which psychological distortions could play a dominant role.

Despite we only deal with queries about general and personal economic
conditions, national surveys contain other questions about the labor market,
spending intentions on major purchases (furniture, electrical/electronic devices,
etc.), savings, etc. Needless to say, each question has potential information
content. However, the selected questions seem quite adequate to the present
aim - their vagueness make them particularly suitable for testing the
psychological considerations discussed in section 2. The point is that, when
elicited about “financial conditions/evolutions”, ordinary people may use
heuristic shortcuts to manage large quantities of information that may lead
users astray®. Then these data allow to match, repeatedly over almost three-
hundred months and across many European countries, expectations and
judgments referring to the same time span (a year). Lastly, it is noteworthy that
there is no need for respondents to exactly address and quantify “general
economic situations/evolutions” - we just compare qualitative answers given to
the same question (see sections 4 and 5).

The data set suffers from some change throughout the sample. Since
1995, for instance, Italy substituted on-the-spot interviews with the telephone

6 To the extent i) GDP growth coincides with people’s view of “development in economic condition”, and

ii) GDP growth follows a stationary process agents should, on average, accumulate towards the
“stationary” item of the questionnaire.

Actually, data show that the most part of the respondents prefer this reply option — during the last
twenty years, the continental-level average value scored by this option is about 55% for the two
personal queries and 35% for the general ones. Similar outcomes, based on genuine panel data, are
found for the UK (Mitchell and Weale, 2007). Although these results are an interesting stylized fact
calling for closer investigations, we prefer to focus on the other options for which psychological
implications could play a dominant role.

Although the average value of variables such as GDP, Consumption, Wealth, etc., has been growing
during the period across the countries under analysis, Europeans have been, on average, more
pessimistic than optimistic. Summing up over time and across Europe all the proportions relative to the
eight pessimistic answers (four queries, two pessimistic reply options, see Appendix 1), one obtains a
number more than double than that emerging from the sum of all the eight optimistic answers.
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method. In Germany, apart from the issues stemming from the re-unification of
1991, there have been some modifications in the order as well as in the wording
of some questions. All that means that there are some problems® in the time
series comparability of the data. In an attempt to reduce temporary data issues
and to increase the reliability of the econometric tools we use (see Section 4),
we focus on the countries with the largest and most time-comparable data sets.
So, we end up with ten countries (Belgium, Germany, Ireland, Greece,
France, Italy, Finland, Spain, Netherlands, UK) and 268 monthly interviews "
(from January 1985 to April 2007).

4 ECONOMETRIC SPECIFICATION

To examine formally the consistency between judgments and expectations
in our pseudo panels, we could analyze the gap between same period referring

ex ante and ex post responses and test the joint hypothesis (BZ PER’ B1)=(0,1)

in the following regression
Q1_Z, =B, per + B1Q2_Z, 4, + u, (1)

where Q1_Z, = % of respondents having chosen the Z reply option (Z=PP,

P, M, MM; see Appendix 1) to the query Q1 in the survey carried out in month t,
u=random disturbance. Similarly for Q2_Z, ;, and for the regression referring to

BZ_GEN + B1 Q4—Zt-12

If the joint hypothesis is rejected, it can be concluded that the judgments
and expectations of the representative consumer are different in a statistical
sense and that there is irrationality in a Muthian sense. An example may help to
clear the matter. Let the share of individuals forecasting that the system wide
economic situation will be “a little worse” in the next year be, according to the
survey performed in January 2000, 35%. After a year, interviewed are asked to

the general queries Q3_Z, = + U,

Other problems affecting the data are more general. E.g., it is easily understood that there are not
incentives/disincentives related to a particular answer. The fact that CCS are more and more diffusely
performed, used and commented is an indirect clue to their reliability.

10 About 20,000 consumers are surveyed each month across the ten European countries under scrutiny.

" Data for Spain start in June 1986, for Finland in November 1987.
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say how the general economic situation in the country has changed over the
past 12 months. If people’s forecasts were corrected, then the share of citizens
judging that the economic situation has got “a little worse” should be 35%.
Needless to say, people may sometimes err, what the REH states is that the
error must disappear over time.

The lack of genuine panel data is not an issue here because Deaton
(1985) has shown that, referring to cohorts rather than to individuals, one can
obtain consistent estimates of the slope coefficient following the same cohorts
over time. In our case the cohort is just one, namely the synthetic citizen. This
latter may appear a very heterogeneous cluster but, according to the REH, all
agents should tend to have the same expectations. From the theoretical
standpoint, moreover, our approach is consistent with the weak form of REH
elaborated by Pesaran and Weale (2006). According to these authors, the weak
form of the REH states that irrationality may affect some individual but not the
representative consumer emerging from a large enough sample. Obviously,
rejection of the weak form of REH implies the rejection of the standard version
of REH. So, European surveys are suitable for our goal.

This said, we may refine equation (1) even more. In the presence of
measurement errors (due, e.g., to the sample design and/or to the data issues
mentioned in section 3), in fact, the OLS slope coefficient of equation (1) will
suffer from a persistent bias toward zero. Consider the following generic
bivariate model (suppressing the t subscript)

y=PB,+ BX +u (2)
where a star indicates a variable observed with no error'?. That is, we

observe x=x"+e (e=measurement error) and, therefore, we actually run
y= Bo+ B1X+ (U'B1e) (3)

We may now distinguish two cases (using a widespread notation).

a) cov(x,e)=0; cov(x,e)#0

b) cov(x,e)# 0; cov(x,e)=0

12 Actually, the Deaton’s suggestion stems from measurement error models.
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In case a), B, can be computed consistently by OLS (Bols) because the

measurement error is absorbed in the disturbance of the regression and can be
ignored. In case b), instead, the regressor is correlated with the disturbance and

Bols will be biased toward zero. This everlasting effect, usually called attenuation

(Greene, 2002), can be more formally seen in the following equation:

var(x*)
var(x*) + var(e)

Pois = B, (4)

Since a priori we can not rule out this latter event, we regress the survey
forecast error on a constant. That is, returning to our specific notation, we run

SFE_Per Z =Q1_Z, -Q2_Z,_, +u (5)

2~ BZ_PER t

Alike for SFE_Gen_Z = Q3_Z, - Q4_Z 4, = BZ_GEN + u,. We prefer this
latter to equation (1) for other reasons, too. First, a significant non-zero
intercept is a necessary and sufficient condition to reject Muthian behaviors —
the weak form of REH is rejected regardless of the size of the slope coefficient.
As a matter of fact, this procedure is typical in the literature dealing with the
presence of any systematic bias in the professionals’ economic forecasts
(Boero et al., 2007). On the other hand, measurement errors influencing in the
same way the two different waves of surveys used to compute the SFE (i.e.,
those carried out in period t and t_, for t=1,...,T) disappear when differencing.

This could happen for sampling errors, which are likely to be a common factor
influencing relatively consecutive surveys. Moreover, measurement errors
affecting only the dependent variable just impinge on the disturbance of the
regression and can be ignored. Thus, the OLS estimator is unbiased (Greene,
2002). Finally, a similar logic affords the opportunity to assess the second
testable implication pointed out in section 2. It is worth noticing, in fact, that our
test basically amounts to compute the average of the dependent variable (i.e.
the mean of the difference between judgments and expectations) and its
associated standard error. By the same token we may therefore test whether
the mean value of the SFE is larger in economic hardships (i.e. when
individuals respond M or MM) than in good times. More formally, we test

whether Bpeg# 0 in the following

SFE Per_Y, - SFE Per_X, = B, - B + U, = Bocg + U per (6)
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Where Per=(Q1, Q2)=Personal queries (Appendix 1), Y=MM, M and
X=PP, P. Similarly for the SFE referring to the general queries.

Another critical element of our econometric procedure is the variance-
covariance matrix of the OLS parameter estimates. We address it via the
covariance estimator proposed by Newey and West (1987), which is robust to
both heteroskedasticity and autocorrelation of unknown form (NW-HAC). Our
empirical setting calls for this correction. Just to mention, we use monthly data
on one-year forecasts. This naturally induces serial correlation — respondents
will definitively know their expectations are in err only twelve months after the
initial projection. Although judgments and expectations refer to different
individuals, which to some extent hampers the memory of the process,
therefore, serial correlation is likely to affect our regressions. Then
measurement errors affect, as said at least inflating, the disturbance of the
regression — a robust procedure may increase the reliability of the estimates. As
known, the NW-HAC covariance estimator needs large T and this is another
reason why we prefer countries for which full-sample data are available.

We are now in a position to better qualify the usefulness and uniqueness
of our data set. Unlike previous works (Souleles, 2004; Das and van Soest
1997, 1999; Brown and Taylor, 2006; Mitchell and Weale, 2007), dealing with
one single country and few years, the European surveys afford us the
opportunity to examine an unparalleled time-space dimension. Last, but not
least, using both N- and T-large data sets lessens temporary data issues and
abates time inconsistencies due to shocks hitting consumers after they made
the forecast and before they made the retrospective judgment (Brown and
Taylor, 2006).

5 RESULTS

All empirical results are collected in Appendices 2 and 3. Before
commenting them, it is useful to recall that we are examining percentages of
respondents based on qualitative reply options. As for the former, it means that
our evidence is not relative to the individual-level SFE (SFE;, i=individual i, with
i=1,...,N) but, rather, refers to the aggregate or “consensus”

N

(N-1ZSFEi = SFE,) rationality. What does it mean in the present context?
i=1

When the consensus REH can not be rejected, it may be so because there is
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significant individual level rationality or, although much less likely, because
individual level errors disappear in the aggregate by chance. When evidence
point to SFEy#0, instead, a significant share of population doubtless have

distort expectations. The qualitative nature of our data brings to mind that we
are inspecting the number of discrepancies between ex ante and ex post
“adjectives” (worse, better, etc). So, even with individual level data we would not
know the magnitude of the single survey forecast error. Despite qualitative data
have limited information content, it is not totally bad when taking into account
that our aim is to test whether consensus forecasts conform to the REH. The
presence of quantitatively very large SFE,, in fact, could lead to detect market-
level irrationality even if the number of irrational individuals is relatively low.
Working with qualitative answers, in contrast, we study the number of irrational
individuals, not the average amount of their SFEs. One may ask - which
situation is less rational, one where few people commit very large forecasting
errors or one where a significant proportion of individuals is not Muthian? Our
proposed “psycho-analysis” of the SFE is consistent with both this latter
situation and the concept of weak rationality - psycho-biases are ubiquitous and
there is no quantitative indication about them (more on that below). In Appendix
3 we report the results of some robustness checks on the presence of psycho
distortions across Europe. In Tables 1 and 2 we contrast the responses given
by different representative consumers about the same year; in Table 3, instead,
we examine judgments and expectations referring to the beliefs of the same
synthetic respondent on different periods. The motivation is that in this latter
case, because over critic judgments and over optimistic expectations do not
depend on the time period they refer, psycho-biases should still emerge. On the
other hand, alike, the mainstream economic literature suggests that over time,
no matter the concerned time period, ex ante and ex post perceptions about
“‘economic changes” should tend to be self consistent.

Results collected in Appendix 2 point out that, over the last twenty years,
the average SFE has been significantly different from zero in almost all
European countries. As well-known, few exceptions out of eighty regressions
can be found just by chance. Even more so for the two cases of zero SFE
referring to the PP option reply detected for Italy and Belgium. In fact, the PP-
proportions have very small values and voIatiIity13. This, in association with the
fact that data are rounded to the first decimal, implies that these data somewhat

13 The sample mean is 0.8 for Italy and 1.6 for Belgium, the standard deviation is 0.4 for Italy and 1.8 for
Belgium. Possibly, this is why other CCS allow to respond only “better” or “worse” without any other
qualification (such as “a lot”, “a little” and alike). In passing, we can note that the number of “a lot
worse” is much higher than that of “a lot better” — is there no (psychological?) limit to the worse?
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resemble to a zero-one binary time series. All that clearly increases the
probability of observing zero SFEs just by chance. In any case, the overall
picture strongly rejects the REH and it is consistent with the first testable
implication highlighted by the “psycho-analysis” of the SFE. Moreover, it
confirms existing findings based on genuine panel data. As mentioned,
cognitive psychology is silent about the magnitude of the bias and we can not
refer to it to explain why the detected nation-wide SFEs are different. Possibly,
this could be partly due to objectively disparate economic evolutions across
countries. But it is outside our main aim. Within each country, alike,
psychological implications just evoke the presence of a significant non-zero
intercept - nothing can be said a priori about how much backward looking over
pessimism and prospective over confidence affect people. As a consequence
the magnitude of the psycho-biases and, in turn, the sign of the constant is an
empirical fact waiting for theoretical explanations.

Data support the second implication, as well - people’s forecast errors on
the economic stance are consistently larger in hard than in good times. It is
important to note that, while the recent economic approaches on expectations
formation may explain the presence of a non-zero SFE, only psychology may
account for this latter evidence. Otherwise stated, Table 1 helps in examining
the presence of rationality, Table 2 deals with the presence of psycho
distortions. To save space, but even more so to address the drawbacks arising
from the presence of too little proportions (as mentioned this is often the case
for the PP option reply), we do not report all the four possible combinations™

(Bum V Bees Bum v Be, etc., see equation 6). Thus we aggregate, separately, the

two pessimistic and the two optimistic answers (Appendix 2). Results collected
in Table 2 show, with no exception, that the intercepts referring to the
pessimistic answers are systematically larger than those referring to the
optimistic ones. After a negative shock leading to bad judgments, people’s
expectations become more over confident - conditional on a poor judgment, the
SFE become larger. This evidence is congruent with the results reported by
Mitchell and Weale (2007). Just like Table 2, the robustness checks collected in
Table 3 supports the psychological way of forming judgments/expectations and,
in turn, the reliability of the “psycho-analysis” of the SFE.

14 Some clue can be drawn by comparing the intercepts reported in Table 1. For instance, it is easily seen
that, conditional to a large and positive By (or By), @ negative Bpp (or Pp) in all likelihood supports

the emphasized psychological suggestions. Table 1 informs that this event is frequent.
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6 CONCLUDING REMARKS

Recently there has been a growing interest in examining expectational
errors taking advantage of consumer confidence survey data. Typically,
evidence shows the presence of persistent forecast errors. Typically, no attempt
to explain why this is so is made. This is puzzling given the central role of the
REH in standard economic models.

In this paper we argue that the theory of heuristics and biases may offer
useful indications when dealing with the common people’s coherence in reading
prospectively and retrospectively the economic evolution. Moreover,
psychological implications are particularly suitable when looking for evidence
based on household survey data. The “psycho-analysis” of the common
people’s forecast error lead to test whether i) judgments and expectations on
the economic situation consistently differ and ii) people’s forecast errors on
economic stances are significantly larger in hard than in good times.

Our monthly data have a unique time-space dimension, covering more
than twenty years and ten European countries. On the negative side, these
surveys are not genuine panels, i.e. each wave has different, although
representative, respondents. It means that our evidence refers to the
“consensus” forecast error. This is not particularly disturbing in our setting. First,
it is coherent with a weak form of the REH, i.e., one where irrationality may
affect some individuals but not the average individual. Second, the
psychological considerations which form the basis of our empirical effort can be
thought of as applying to the ordinary person. That is, to the synthetic consumer
that the surveys are designed to capture.

Evidence confirms existing results and, most importantly, is it fully
consistent with the “psycho-analysis” of the survey forecast error. A perennial
mistake pervades Europe and, when it goes bad, the mistake becomes even
larger.
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APPENDIX 1

The Data

Participants in the survey are asked the following questions, which are
harmonized in all countries according to the EU guidelines (European
Commission, 1997, 2007):

Q1 = How has the financial situation of your household changed over the last
12 months? It has ...

Q2 = How do you expect the financial position of your household to change
over the next 12 months? It will ...

Q3 = How do you think the general economic situation in the country has
changed over the past 12 months? It has ...

Q4 = How do you expect the general economic situation in the country to
develop over the next 12 months? It will ...

PP = got/get a lot better;
P = got/get a little better;
E = stayed/stay the same;
M = got/get a little worse;
MM = got/get a lot worse;
N = don't know.

PP, P, E, etc. are the percentage of respondents having chosen the
corresponding option so that PP+ P + E+ M + MM + N = 100.
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APPENDIX 2 - COMMON PEOPLE’'S FORECAST ERRORS.
EVIDENCE FROM EUROPE.

A2.1 Do Common People’s Judgments and Expectations on
Economic Stances Differ?

The following Table A1 reports the estimated intercept of equations 5) of
Section 4. That is, we run:

PERSONAL QUERIES:

SFE Per_MM = (Q1_MM-Q2_MM__,) = B, + U,
SFE Per_ M = (Q1_M-Q2_M, ,,) = B,, + u,

SFE Per_P = (Q1_P-Q2_P, ) = B, + u,

SFE Per_PP = (Q1_PP-Q2_PP_ ) = B, *+ U,

GENERAL QUERIES:

SFE Gen_MM = (Q3_MM,-Q4_MM__,) = B,,,, + U,
SFE Gen_M = (Q3_M-Q4_M,_,) =B, +u,

SFE Gen_P = (Q3_P-Q4_p,_,) =B, +u,

SFE Gen_PP = (Q3_PP-Q4_PP_.) =B, + u,
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Tab. Al Do Common People’s Judgments and Expectations on
Economic Stances Differ?

PER GEN PER GEN
< Bum 2.7 717 Bum 3.3 | 137
D | By 6.1*** 6.7*** > | Bw 12,7 | 11.8**
o <
d BP R S -4 3*** = BP -4 *** R
m
Bpp 0.2*** 0.1 Bpp 0.0 -0.1%**
o B | 29 | 64 Bum | 2.3 | 4T
= |
< By 7.5+ 4.5+ Z | Bu 4.1 %% 15
-
x| Bp Rk 02® Z | Bp D7 | 4T
L
© Bep 0.5** 0.7*** Bep 0.4** | 0.41%**
Bum | 4dm | 7.3 Bum | 2.9% | B
(@]
zZ Hokk *kk Z Kk *kk
& Bum 8.7 3.2 Z Bum 7.5 9.7
o | Bp -1 e 0.7 % | 5.0%** | -3.2%
- BPP 0.7*** 3.3*** BPP O 1 *kk 0.5***
BMM 3.0*** 2.8*** ) BMM 4.6*** 6.0***
LLl -
O | Bu 12,7 | 16.4%* @By 1.3 -1.8%*
L I
% BP -6.3*** -7 .3 E BP -0.7** _2.8***3
=z
BPP _0.4*** '0.8*** BPP 2.5*** 2.9***
Bum 3.5 10.5%** Bum 5.4 8.6%**
Ll
O | Bu 4.8 | 7.3 < Bu 4.8 | 62"
E BP _4.3*** '6.3*** BP _4.2*** ‘5.8***
Bpp -0.4*** -0.3*** Bpp 0.7%** -0.4*

Note: Sample 1985:12 — 2007:04 (starting date for Spain 1987:06, for Finland 1988:11). Reported values
are the intercepts of PER=(Q1_Z{-Q2_Z;_12) = Bz + uy; GEN=(Q3_Z;-Q4_Z;_12)=Bz+ ut. (Bz where Z=MM,
M, P, PP). **=p-value<1% (**<5%, *<10%). Newey and West (1987) robust standard errors. a= a dummy
equal to 1 in the periods 1997:02-97:09 and 1999:08-00:04 and zero elsewhere is inserted in the
regression (t-stat=7.1).

M As mentioned (section 3), data for Germany suffer from Germany reunification. So we have run
regressions starting from the early 90s. Results confirm those reported in Table 1 with a notable
exception - Bp GEN turns out to be significantly different from zero (average value = -2.1).
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A2.2  Are People’s Forecast Errors on Economic Stances
Larger amid Hardships?

To test whether the mean value of the SFE is larger in hardships (i.e.
when individuals respond M or MM) than in good times, we run:

(SFE Per_MM+SFE Per_M) - (SFE Per_PP + SFE Per_P) = (B,,*B,,) -
(BP+BPP) tu = BPER * U per

(SFE Gen_MM+SFE Gen_M) - (SFE Gen_PP+SFE Gen P) = (BMM+BM) -

(Be*Pep) + Uy = Pgey * Ui Gen

Positive betas imply a positive answer to the question. Table 2 collects the
results.

Tab. A2 Are people’s forecast errors on economic stances larger in
hard than in good times?

Beer | Std.Err. | B | Std. Err. Beer | Std. Err. | B, | Std. Err.

BELGIUM |10.9"* 0.87 18.0™™ 3.33 ITALY | 20.9™ 1.54 37.5™ 2.76

GERMANY | g™ | 146 |10.0™| 370 | FINL. | 87™ | 105 |105™ | 4.38

IRELAND |[13.3"*| 1.17 6.5 342 |SPAIN|152"*| 076 |175™| 2.13

GREECE |22.4** 2.06 27 3 2.68 NETH. | 4.0 1.38 6.8,2 3.58

FRANCE |[13.0™" 0.65 245 1.98 UK [13.7 1.16 20.77 2.80

Note: Positive values=Yes; a= a dummy equal to 1 in the periods 1997:02-97:09 and 1999:08-00:04 and
zero elsewhere is inserted in the regression (t-stat=-8.2). Other details under Table A1.
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APPENDIX 3 - ROBUSTNESS CHECKS

In order to offer robustness checks to our evidence on the pervasive
presence of psycho biases in CCS data, we redo the regressions of Appendix 1
with two differences. First, we use contemporaneous proportions; second, we
use balances (BAL=2+PP+P-M-2:MM,):

(Q2_BAL-Q1_BAL) =B, +u,

(Q4_BAL-Q3_BAL) = B,; + U,

As compared to the regressions of Appendix 1, the gain is that we contrast
the replies given by the same wave of respondents. The loss is that we
compare beliefs referring to different periods, therefore the difference is not a
SFE. The motivation is that we have already reliably rejected REH, so we are
more interested in looking for another empirical support to the presence of
psycho-biases. The logic is that, according to psychologists (section 2),
common people suffer from over critic judgments and over optimistic
expectations leading the consumer’s sentiment, and consequently the balances,
to show a significantly positive intercept. Table 3 informs that there is no
exception to this psycho rule. In contrast, these results are hard-to-interpret in
the light of the mainstream economic literature - despite they refer to different
time periods, ex ante and ex post perceptions should tend to be self consistent
over time.

Tab. A3 Are people systematically over critic ex post and/or
over optimistic ex ante?
B21 B43 B21 B43
BELGIUM | 155 27.0 FRANCE 174 37.0
0.64 2.37 0.51 1.96
*kk *kk *kk Fkk
GERMANY | 111 15.8 IRELAND 18.9 14.2
1.21 2.99 1.41 473
FINLAND | 107 14.1 ITALY 23.7 °11
0.93 5.86 1.65 3.62
*kk *kk *kk
GREECE 23.6 28.0 NETHER. 7.46 6.10
0.93 1.69 1.72 5.02
SPAIN 17.8™ 2167 | Uk 20.0™" 29.7°
0.91 2.83 1.11 3.44

Note: For each country, the first row reports the corresponding B; the second row the relative Newey-West
(1987) standard errors. B21>0 implies that people expect that their financial condition is systematically
improving as compared to what they judge their current situation is. Alike, mutatis mutandis, for the
general queries behind [34,3>0. Other details in Appendix 1 and under Table A1.

26



REFERENCES

Alloy, L.B., and L.Y. Abramson (1979): “Judgment of contingency in depressed
and nondepressed students. Sadder but wiser?” Journal of Experimental
Psychology, 108, 441-485.

Baltagi, B.H. (2001): Econometric Analysis of Panel Data 2" ed. Chichester et
al., Wiley&Sons.

Bernstein, M.A. (1994): Foregone Conclusions: Against Apocalyptic History.
Berkeley: University of California Press.

Boero, G., J. Smith and K.F. Wallis (2007): “Evaluating a Three-Dimensional
Panel of Point Forecasts: The Bank of England Survey of External
Forecasters”, Paper Presented at the Royal Economic Society Annual
Conference, University of Warwick, April.

Branch, W. (2004): “The Theory of Rationally Heterogeneous Expectations:
Evidence from Survey Data on Inflation Expectations”, Economic Journal
114, 592-621.

Brown, S. and Taylor, K. (2006): “Financial expectations, consumption and
saving: a microeconomic analysis”, Fiscal Studies 27.

Brunnermeier, M.K. and J.A. Parker (2004): “Optimal Expectations” NBER
Working Paper, 10707.

Caplin, A. J., and J. Leahy (2001): “Psychological Expected Utility Theory and
Anticipatory Feelings,” Quarterly Journal of Economics, 106, 55-80.

Carroll, C. (2003): “Macroeconomic Expectations of Households and
Professional Forecasters,” Quarterly Journal of Economics, 118, 269-298.

Curtin, R. (2003): “Unemployment Expectations: The Impact of Private
Information on Income Uncertainty,” Review of Income and Wealth, vol. 49,
no. 4.

Das, M. and A. van Soest. (1997): “Expected and Realized income changes:
evidence from the Dutch Socio-Economic Panel”, Journal of Economic
Behaviour and Organization, 32, 137—154.

Das, M. and A. van Soest. (1999): “A panel data model for subjective
information on household income growth”, Journal of Economic Behaviour
and Organization, 40, 409—426.

Deaton, A. (1985): “Panel data from time series of cross-sections,” Journal of
Econometrics, 30, 109-126.

DeBondt, W., and R. Thaler (1995): “Financial decision-making in markets and
firms: a behavioral perspective,” in Handbooks in OR and MS, ed. by
Jarrow, R. V. Maksimovic and W. Ziemba.

27



Dominitz, J., and C.F. Manski (2004): "How Should We Measure Consumer
Confidence?," Journal of Economic Perspectives, 18, 51-66.

Doms, M., and N. Morin (2004): “Consumer Sentiment, the Economy, and the
News Media”, Finance and Economics Discussion Series, Divisions of
Research & Statistics and Monetary Affairs Federal Reserve Board, 51,
Washington, D.C.

EUROPEAN CoOMMISSION (1997): The Joint Harmonised EU Programme of
Business and Consumer Surveys. User Guide, 6, D.G. ECONOMIC AND
FINANCIAL AFFAIRS

EUROPEAN CoOMMISSION (2007): The Joint Harmonised EU Programme of
Business and Consumer Surveys. User Guide, D.G. ECONOMIC AND
FINANCIAL AFFAIRS

Franses P.H. and R. van Oest (2006): “Testing changes in consumer
confidence indicators”, Econometric Institute Report, 18.

Greene, W.H. (2002): Econometric Analysis. Prentice Hall; 5th edition.

Kahneman, D. and A. Tversky (1973): “Availability: A heuristic for judging
frequency and probability”, Cognitive Psychology, 5, 207-232.

Kahneman, D. and A. Tversky (1974): “Judgment under uncertainty: Heuristics
and biases”, Science 185, 1124-1131.

Kahneman, D. and A. Tversky (1979): “Prospect theory: an analysis of decision
under risk”, Econometrica 47, 263—292.

Kahneman, D. and A. Tversky (1982): “Judgment of and by
representativeness”, in Judgment Under Uncertainty: Heuristics and
Biases, ed. by Kahneman, D., P. Slovic, and A. Tversky. Cambridge
University Press, Cambridge.

Kopcke, R.W., J.S. Little and G.M.B. Tootell (2004): “How humans behave:
implications for economics and economic policy”, New England Economic
Review. First Quarter.

Langer, E. (1975): “The lllusion of Control,” Journal of Personality and Social
Psychology, 32, 311-328.

Ludvigson, S. (2004): “Consumer Confidence and Consumer Spending,”
Journal of Economic Perspectives, 18, 29-50.

Mitchell J. and M. Weale (2007): “The Rationality and Reliability of Expectations
Reported by British Households: Micro Evidence from the British
Household Panel Survey”, NIESR WP.

Mullainathan S. and R.H. Thaler (2000): “Behavioral Economics” MIT Dept. of
Economics Working Paper, Sept., 00-27.

Pesaran, M. H., and M. Weale (2006): “Survey Expectations” in Handbook of
Economic Forecasting Graham Elliott, Clive W.J. Granger and Allan
Timmermann (eds.), North-Holland.

28



Newey W.K. and K.D. West (1987): “A simple, positive definite,
heteroskedasticity and autocorrelation consistent covariance matrix,”
Econometrica, 55, 703-708.

Reis, R. (2003): “Inattentive Producers,” Princeton, mimeo.

Shafir, E. and R.A. Leboeuf (2002) “Rationality”, Annual Review of Psychology,
53, 491-517.

Shiller, R. (1981): “Do stock prices move too much to be justified by subsequent
changes in dividends?”, American Economic Review, 71, 421-436.

Shiller, R. (2000): Irrational Exuberance, Princeton: Princeton University Press.

Shleifer, A. (2000): Inefficient Markets. An Introduction to Behavioral Finance.
Oxford: Oxford University Press.

Sims, C. (2003): “Implications of Rational Inattention,” Journal of Monetary
Economics, 50, 665-690.

Souleles, N. (2004): “Expectations, Heterogeneous Forecast Errors, and
Consumption: Micro Evidence from the Michigan Consumer Sentiment
Surveys,” Journal of Money, Credit and Banking, 36, 39-72.

Theil, H. (1961): Economic Forecasts and policy. North-Holland, Amsterdam.

Thaler, R.H. (1999): “Mental Accounting Matters,” Journal of Behavioral
Decision Making, 12, 183-206

Yariv, L. (2001): “Believe and Let Believe: Axiomatic Foundations for Belief
Dependent Utility,” Cowles Foundation Discussion Paper, 1344, Yale
University.

29



Working Papers available:

n. 40/04

n. 41/04

n. 42/04

n. 43/04

n. 44/04

n. 47/05

n. 48/05

n. 49/05

n. 50/05

n. 51/05

n. 52/05

n. 53/05

n. 54/05

R. BASILE
S. DE NARDIS

G. BRUNO
E. OTRANTO

C. PAPPALARDO
G. PIRAS

R. DE SANTIS

L. DE BENEDICTIS
C. VICARELLI

M. MALGARINI
P. MARGANI
B.M. MARTELLI

R. BASILE
A. GIUNTA

O

. CICCONI

. CESARONI
. MALGARINI
. ROCCHETTI

. ARBIA
. PIRAS

OO o4

DE BENEDICTIS
. DE SANTIS
. VICARELLI

. BASILE
. COSTANTINI
. DESTEFANIS

n 0 OX0C

C. DE LUCIA
M. MEACCI

Non linearita e dinamica della dimensione
d'impresa in Italia

Dating the Italian Business
Comparison of Procedures

Cycle: a

Vector-auto-regression Approach to Forecast
Italian Imports

Has Trade Structure Any Importance in the
Transmission of Currency Shocks? An
Empirical Application for Central and Eastern
European Acceding Countries to EU

Trade Potentials in Gravity Panel Data Models

Re-engineering the ISAE manufacturing survey

Things change. Foreign market penetration
and firms’ behaviour in industrial districts: an
empirical analysis

Building smooth indicators nearly free of end-
of-sample revisions

L’inchiesta ISAE sugli investimenti delle
imprese manifatturiere ed estrattive: aspetti
metodologici e risultati

Convergence in per-capita GDP across
European regions using panel data models
extended to spatial autocorrelation effects

Hub-and-Spoke or else? Free trade
agreements in the “enlarged” European Union

Unit root and cointegration tests for cross-
sectionally correlated panels.
Estimating regional production functions

Does job security matter for consumption?
An analysis on Italian microdata




Working Papers available:

n. 55/05

n. 56/05

n. 57/05

n. 58/05

n. 59/05

n. 60/05

n. 61/05

n. 62/06

n. 63/06

n. 64/06

n. 65/06

n. 66/06

n. 67/06

G

R
G

m

oz > O

<

zZ z »ZT AT

Z0 ZTTNZ 0000

. ARBIA
. BASILE
. PIRAS

. D’ELIA

. ANTONUCCI

. GIRARDI

. MALGARINI

. MARGANI

. MARGANI

. RICCIUTI

. BOSCHI

. GIRARDI

BOVI

. BOVI

. BRUNO
LUPI

. PIRAS

. COZZOLINO
DI NICOLA
. RAITANO

. LEPROUX

. MALGARINI

. BOVI

. ROCCHETTI

. PAPPALARDO

Using Spatial Panel Data in Modelling Regional
Growth and Convergence

Using the results of qualitative surveys in
guantitative analysis

Structural changes and deviations from the
PPP within the Euro Area

Psychology, consumer sentiment and
household expenditures: a disaggregated
analysis

Equivalenza Ricardiana in economia aperta:
un’analisi dinamica su dati panel

Euro Area inflation: long-run determinants and
short-run dynamics

Book-Tax Gap. An Income Horse Race

The Cyclical Behavior of Shadow and Regular
Employment

The cross-country effects of EU holidays on
domestic GDP’s

Il futuro dei fondi pensione: opportunita e
scelte sulla destinazione del TFR

Clima di fiducia e spesa delle famiglie in Italia:
un’analisi disaggregata secondo il reddito degli
intervistati

Consumers Sentiment and Cognitive
Macroeconometrics Paradoxes and
Explanations

Modelli di business nel mercato del software e
partecipazione delle imprese italiane al
fenomeno open source




Working Papers available:

n. 68/06

n. 69/06

n. 70/06

n. 71/06

n. 72/06

n. 73/06

n. 74/06

n. 75/07

n. 76/07

n. 77/07

n. 78/07

n. 79/07

n. 80/07

n. 81/07

L. CROSILLA

C. OLDANI

R. BASILE
S. DE NARDIS
A. GIRARDI

B.M. MARTELLI
G. ROCCHETTII

M. FIORAMANTI

S. ZECCHINI
M. VENTURA

G. FERRI
M. VENTURA

R. BASILE

M. BOVI

L. CROSILLA
S. LEPROUX

R. CERQUETI
M. COSTANTINI

R. DE SANTIS
C. VICARELLI

S. de NARDIS
R. DE SANTIS
C. VICARELLI

M. BOVI
R. DELL’ANNO

La stagionalita delle inchieste ISAE su imprese
e consumatori: aspetti metodologici ed
evidenza empirica

Money demand & futures

Pricing to market of italian exporting firms

The ISAE Market Services Survey:
Methodological Upgrading, Survey Reliability

Predicting sovereign debt crises using artificial
neural networks: a comparative approach

Public Credit Guarantees and SME Finance

Macchinari del made in Italy e dinamiche
dei distretti industriali

Intra-distribution dynamics of regional
per-capita income in Europe: evidence from
alternative conditional density estimators

National Accounts, Fiscal Rules and Fiscal
Policy Mind the Hidden Gaps

Leading indicators on construction and retail
trade sectors based on ISAE survey data

Non parametric Fractional Cointegration
Analysis

The “deeper” and the “wider” EU strategies of
trade integration

The Euro’s Effects on Trade in a Dynamic

Setting

The Changing Nature of the OECD Shadow
Economy




Working Papers available:

n. 82/07

n. 83/07

n. 84/07

n. 85/07

n. 86/07

n. 87/07

n. 88/07

n. 89/07

n. 90/08

n. 91/08

n. 92/08

n. 93/08

n. 94/08

C. DE LUCIA

T. CESARONI

M. MALGARINI

D. MARCHESI

M. COSTANTINI
S. de NARDIS

R. BASILE
M. MANTUANO

S. de NARDIS
R. DE SANTIS
C. VICARELLI

B.M. MARTELLI
G. ROCCHETTII

M. MALGARINI

P. L. SCANDIZZO

M. VENTURA

F. FULLONE
B.M. MARTELLI

M. BOVI
P. CLAEYS

R. DI BIASE

Did the FED Inflate a Housing Price Bubble? A
Cointegration Analysis between the 1980s and
the 1990s

Inspecting the cyclical properties of the Italian
Manufacturing Business survey data

Inventories and business cycle volatility:
an analysis based on ISAE survey data

The Rule Incentives that Rule Civil Justice

Estimates of Structural Changes in the Wage
Equation: Some Evidence for Italy

La concentrazione geografica dell'industria in
Italia: 1971-2001

The single currency’s effects on Eurozone
sectoral trade: winners and losers?

Cyclical features of the ISAE business
services series

Quantitative inflation perceptions and
expectations of Italian Consumers

Contingent valuation of natural resources:
a case study for Sicily

Re-thinking the ISAE Consumer Survey
Processing Procedure

Treasury v dodgers. A tale of fiscal
consolidation and tax evasion

Aliquote di imposta sul lavoro dipendente:
analisi per figure tipo e con dati campionari




