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Abstract

Using micro data from the Business Surveys Unit of the European Commission, |
perform a long-run analysis of people’sgeption on the economic situation. Side by
side with “logically expected” results, which | interpret as sustaining the reliability of
the surveys, data also show “puzzling” outconteg., Europeans tend to judge over-
pessimistically and to forecast over-optimistically. Cognitive psychology suggests
that these emotionally-driven asymmetries could be “expected” as well. Thus, on the
one hand, they do not affect the trustworiss of survey data and, on the other hand,
they recommend enriching the analysis of consumer sentiment indexes with
psychological considerations.

JEL Codes: C42, C82, D12, D84.

Keywords: Consumer attitudes and behavior; consumer confidence, survey research,
cognitive economics.



1. INTRODUCTION

In many countries consumer sentiment kefe (CSI) play a relevant role in public
discussions about the economic situation. Asig feature of CSl is that they are so
commonly diffused and commented at their “face value”, that it seems that what is
behind them be considered as known as nedaire explanation. Possibly, this is so
because mainstream literature (among others, Ludvigson, 2004) seems to support the
existence of links betwee@SI and National Aoount data. Similarly, perhaps as a
consequence of the everydanactice attitude, the econoniterature ofen takes CSI

as a given starting point paying littié any, attention to its componehtand to how

they are assembled. An indirect confirrmatiof the issues surrounding this topic can

be drawn from the fact that virtually identically targeted CSI are based on different
approaches. In the US, some of the simgglestions pertaining to the (University of
Michigan) overall CSI have three possible answers referring to "good times", "no
change" and "bad times". The weights of the answers are respectively 1, 0 and -1. In
Europe there are always figsimilar) response options wgéted, from “a lot better”

to “a lot worse”, 1, 1/2, 0, -1/2, -1. In Japthe five-responses quantification method

is: 1, 3/4, 2/4, 1/4 and 0. Thus, somewhat curiously, while in Japan pessimists are left
out by CSI, elsewhere the zero weight is assigned to “no change” persons. Also, as
mentioned, in the US some questias not allow extreme positions. Then, the
attitudinal research (Dwoinitz and Manski, 2003, 1999)as, Dominitz, and van
Soest; 1999; Manski, 2004) has made cleay thile analysis of the micro foundations

of CSI may be important. One obvious problem is that some of the events about
which respondents are queried are remarkably vague, “general economic
conditions”, and it may be that differeméspondents do not terpret the same
guestion in the same way. Thus, pesses could be not comparable across
individuals. Dominitz and Manski (2004) cdade that indexes based on disparate
and non-commensurate elements are netltbst way to decipher information on
consumer beliefs. Other, actually sggr works (Oppenlander and Poser, 1986;

European Commission 1997; Dominitz, 1998ydaddressed the additional potential

! Among the few papers working with micro-level data are Souleles, 2004; Alessie and Lusardi, 1997.



criticism that there may be little incengivfor respondents to reply truthfullyAs a
consequence, the study of what is bel@®#l seems to be very important from both

the theoretical and operational standpoints.

Against this backdrop my aim is to shedme light on the trustworthiness of
respondents’ replies and on some issuelated to the quaification method
underlying CSI. To this end, unlike previousrks, | extract some structural (long

run) information contained ipeople’s response options, with an attempt to explain
puzzling behaviors via cognitive psychology.

Data are from the Business Surveys Unithef European Commission. In particular,

| deal with the percentage of respondergplying “better”, “same”, etc., to the
queries about economic conditions. Frone #mpirical point of view, | analyze
exclusively individual data +e. | do not associate survey data with “corresponding”
National Account items. Moreover, | computull-sample descriptive statistics for
fifteen European countries. Examining @ng run facts (monthly data span twenty
years) via ii) basic statisgcabout iii) the representagivindividual within iv) the
survey framework should reduce some data issues (seasonality, heterogeneity,
vagueness, the lack of re-interviews), allowing robust findings.

Results show both predictabled., people know the past better than the future) and
puzzling €.9., people tend to judge over-pessimistically and to forecast over-
optimistically) perceptions about the econorsituation. | interpret the former as
supporting the reliability of theurvey data. | argue that the paradoxical outcomes do
not perturb the picture. This is so because the detected biases may be validly
addressed via cognitive psychology — why should economically astonishing but
psychologically explainable outcomes affate trustworthiness of survey data?
Clearly, to the extent one believes in the long-lasting presence of emotionally-driven
asymmetries, a psychological dimension sticag added to the technical design of

the CSI quantification scheme.

The paper is organized as follow. The negttion deals with the data, section 3
focuses on statistical analyses and results. Section 4 offers a tentative arrangement of

the most puzzling findings. Concluding remarks close the paper.

2 According to Smith (1976), monetary incentives for respondents are essential in behavioral
economics experiments.



2. DATA
The data are drawn from the Business Surveys Unit of the European Commission.
They are based on monthly surveys carroed at a nationalevel by public and
private institutes in the framework of the Joint Harmonised European Union
Programme of Businessnd Consumer Survey¢European Commission, 1997). In
order to achieve representativeness, thedsigtember countries use a larger sample.
The starting date is January 1985 for nine out of fifteen European Union (EU)
countries. Exemptions ar Austria (starting date 1995:10), Finland (1987:11),
Luxembourg (2002:01), Portugal (1986:08pain (1986:06), and Sweden (1995:10).
The sample stops in July 2005 for aluatries. Currently, almost 33,000 consumers
are surveyed each month across the EWsdps are usually selected by a random
stratified sampling procedure or by simple random sampling. At the moment, the
most widespread method isethielephone interviewParticipants in the survey are
asked the following questions, which arerhanized in all countries according to the
EU guidelines:

Ex post questions:

Q1 How has the financial situation of your household changed over the last 12 months? It has ...
Q3 How do you think the general economic situation in the country has changed over the past 12
months? It has ...

PP) got a lot better
P) got a little better
E) stayed the same
M) got a little worse
MM) got a lot worse
N) don't know.

Ex ante questions:

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

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

PP) get a lot better
P) get a little better

® Detailed information on the Joint Harmonised EU Programme of Business and Consumer Surveys
can be found in European Commission (1997, 2004).



E) staythe same
M) get a little worse
MM) get a lot worse
N) don't know.

In fact, national surveys contain other @xte and ex post questions about the labor
market, spending intentions on major purchases (furniture, electrical/electronic
devices, etc.), savings, etc. While each question has a potential information content, |
focus only on the mentioned four queriddopefully, they should constitute a
sufficient information set in the present context. Let PP, P, E, etc. denote the
percentages respondents having chosen the corresponding option, so that
PP+P+E+M+MM+N=100. These percentages are the data | deal with while, as
mentioned, the most common way of presenting/commenting/analyzing consumers
survey data is the balance (Anderson, 19823t is the difference between positive

and negative percentages. Balances are calculated as B = (PP + %2P) — (*2M + MM).
The aggregate index is then calculated as a simple average of individual indicators.
The data set suffer from some change throughout the sample. Since 1995, for
instance, lItaly substituted on-the-spotemiews with thetelephone method. In
Germany, apart from the issues stemnfiogn the re-unification of 1991, there have
been some modifications in the order as well as in the wording of some questions. |
was not been able to find data issuesdther countries, but a first impression of
them can be drawn by the graphs reported in Appendg2 for Portugal data from
February 1997 to August 1997 are not available). Altogether it means that there are
some problems in the time series comparability of the data. Then, it is easily
understood that the queries are remarkably vague and there are not
incentives/disincentives related to a particular answer. Finally, persons are usually
selected randomly, in that somewhateyanting to perform analyses via re-
interviews. On the positive side, my aim is taghlight some basic, structural, facts

via full-sample descriptive atistics referring to representative agents. This should
reduce data issues such as seasonality, heterogeneity, vagueness and the lack of re-

interviews. Otherwise stated, studying basic statistics within the framework of the

* This kind of analysis was suggested by the so called Smithies Committee (1955), as well as by Tobin
(1959) and Juster (1964). As mentioned in the main text, this recommendation turned out to be the
minority view.



long-running continental-scale harmordzéexperiment” managed by EU should

allow achieving very robust results.

3. STATISTICAL ANALYSISAND RESULTS
While agents may act differently from what they say, the message contained in
surveys of people in households can be validly and usefully decoded to infer
intriguing aspects of consumers’ way of thinking. In the present setting, some quick
and simple experiments balsen reply options allow verifying some commonsense-
predictable scores. For instance, do coregnknow their own situation better than
the system wide one? If this is the case, the average share of individuals answering
“don’t know” to questions about the geneealvironment should be greater than the
average share of individuals which do kobw how their own situation is going on.
A similar trial can be performed by coaming corresponding ex ante vs ex post
replies in order to see whether consumees, fas logically expected, more uncertain
about the future. Thus, the simple comparison between usually neglected information

can confirm/negate interesgjioehavioral conjectures.



Tab. 1. Consumers’ uncertainty on Personal vs General and Past vs Future economic conditions

Per sonal General

(Q1) Past (Q2) Future (Q3) Past (Q4) Future
AUSTRIA 0.98 2.97 2.43 4.04
BELGIUM 2.96 6.69 6.05 10.8
GERMANY 1.36 4.73 2.32 5.58
DENMARK 0.66 3.70 7.11 8.85
GREECE 0.16 4.46 1.95 7.68
SPAIN 1.09 9.68 5.37 14.8
FINLAND 0.60 3.59 3.34 4.89
FRANCE 0.48 4.23 1.66 8.76
IRELAND 0.94 4.88 1.97 6.97
ITALY 0.50 4.68 1.95 6.32
LUXEMBOURG 1.16 3.46 4.67 5.59
NETHERLANDS 1.08 4.50 7.00 11.0
SWEDEN 0.77 2.21 5.49 4.77
PORTUGAL 1.33 11.2 5.47 15.7
UK 1.57 5.93 4.62 9.84
EU11 1.02 5.08 3.93 8.58

EU11=Belgium, Germany, Denmark, Greece, Spain, Finland, France, Ireland, Italy, Netherlands, UK (sample 87:11-05:07)
Full sample average of responses “don’t’ know” (in % of total) to the questions:

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

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

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

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

The picture emerging from table 1 is plaEuropeans do report a greater uncertainty
in addressing both systewide conditions, as opposed to familiar ones, and future
developments as opposed to past situatidnether intriguing experiment deals with
the “E” answer. Since the queries afgoat “developments/changes”, individuals
should respond, on average, “the same” thetrpart of times (Theil, 1961), because

it is hard to think to ever improving/worsening economic conditions (whatever it
means for common peopj@ver many yearsn addition, the preference of being “E”
may be partly due to the fact that thigutral” option may be chosen by uninformed
and/or uninterested respondents. In appefhdixreport the empirical distributions of
the full sample means of the six respongptions. The visual impact of the
histograms clearly shows that individuals reply, on average, “the same” the most part
of times. It is worth recalling that in éhEuropean quantification method, both “N”

and “E” respondents do not affect the overall CSI.

® To the extent i) GDP growth coincides with people’s view of “development in economic condition”,
and ii) GDP growth follows a stationary procesgr#g should, on average, accumulate towards the
“stationary” item of the questionnaire. It is worth noticing that the average GDP (Consumption)
growth has been positive for each and every country during the years under scrutiny (the same holds in
per capita terms), whereas Europeans seem to be more pessimists than optimists.



Given their “logically expected” outcomes, all the tests performed so far may be
thought of as supporting the reliability ¢fie survey “experiment”. In fact, the
distributions proposed in Appendix 1 shgoime light on other interesting long run
features of consumers’ replies. The numbkagents responding “the same” when
elicited about pemal as opposed to general econod&gelopments is much higher.
Perceptions about the personahtext show a unimodal distribution in E, with a very
high percentage of E. On the contraryljdde on the general environment display ten
(out of thirty) M-peaks with an almost halved E. This callsaihoc experiments to
contrast general ysersonal and ex-ante vs ex-post response options. One simple way
to address the former issue is computing mean values of (Q1+Q2)-(Q3+Q4) for each
single item (leaving aside the already studied E and N). The term (Q1+Q2) refers to
the two personal queries, the second to theqgiageneral questns (see section 2).
Thus, negative (positive) values in columns “MM” and “M” (“PP” and “P”) of table 2
imply that the personal condition is perceived to be systematically better than the
general one. Table 2 collects the resulihere bold values highlight a personal
condition perceived to be worse than theegal one. Since such values amount to a
low 28% (seventeen out of sixty experiments), there is a strong clue that the
representative agents’ sentiment aboutrtb@in economic conditn is consistently
better than the general ordoreover, as already notidethe response option “the
same” shows a much lower share in queries eliciting general economic conditions. As
a consequence, in passing from Q1,Q20Q:®,Q4 questions, some “E” individual
responds differently. Table 2 leads to dade that most part of them becomes
pessimist. By the comparison between the figures in column M and in column P it
results that pessimists are more numerous than optimists in twelve out of fifteen
experiments. All in all, bold values are a small minority and have smaller values than
the others. It turns out that the persomatdition is considered to be systematically

better than the general one.



Tab. 2. Comparing Personal vs General Sentiment in fifteen European Countries

PP P M MM

AUSTRIA 1.0 -19.0 -25.0 -8.1
BELGIUM 1.0 -8.9 -26.0 -19.0
GERMANY 0.6 -5.6 -23.0 -12.0
DENMARK 10.0 -1.0 -17.0 -3.4
GREECE -0.7 -6.2 -5.3 -5.5
SPAIN -0.3 -9.6 -16.0 -9.3
FINLAND 3.8 -19.0 -14.0 -3.9
FRANCE 2.2 1.5 -31.0 -23.0
IRELAND -3.8 -16.0 -10.0 -13.0
ITALY -1.8 -15.0 -22.0 -26.0
LUXEMBOURG 2.8 1.7 -50.0 -8.0
NETHERLANDS 5.1 -12.0 -15.0 -9.9
SWEDEN -0.4 -4.6 -22.0 -8.0
PORTUGAL 6.6 -11.0 -21.0 -2.9
UK 5.3 -2.7 -14.0 -14.0
EU11 2.1 -8.1 -18.6 -12.7

EU11=Belgium, Germany, Denmark, Greece, Spain, Finland, France, Ireland, Iltaly, Netherlands, UK (sample 87:11-05:07).
Country-rows report mean values of (iQ1+iQ2)-(iQ3+iQ4) where i=PP,P,M,MM. PP=a lot better; P=a little better; M=a little
worse; MM=a lot worse. Q1-Q4 see under tabl€.4., when i=MM, iQ1= % of agents responding “my financial situation
changed a lot worse over the last 12 months”. Clearly, negative (positive) values in columns “MM” and “M” (“PP” and “P")

mean that the personal condition (Q1,Q2) is perceived to be systematically better than the general one (Q3,Q4). Bold values

show the opposite.

Alike, table 3 gathers mean values (QF1+Q3)-(Q2+Q4) for each single response
option (again excluding E and N). The fitsrm, (Q1+Q3), refers to the ex-post
queries, the second to the ex-ante questiorthidrcase, positive (negative) values in
columns “MM” and “M” (“PP” and “P”) imply that judgments (Q1,Q3) are

systematically worse than forecasts (Q2,Q4).

Tab. 3. Comparing Judgments vs Forecasts in fifteen European Countries

PP P M MM

AUSTRIA -0.8 -13.0 14.0 12.0
BELGIUM 0.1 -7.4 14.0 11.0
GERMANY 1.2 1.0 12.0 9.4
DENMARK 1.3 -3.0 3.8 3.6
GREECE -0.9 -12.0 27.0 5.8
SPAIN 0.8 -7.9 16.0 8.6
FINLAND 0.8 -8.1 6.1 7.3
FRANCE -0.8 -11.0 12.0 15.0
IRELAND 3.7 -2.3 13.0 14.0
ITALY -0.9 -15.0 23.0 17.0
LUXEMBOURG -0.3 -15.0 18.0 4.2
NETHERLANDS 5.6 -1.5 -0.6 10.0
SWEDEN 0.3 -5.0 12.0 4.9
PORTUGAL 0.7 -9.0 5.9 5.2
UK 0.6 -9.9 12.0 15.0
EU11 1.0 -7.2 12.7 10.2

EU11=Belgium, Germany, Denmark, Greece, Spain, Finland, France, Ireland, Iltaly, Netherlands, UK (sample 87:11-05:07).
Country-rows report mean values of (iQ1+iQ3)-(iQ2+iQ4). PP, P, M, MM and Q1-Q4hsee table 1. When i=MM, iQ1= %

of agents responding “my financial situation changed a lot worse over the last 12 months”. Clearly, positive (negatiire) values
the columns “MM” and “M” (“PP” and “P") mean that judgments (Q1,Q3) are systematically worse than forecasts (Q2,Q4).

Bold values show the opposite.
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The picture arising from table 3 suggestat, when consulted about the economy,
people’s judgments are worse than peoplefecasts even considering hundreds of
tests performed across several countries.detected difference between ex ante and
ex post perceptions recommends refinithg experiment. As a matter of fact,
according to one of the basic axiom of the standard neoclassical models, agents
should not consistently repeat the same rkéstaln the present framework, it may be
addressed by looking at the gap betwéemntemporaneous” ex ante and ex post
responses, to which | refer as the “foreaasdr’. 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 yeaterviewed are asked to say how the
general economic situation in the counlrgs changed over the past 12 months. If
people’s forecasts in January 2000 wereraxied, then the share of individuals
judging that the economic situation hgst “a little worse” should be 35%. It is
noteworthy that, in this setting, there is no need for agents to correctly address what a
“general economic situation” really is. In fact, | just compare answers given to the
same question. With the potential exeimp of “don’t know”, which is a “non”
responsg(i.e. it is not the outcome of an expli@taboration but, rather, a declaration

of no information), the equivalence shodidld for each and every possible ex ante
VS ex post same-period-referring paireedless to say the bias should be zero only
on average, allowing for short-living forecast errors (this is why it is usually called
the “long-run bias”), perhaps partly duethe different individuals interviewed, too.

In appendix 2, | plot the forecast errors and | report some descriptive statistics.
Forecast errors sustain the previous amion. People show an evident asymmetry
towards the future, keeping on thinking that things, as compared to what they
themselves think it is happened, will improve. E-agents turn out to be the most
“rational” (or, rectius, the less emotional) — the values of their forecast errors are the
lowest. Anyway, as mentioned, this ex-aatepost coherence could be partly due to
the appealing of keeping neutral. Cleafgpgychological neutrality is different from

analytical rationality. Then, reflecting agents’ difficulties in addressing more complex

® On that, European Commission Users’ Manual (1997, p. 18) claims that: “(...) there are six reply
options: five “real” ones and a “do not know” option.”.
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tasks (Thaler, 1999), opinions about the exystvide situation should show a greater
volatility. In order to save space | dot report single item standard erro=dthough

an indirect clue may be found by lookingtla¢ standard errors of personal vs general
forecasts errors (Appendix 2).

Somewhat confirming earlierrfdings on consumers inflai expectations (Souleles
2004; Forsells and Kenny, 2004; Carrol, 20PQ03), the picture emerging from the
proposed empirical analysieads to conclude thgteople behave sometimes as
expected, sometimes not. Among predictable behaviors it results that, over time,

across countries, and for the mpatt of the response options:

1. agents think to know their own situation better than the system wide one, and
the past better than the future;

2. opinions about the system wide sition show a greater volatility as
compared to personal situation replies;

3. responses accumulate towards a “long-run stationarity” of the economic
stance.

Side by side with these conventionabsEs, somewhat supporting the reliability of
survey experiments, some paradoxicatouates emerge as well. They refer to:

1. people’s tendency to judge over-gesstically and/or to forecast over-
optimistically.

The ambiguity arises because of the lack of a “hard” benchmegk GDP,
Consumption, etc.). Howeveas suggested in the next section, there are reasons to
believe that people systematically bgalkdge over-pessimistically and forecast over-
optimistically. Anyway, it implies that:

2. people’s forecasts show a long bias. Last, but not least:

3. people think that their own situation can be systematically different from the
general one.

To sum up the puzzling results, it seems that there is a “structural” mantra echoing

across Europe. It sounds as follows:

’ Available on request from author. They support agents’ difficulties in addressing complex tasks.
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ASUSUAL, ITHASGOT WORSE THAN | EXPECTED. ESPECIALLY FOR THE OTHERS.

NEVERTHELESS, | THINK THAT IT WiLL GET BETTER. ESPECIALLY FOR ME.

4. EXPLAINING THE PARADOXES
Some undisputed findings in cognitive psyagy are validly exploitable to address
the over-pessimism in judgments and the over-optimism in people’s forecasts
(Kahneman and Tversky, 1973, 1974, 1982). Psydists suggest that, compared to
unfamiliar information, familiar iformation is more easily accessible from memory
and is believed to be more real or relevant. Therefore, 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 completed by
noticing that, according to Doms and Morin (2004), the media tend to overweight bad
economic news In fact, that is just the very basiature of the news media. So, there
are reasons inducing individuals towat@positional pessimism. What psychology
may say about people’s temiy to forecast over-optimistically? According to the
psychological law of small humbers, as opposedéati(is, side-by-side with) the
statistical law of large numbers, people believe that the mean value from a small
sample also has a distribution conceritlatt 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 behaviofialance, Shleifer (2000) argues that the
law of small numbers may explain the excess sensitivity of stock prices (Shiller,
1981) as a result of investors’ overreactingltort strings of good news. Likewise, as
suggested by Shiller (2000), another aspéaverconfidence (iational exuberance,
in the famous Mr. Greenspan’s 1996 speeclithas people tend to make forecasts in
uncertain situations by looking for rfaliar patterns and assung that future
favorable patterns will resembfeast ones, often withowsufficient consideration of
the reasons for the pattern or the probability of the pattern repeating itself. Finally, we
may resort to the so called hindsigbias (Shiller, 2000). Suppose there is an

unexpected event. People tend to concoct explanations for it after the fact, which

8 Doms and Morin (2004) find that news affect consumers’ sentiment about general situations more
deeply than that on personal conditions. The approach of this paper may help in explaining their result.
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makes them appear more predictabled éess random, than it is. More generally
speaking, our minds are designed to retain, for efficient storage, past information that
fits into a compressed narrative. This distortion prevents agents from adequately
learning from the past. The point | watd stress is that these departures from
mathematical/rational expetions may help in understanding the presence of the
long run bias which, it is worth recalling, is computed “as if” people act/think in an
unemotional Muthian way.

Let us now turn the attention to the other stylized fact emphasized in the previous
section. Why people believe that their owtuation can be consistently better than

the general one? To answer, the phenomesfotine illusion of control is validly
exploitable (DeBondt and Thaler, 1995).bielongs to the more general class of
egocentric biases, among overconfidence and unrealistic optimism (Msetf]

2006 for a survey). It is magnified by ski#lated factors, in the present case the
greater familiarity with the peonal situation, and it is defined as “an expectancy of a
personal success probability inappropriately higher than the objective probability
would warrant” (Langer 1975, p. 313). Closeliated to the illusion to control, there

is the theory of depressive realism.drseminal paper, Alloy and Abramson (1979)
found that non-depressed people are moreyliken depressed people to think that
outcomes are contingent on their actions wtiery are not. They concluded that as
opposed to depressed people, whose pBorepare apparently accurate, common
people distort reality in aoptimistic fashion. One interpréitan of depressive realism

is that non-depressed people possess a posi@sge which allows them to feel in
control of their environment. Since, hdpky, the representative European is non-
depressed, evidence supports agents’ tendency to think that it is systematically less
likely that they themselves will suffer an adverse event than the average agent.

CONCLUDING REMARKS

Everyday practice presents survey data on consumer sentiment by means of aggregate
measures. Likewise, usually, mainstream literature analyzes summary information
from the surveys in the form of confidence indexes. Otherwise stated, CSI are so
commonly diffused and commented at their face value, that it seems that what is

behind them be considered as known agmotquire explanation. While it is easy to
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understand the factual need to pog easily accessible indicators,
aggregation/quantifi¢ceon procedures necessarily imploss of information (not
mentioning the issues/assumptions they involve).

This paper deals with micro data to slsedne light on what is behind aggregate CSI,
with some attempt to explain “puzzling” results. The focus is on the long-run
information content of people’s percapts on economic conditions. The aim is to
shed some light on the trustworthinesgegpondents’ replies and on some potential
issue related to the quantifition method underlying CSI. Bmining i) long run facts
(monthly data span twenty years) viab@sic statistics abouif) the representative
individual within iv) the survey fraework should reduce some data issues
(seasonality, heterogeneity, vagueness, léic& of re-interviews), allowing robust
findings.

Results suggest that sometimes survey respondents reply, on average, as “logically”
expected. Agents think to know their owituation better than the system wide one,
and the past better than the future. Also, perceptions accumulate towards the
“stationarity” of the economic stance. Altogether these commonsense outcomes may
be thought of as supporting the hypothesis that survey data give a faithful
representation of people’s opinions. Thisia the only story told by the data, which
show the presence of a structural and puzzling “mantra” echoing across EU. It is
worth noticing that the experiments highlighe emergence of paradoxical responses
even when dealing with familiar conditianghus, it is not only a problem of the
amount and quality of availablinformation and/or the fliiculty of the exercise -

there is something else preventing “rational” results. Offering an explanation of these
biases via cognitive psychology this paper argues that i) the puzzling outcomes not
necessarily reduce the reliability of survdgta and that ii) adding psychological
considerations to the technical design @8l could be of sme help. After all,

everybody should agree that the sentiment stems from the psyche.
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APPENDI X 1. THE DISTRIBUTION OFEUROPEANS RESPONSESON ECONOMIC CONDITIONS

Sample 1985:01-2005:07 for all countries but for Austria (starting date 1995:10), Finland (1987:11),
Luxembourg (2002:01), Portugal (1986:06), Spain (1986:06), and Sweden (1995:10).

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.

Histograms report full (individual) sample means of each item.
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APPENDI X 2. EUROPEANS FORECASTSERRORS

Graphs plot the “forecast error” computed as 100*[Q1_i-Q2_i(-12)]/[Q1_i+Q2_i(-12)] and 100*[Q3_i-Q4_i(-12))/[Q3_i+Q4_i(-
12)] where i=PP, P, E, M, MMIhe headers (PP, P, etc.) refer to the six possible responses. Other details in Appendix 1. The
statistics reported at the end of each page follow the order of graphs. Thus, e.g., the second column refer to Austrithéersonal

last to France_General. The last row (%i%% band) report the number of values (as % of total) withirdthe band, i.ethe

share of months with (quasi) no bias. The forecast error of a perfectly rational agent is: nednband=100.
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