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I.  COURSE OVERVIEW AND INFORMATION 



Course Overview 

• Not comprehensive; focus on tools and approaches.  

• Geographic coverage. 

• Time periods considered. 

• Subjects 



Requirements 

• Reading and class participation.  

• Most readings are through electronic links. 

• Reader for book chapters at Copy Central on 
Bancroft. 

• Paper 

• Final Exam (date and time to be confirmed) 



 

II.  INTRODUCTION TO MEASUREMENT 



Overview 

• Data limitations are a general problem in economics, 
but particularly in economic history. 

• Papers for today all talk about ways to deal with data 
limitations. 

• Nordhaus:  case study 

• Hausman:  creative use of proxies, generated 
variables 

• Romer:  create consistently bad data 



 

III.  WILLIAM NORDHAUS: 

“DO REAL-OUTPUT AND REAL-WAGE MEASURES 
CAPTURE REALITY?  THE HISTORY OF LIGHTING 

SUGGESTS NOT” 



How do we estimate real GDP or real wages? 

• Start with nominal values. 

• Sources? 

• Divide through by a price index. 



From:  Nordhaus, “Do Real-Output and Real-Wage Measures Capture Reality?” 



Traditional versus True Price Indexes  

From:  Nordhaus, “Do Real-Output and Real-Wage Measures Capture Reality?” 
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From:  Nordhaus, “Do Real-Output and Real-Wage Measures Capture Reality?” 



Is Nordhaus right about lighting? 

• Are we always at the technological frontier? 

• Could other service characteristics matter? 

• Is effect of service characteristics on utility constant 
over time? 



From:  Nordhaus, “Do Real-Output and Real-Wage Measures Capture Reality?” 
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From:  Nordhaus, “Do Real-Output and Real-Wage Measures Capture Reality?” 



Could he be right about overall growth? 

 



 

IV.  JOSHUA HAUSMAN:   

“FISCAL POLICY AND ECONOMIC RECOVERY:  THE CASE 
OF THE 1936 VETERANS’ BONUS” 



Average Bonus in 1936 was $547 

From:  Hausman, “Fiscal Policy and Economic Recovery” 



Did the bonus raise consumption of veterans 
(and overall consumption)? 

• Time-series analysis not likely to be helpful because 
it was a one-time event. 

• Need cross-section evidence. 



Number of Veterans across States 

Darker shades mean more veterans per 100 people. 



Cross-State Analysis 

• What is Hausman’s data problem? 

• How does he solve it? 

• General lessons? 



Veterans and Car Sales by State in 1936 
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Veterans per Capita in 1930 



From:  Hausman, “Fiscal Policy and Economic Recovery” 



Individual-Level Analysis 

• Has detailed consumer expenditure data 
based on a survey in 1935 and 1936. 

• Key feature, some people were surveyed 
before the bonus, some after. 

• If knew veteran status could do a difference-
in-difference analysis to see if veterans raised 
consumption more than non-veterans 
following the bonus. 



Hausman’s Ideal Specification 

Pre-Bonus Post-Bonus 

Non-Veteran α α + β2 

Veteran α + β1 α + β1+ β2 + β3 

How much does consumption rise post-bonus for a non-veteran?   β2 
How much does consumption rise post-bonus for a veteran?           β2 + β3 
 
So β3 shows the effect on consumption post-bonus of a veteran versus a 
non-veteran. 

Consumption over Previous 12 mos. 



Hausman’s Data Problem 

• Doesn’t observe whether family got a bonus 
or veteran status. 

• How does he get around this problem? 



Hausman’s Specification 

• Going to predict probability there was a veteran 
in the family using data from the 1930 Census. 

• Key requirement is that the Z variables don’t 
affect the difference in consumption pre- and 
post-bonus, except through probability that one 
was a veteran. 



Predicting Veteran Status 

• V is World War I veteran status  
• g is a generation indicator variable for whether a man 

was younger than 28, between 28 and 45 or older than 
45 in 1930 

• s is an indicator variable for state 
• a equals age  
• r is an indicator variable for race 



From:  Hausman, “Fiscal Policy and Economic Recovery” 
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American Legion Survey 

• Another case where there is data one might 
not have expected. 

• Under-utilized archivists can be your friend. 



From:  Hausman, “Fiscal Policy and Economic Recovery” 



From:  Hausman, “Fiscal Policy and Economic Recovery” 



Narrative Evidence 

• Another approach to measurement. 

• Best sources may not be numbers at all. 



From:  Hausman, “Fiscal Policy and Economic Recovery” 



From:  Hausman, “Fiscal Policy and Economic Recovery” 



 

V.  CHRISTINA ROMER:   

“SPURIOUS VOLATILITY IN HISTORICAL UNEMPLOYMENT 
DATA” 



Conventional GDP Data 

From Baily, “Stabilization Policy and Private Economic Behavior” (BPEA, 1978) 
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Conventional Unemployment Data 

From Historical Statistics of the United States 



Lebergott’s Methodology 

Unemployed = Labor Force – Employed 
 

• Labor force is assumed to rise linearly between 
decadal census estimates. 

• Employment in some sectors is assumed to move 
one-for-one with output. 

• Both assumptions may exaggerate the cyclical 
volatility in estimated unemployment. 



Romer’s Methodology:  “Reverse Alchemy” 

• Create consistently bad series. 

• Make replication easier by assuming some 
components have no errors. 

 

 



Discussion and Concerns 

• Might Romer’s approach overestimate, or 
underestimate, how much Lebergott’s procedures 
exaggerate cyclical movements in the prewar era? 

• Two general possibilities: 

• “Structural change.” 

• Imperfect replication. 



Addressing the Concerns 

Again, two general possibilities: 

• Making a case the addressing potential problems 
would only strengthen the conclusions. 

• Examining auxiliary evidence. 



More Consistent Unemployment Data 

From Christina Romer, ”Spurious Volatility in Historical Unemployment Data” 



From Christina Romer, ”Spurious Volatility in Historical Unemployment Data” 



From Christina Romer, ”Spurious Volatility in Historical Unemployment Data” 



Implications of Findings  

• Quality of the data matters. 

• Depression stands out more. 

• Why wasn’t there a stabilization? 

• What changed in the early 1980s? 
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