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MACROECONOMIC
FORECASTING

Macroeconomic Forecasting explores the gap between economic models and the
economic world. Rather than removing the politics from economics, Robert
Evans argues that economic models are precisely the place where politics are
put in. The book provides a fresh and timely new perspective on the emerg-
ing debates about the roles and contributions of empirical models to policy
making.

Robert Evans applies the theories and methods of the sociology of scien-
tific knowledge to map out the intellectual world of macroeconomic mod-
ellers. In this way, the book illustrates not only the key issues in science
studies but also several major debates within economics. From the normative
commitments which shape decisions about the variables to include, to the
interpretative flexibility of data and the eventual normalization of some
accounts, the book shows how economic forecasts are the product of both
econometric evidence and socially grounded judgements. Taking macroeco-
nomic modelling and forecasting — a science which affects practically every
citizen — as a case study, Macroeconomic Forecasting provides a coherent, socio-
logically informed view on the way in which computer models can be used
to inform policy.

At a time when central banks are being given increased powers, the book
provides a timely and critical perspective on the models used to take deci-
sions about interest rates and taxes. Macroeconomic Forecasting will therefore be
suitable for a wide range of readers including students in economics, sociol-
ogy and management, and policy makers in fields where economic or other
computer models play an important role.

Robert Evans is a lecturer in Sociology at Cardiff University. His research
interests focus on the science and practice of computer modelling in policy
making.
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1

WHO KNOWS WHAT
TOMORROW BRINGS?

Brief introductions to
the sociology of scientific knowledge
and to economic forecasting

Tuesday 3 November 1998.
The Chancellor, Gordon Brown, makes his Pre-Budget Speech
to the House of Commons. He announces that because of the
global economic downturn, which has seen world trade
growth set to fall by two-thirds, world growth forecasts
virtually halved and put one quarter of the world into
recession, the UK government is reducing its economic
growth forecast for 1999 by 3/4 per cent. The new forecast, of
between 1 and 1% per cent is above the average of recently
published forecasts, but the Chancellor insists that it is based
on ‘cautious assumptions’ and that spending targets can still
be achieved.
Chancellor’s Pre-Budget Statement
as reported on HM Treasury web site
<http://www.hm.treasury.gov.uk/>

Introduction

Economic forecasting is a big business. Governments, banks, financial insti-
tutions and commercial organisations and corporations of every shape and
size are involved in it. Every single minute of every single day the fortunes
of individuals, companies, and sometimes it seems whole nations, are
gambled on forecasts of the price of anything from coffee beans to money
itself.t As the recent events in the world economy show, economic forecast-
ing and its consequences have the potential to affect just about anyone and
everyone.

It could be assumed, therefore, that the way in which these forecasts are
produced would have been a topic of great interest for academic research.
Strangely this is not the case, at least as far as sociology is concerned.? This
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book begins to fill this gap by providing a sociological account of the
models, methods and forecasts produced by one of the most important
groups of economic forecasters: the forecasters who advise governments on
matters of policy.

These forecasters are particularly intetesting. First, the methods they use to
produce their forecasts are quite distinctive, and because of their connections
with formal economic theories they are particularly interesting to the sociology
of scientific knowledge (SSK), my own academic discipline. Indeed one of the
most obvious reasons for choosing to study these forecasters is that they actu-
ally use the techniques, theoties and methods of economic science. In other
words, these forecasters use data not just to make predictions but to test the-
ories and to explain why the economy develops in the way it does. There is
therefore a clear sense in which the economic analyses and forecasts produced
in this way can be said to be ‘scientific’ and not just instrumental.

I would suggest that it is precisely the idea that the forecasts and models
are scientific that underpins the belief that in conducting economic policy
there are few, if any, alcernatives. Other sorts of forecast — for example, those
based on the reading of charts — are so obviously dependent on interpreta-
tion and judgement that an analysis of the ways in which their meaning is
negotiated within a professional group would probably seem trivial. Some
econornists might even dispute whether this activity could be classed as
econornic forecasting.

In contrast, forecasts and policy recommendations based on theoretically
informed and empirically validated understandings of the economy provide
a much firmet basis for studying the role of scientific knowledge in policy
making and the ways in which legitimacy in created. This is a second reason
for writing this book. The role of these forecasts in providing information
for policy makers makes them the legitimate concern of every citizen, but
in my experience most publications by economists about economic forecast-
ing are written mainly for other economists and are inappropriate for a
general readership.? They tend to be formal, technical, and to emphasize the
mathemarics of the models rather than the practicalities of using them.
They thus tend to portray economic forecasting as a technical activity and
do not consider the social context that makes economic forecasting so
important and interesting.

Although understanding the theoretical and mathematical rigour of the
models is important, particularly for economic practitioners, economic fore-
casting also affects many areas of social life. As a result a more general and
less technical account of how the models are used is also important. To
address these issues, the meetings and recommendations of the Panel of
Independent Forecasters, will be examined.

The Panel was a diverse group of seven economic forecasters appointed to
advise the UK Government following the UK’s exit from the Exchange Rate
Mechanism (ERM) in September 1992. It met for the first time in February
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1993 and was required to produce three reports a year. These contained
policy recommendations for the Chancellor and were also made available to
the public, a significant change from the previous practice in which the offi-
cial sources of economic advice were restricted largely to economists in the
Treasury, and recommendations were not published.

The seven members of the Panel reflected the broad spectrum of views,
backgrounds and analyses that characterize economics in the UK.
Theoretically they ranged from traditional Keynesianism, through (mainstream)
neo-Keynesianism to New Classical economics and Friedman-influenced
monetarism. They worked in organisations ranging from universities to mer-
chant banks. Most had previously been involved in giving policy advice.4 In
practice, after the novelty of their appointment had worn off the Panel had a
fairly low public profile. Its members devoted little time to it — each report
was the product of two one-day meetings — and were free also to publish their
own forecasts and analyses.’

The activities of the Panel raised several interesting issues for sociologists of
science. First, they highlighted the interpretative flexibility of economic data.
Given the theotetical differences that existed between the Panel membets it was
obvious that they would interpret the data differently. This should not neces-
sarily be interpreted as a bad thing: one criticism made of the Treasury econo-
mists was that they did not consider all the alternatives. Nevertheless it posed
an intriguing question: would the Panel agree on anything?

Second, the Panel of Independent Forecasters raised questions for sociolo-
gists regarding the use of science in policy making. Much literature on the
sociology of scientific knowledge has focused on debates berween scientists,
but it is important to remember that claims of scientific knowledge often
form the basis of policy interventions. Policy arenas and debates are fre-
quently the place where scientific controversies spill out into the wider
society. The interaction between scientists and policy makers is another long-
standing concern in the sociology of science, and the Panel provided a new
and interesting window on to this process.¢

Finally there was the possibility of evaluating the Panel as an institutional
mechanism for shaping economic policy and enhancing its legitimacy.
Sociological theories of science and technology suggest that the successful
translation of science into policy and vice versa depends critically on social
agents accepting the roles specified for them. In economics, the roles are
those of the economic agents specified in macroeconomic models and theo-
ries. If key groups, who may be policy makers, employers, workers, shoppers
or the unemployed, do not behave as the ‘intended agents’ postulated by the
modellers, then the analysis and recommendations will be difficult (if not
impossible) to apply in practice.” In other words, for economic analysis to be
effective as policy advice it will need to be credible not only as economics but
also as a social and political strategy.

This book examines the range of theories and models that lay behind



