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Overview: 
 
• Consumer confidence (CC) measures contain a lot of information about future 

economic activity. 
 

• Paper explores 2 possible explanations: 
 
• Animal Spirits View: 
  
Autonomous fluctuations in beliefs, which show up in confidence measures, have 
causal effects on economic activity (e.g Hall (1993), Blanchard (1993)). 
 
• Information or News View: 

 
Confidence measures contain fundamental information or news about current 
and future states of the economy (e.g. Cochrane (1994)). 



I.  Confidence and Forecasts of Economic Activity 
 
• Measure they use the most is “E5Y.”  Records the responses to the following 

question: 
 
“Turning to economic conditions in the country as a whole, do you expect that over 
the next five years we will have mostly good times, or periods of widespread 
unemployment and depression, or what?” 
 
• Variable is constructed as the percentage giving a favorable answer minus the 

percentage giving an unfavorable answer plus 100. 
 

• So 100  is neutral.  140 would mean fraction reflecting optimism > fraction 
reflecting pessimism by 40 percentage points. 
 

• They prefer this measure eause of the relatively long horizon.  Also look at other 
measures. 
 





Three-variable VAR 
 
• They start with a 3-variable VAR with real GDP, real 

consumption expenditures, and E5Y.  They use 4 lags, 1960:I – 
2008:IV. 
 

• E5Y ordered first initially. 
 





Results similar if 
E5Y is ordered last. 



Innovations to 
confidence are an 
important part of 
forecast error 
variances. 



II. News and Animal Spirits in a DSGE Model 
 
 
 
• Develop a structural model to help understand the reduced-form impulse response 

analysis of Section I. 
 

• Use a medium scale DSGE model.  It includes price rigidity, habit formation, and 
adjustment costs, but also “news shocks” about future productivity growth.  But 
agents only observe a noisy signal of this.  Interpret noise innovations as animal 
spirits shocks. 
 

• The following shows the key new parts of the model: 
 









III. Estimation 
 
 
 
• Estimate parameters by minimizing the distance between the IRFs from simulations 

and data. 
 

• Calibrate the “uncontroversial parameters” and estimate the others. 
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