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Abstract

During several visits to the Rockefeller Archive Center (RAC) in 2017 and 2018, I
viewed papers from a handful of collections which provided perspective on the
early history of the National Bureau of Economic Research (NBER). In my book
project, tentatively titled Mapping the Future. A Euro-American History of
Business Forecasting, 1920-1980, 1 investigate the history of four economic
forecasting tools that have been developed, disseminated, and applied in the
United States, in Europe, and beyond. One of them, leading indicators, was
originally developed at the NBER in the 1930s and remains, till today, one of the
most prominent forecasting tools worldwide. In what follows, I offer an overview
of my book project and outline the history of the formation of the NBER. In it, I
make extensive references to the sources of the Rockefeller Archive Center, which

provide the most profound insights into the early history of the NBER.
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Project Overview

“The type of monsoon in India must directly affect the trade of Lancashire some
months after, and with it the whole trade of Great Britain. The decision of a
bankers’ meeting in Wall Street may precipitate trade depression throughout the
civilized world,” noted a British observer in 1927. “The whole world is now a
highly-organized economic whole.”* Years before the eve of the 1929 slump,
American and European observers were well aware of the degree of
interdependence that characterized the industrial system of their time. Shocks in
one part of a country tore across nations and jumped to other continents, hitting
every economic sector. A few decades ago, an American senator remembered how
in 1903, life in Massachusetts was not very different from that in the village
communities of Italy in the days of the Roman Empire. Before the introduction of
the railroad and the telegraph, local communities in the United States were, to
large degree, self-sufficient and industrial relations were readily comprehensible
and administrable.2 This was vastly different from the industrial system of the
early twentieth century, which contemporaries described as a “great machine in

which every part is dependent upon all the other parts.”s

Some spoke of machines, others of “Frankensteins” that had gained power over
people’s lives.4# New networks of credit, communication, and exchange had linked
producers and consumers in distant markets, and at the same time brought about
“a double form of ‘dissociation’ of buyer and seller, capital and good, which had
dramatically increased the uncertainties of economic transactions.5 People
depended on the decisions of strangers, and the consequences of other people’s
actions could be devastating. As the recurrence and expanding reach of
increasingly violent economic crises demonstrated, everybody could fall prey to
the vicissitudinous caprices of what contemporaries, in an attempt to attribute
their individual fortunes to external forces, began to term the “economic
weather.” People’s fortunes could be gained or lost, it seemed, through no fault of
their own. As the business cycle seemed to have the power to decide over success
and failure, getting to know and maybe predict its movements became a primary

aim.
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In early twentieth century United States, an alliance of business executives,
economists, and politicians strove to make this dream a reality. While they all
shared the ambition to master the future, they were driven by different objectives.
Most business executives and politicians involved in the project hoped that
economic forecasts would allow business people to prepare for and thereby
mitigate economic crises. This, they argued, might help tame voices calling for
governmental reform or change in economic organization.® This argument gained
new momentum after World War I, when the socialist promise of a crisis-free
economic development triggered fears of a Bolshevik revolution, and was picked
up throughout the twentieth century in the context of the Cold War. Economists,
on the other hand, hoped that the development of a science of business forecasting
might allow them to advance the status of their own science. Since the “discovery”
of the business cycle in the late nineteenth century, European and American
economists had tried to work out patterns in the movements of economic
fluctuations. The establishment of an economic statistical data infrastructure in
the early twentieth century, which experienced a dramatic expansion and new
means of application during World War I, gave these efforts a new foundation. It
incited hopes that economic statistics would help detect universal laws behind the
alternating phases of boom and depression.” This, economists believed, might
allow them to forecast the crises that shook contemporaries in seemingly
periodical intervals. By this means, they might not only be able to help soften
them, but might also pave the way towards a new understanding of economics as
an exact science. For economics, like the natural sciences, would then become
“mathematical in form and empirical in spirit,” “lay[ ] stress upon measurements,
and aspire[ ] to prediction” and, maybe most importantly, demonstrate its
“practical efficiency in guiding action as forcefully as have the natural sciences.”®
Business forecasting played a crucial role in this project, as it promised to
establish the economy as an autonomous object with a self-contained logic,
governed by universal laws, and thereby render economics an exact science.9
Right from the start, the attempt to establish a “science of business forecasting”
linked a practical interest in stabilizing and thereby preserving capitalism and
aspirations for a new role of economic science. In fact, this dual objective was of
central importance in the development and professionalization of twentieth-

century business forecasting. With diagnoses of capitalism’s decline flourishing
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and crises spreading from one country to another, business forecasting quickly
became a transatlantic project to stabilize global capitalism and advance

economic science.

My dissertation tells the history of this double project. It traces how American and
European economists and statisticians in the twentieth century grappled with the
ups and downs of the business cycle. More specifically, it looks at how their
forecasting practices and techniques have changed over time, growing out of and
finding their way into companies, central banks, and government departments
and, somewhat modified, back into academia. This is not a history of progress.
For more than a century now, economists and statisticians have invented new
techniques or modified existing ones in desperate attempts to forecast and
thereby help control economic fluctuations. To say the least, economic forecasting
has, until now, not become an exact science. Recessions still hit economies by
surprise. As an American economist has recently put it, “Forecasting approaches
have changed, but forecasts for recessions have not improved.”° In the process,
however, economic forecasting has acquired a central place in society. Somewhat
paradoxically, despite the regular “collective failure” of economists to forecast
economic crises, economic forecasts have become an indispensable part of our
life.”* They affect how we gauge what has become known as the economy’s health,
and guide the decision-making process of policy institutions, private companies,
and individuals. Forecasting practices, in short, shape how we understand,
represent, and act upon the economy. This paradox sits at the center of my project.
In five chapters that focus on the origins and the transnational and, in some cases,
global circulation of four different forecasting tools, I investigate how the role of
economic forecasting has changed in the course of the twentieth century. I discuss
how this was both a factor and an indicator of a changed conception of economic
change and economics’ place in it that, in turn, shaped scientific, economic, and

political practices.

The second chapter of my dissertation focuses on the history of the leading
indicators established at the prestigious National Bureau of Economic Research
(NBER), which till today constitutes one of the most popular forecasting tools

used all over the world. Drawing on the wealth of material held at the Rockefeller
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Archive Center, the remainder of this report tells the history of the formation of
the NBER.

The Formation of the NBER: Insights from
the Rockefeller Archive Center

On January 1, 1912, Lee J. Spangler, the self-proclaimed “last of the prophets,”
announced “nothing but trouble for 1912.” As the Gettysburg Times reported on
its front page, Spangler expected that “the struggles between capital and labor will
become keener than ever before.”2 He did not enjoy too good a reputation as a
forecaster after having predicted the imminent end of the world for
December 1908 — a prophecy which obviously did not come true.3 But his
forecast for 1912 seemed plausible to many of his contemporaries. The depression
of 1908 and the subsequent recession had led to a marked increase in labor strikes
and protests.4 Between 1908 and 1912, the Socialist Party had more than doubled
its support. As Eugene V. Debs, the charismatic candidate of the Socialist Party,
never grew tired of stressing, there was but one issue at stake in the presidential
election of 1912, “and that issue is Socialism vs. Capitalism.”'5 The end of the

world might not have come yet. The end of capitalism, however, seemed nigh.

Not only to self-proclaimed prophets these were worrying prospects. For
America’s businessmen, too, these were alarming developments. In spring 1912,
Theodore Vail, president of the American Telephone & Telegraph
Company (AT&T), met with John P. Morgan and other businessmen to discuss
the situation.’® “The general underlying conditions of our country never were
better,” explained Theodore Vail in 1912.7 Yet, “[a] feeling of unrest and of
dissatisfaction with existing conditions is now prevalent throughout the country.”
Conditions that had been unquestioned for generations had recently become the
cause of complaint. “Legitimate enterprise and industry,” explained Vail, “have
become the objects of unjust suspicion.”® As Vail and the other businessmen saw
it, labor union agitators were trying to set workers and the public against them.

Surely, Vail and his fellowmen could not let these demagogues do as they liked.
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Someone had to put a stop to them. Otherwise, the general unrest spreading in
the United States might “cause the undermining of law, of property r[i]lghts, of the

very form of government under which this country has been built up.”9

To counter this danger, the men proposed the creation of an “economic bureau”

that would provide Americans with a systematic education in economic affairs.20

It is believed that much can be done to correct misunderstandings and
to relieve unrest by giving to the public full and exact information on
social and economic industrial and commercial conditions. Such
information would show that while some of the prevailing theories and
beliefs would under indeal [sic] conditions achieve ends that were
beautiful and much to be desired, yet these theories and beliefs must be
applied to the world as it actually is, and be reconciled with natural
conditions that do, and perhaps, always will, exist.2!

In short, an economic bureau, by spreading the “right” information, should

silence voices calling for an overthrow of the “economic organization of society.”22

A few months later, Vail and the other businessmen met again. This time, John D.
Rockefeller, Jr. was part of the group. Rockefeller was quickly convinced that “the
necessity for such a campaign as they had outlined was great.” 23 Discussion
among the men trailed off, however, when it came to the design of the bureau.
While Vail endeavored to create “a sort of publicity bureau,”24 Rockefeller
believed that not publicity, but truth-finding was to be the paramount goal of the
bureau.?s Rockefeller’s claim that “at least one-half the expenditures of the Bureau
should be on the side of thorough scientific investigation and research through
impartial agencies” met with resistance.2¢ Some of the businessmen had no
intention of spending any money on actual research at all.2” Eventually, this led to

a breach among the men.28

When 9,000 workers of the Rockefeller family-owned Colorado Fuel & Iron
Company went on strike in September 1913, Rockefeller decided to play a lone
hand. That winter, he assigned Jerome Greene, secretary of the newly-founded
Rockefeller Foundation, to revise Vail’s memorandum of 1912. Greene explained

in January 1914:29
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The business interests of this country are suffering chiefly from
undiscriminating abuse and undigested or radical schemes for reform,
that while a basis for complaint may have existed and may still exist,
the business interests of the country[,] as a whole[,] have everything to
gain and nothing to lose by the dissemination of accurate information
as the starting point for intelligent public opinion and wise legislation.

Mirroring Rockefeller’s claims of 1912, Greene stressed the need for impartial
research and for the “frank and honest” character of publicity.3° The bureau ought
to constitute “a place for scientific examination of problems of the day
uninfluenced by politics or business gain.”s' Rather than advocating the interests

of businessmen, the Bureau should serve the public good.32

In April 1914, Greene arranged a meeting in New York to discuss his proposal with
several economists. Among the invitees were Edwin F. Gay, dean of Harvard
Business School, and J. Laurence Laughlin, head of the economics department at
the University of Chicago. In consultation with several other economists, among
them the young economist Wesley C. Mitchell,33 the group compiled a report of
recommendations. To avoid “the popular prejudice which might conceivably
attend an enterprise generously supported by a great capitalist,” the report
stressed the necessity to eschew any kind of publicity. Instead, the proposed
bureau ought to confine itself “to the full and dispassionate investigation of
problems of fundamental scientific interest.”34 As the report stated, “It is essential
for the permanent standing of an Institute of Economic Research that it should
early establish its reputation as scientific, impartial, and unprejudiced in its

finding and presenting of the facts as to economic and social conditions.”s5

While the men were pondering about the right design for an economic bureau, the
strike at the Colorado Fuel & Iron Company continued. By mid-April 1914, strikers
and guards counted around thirty victims.3¢ A few days later, the conflict escalated
into open warfare. On April 20, 1914, state militia and mine guards attacked 1,200
striking coal miners and their families with machine guns, setting fire to the camp
at Ludlow, Colorado.3” The killing of about two dozen people, among them three
women and eleven children, triggered a wave of outrage among American citizens.

Papers all over the country reported on the deaths. As the Denver Times
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remarked, “the entire state, sympathizers and non-sympathizers alike, is aroused

as never before at the slaughter of innocent children and defenseless women.”s8

The strike, with John D. Rockefeller, Jr. and his associates at the center of public
attention, quickly became what others have called “the worst nightmare in
Rockefeller history.”s9 Faced with a severe loss of reputation, the creation of an
economic bureau did not seem to offer a way out. As Frederick T. Gates, long-term
adviser to the Rockefeller family, argued, “the proposed institute would tend to
become a merely academic and futile instrument for gathering useless data.”4°
Yet, what the Rockefeller family needed was “guidance.”# In June 1914, John D.
Rockefeller, Jr. asked William Lyon Mackenzie King, Canada’s first minister of
labor and later prime minister, to head the Foundation’s new Department of
Industrial Relations to advise him on the conflict in Ludlow. With the
establishment of the new department and Mackenzie King’s acceptance, the
project of an economic bureau was shelved.4> “It is,” explained Gates, “the last

thing needed.”43

However, some of the economists consulted by Greene plowed on, with the lead
now taken by Malcolm C. Rorty, chief statistician and vice president of AT&T.44
Malcolm Rorty believed that “true and widespread knowledge” of economic
matters and in particular income distribution would silence Bolshevik
revolutionaries in the United States.45 Rorty therefore opted for the creation of an
economic bureau as part of “a campaign of education in opposition to Bolshevism
in this country.” 4 However, the economists on board strove for political
independence.4” At the economists’ instigation, Rorty ultimately gave in. The men
agreed that research at the Bureau “should be carried through on an absolutely
scientific basis and without any attempt, on the part of those financing it, to
control either the findings or the composition of the Committee.”4® With a grant
from the recently established Commonwealth Fund, the National Bureau of
Economic Research was formally established in December 1919 under the
leadership of Edwin F. Gay and Wesley C. Mitchell.4° While Edwin Gay left the
Bureau in the late 1920s, Wesley Mitchell continued to shape the research
program of the NBER until his death in 1948.5°
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To guarantee the impartiality and objectivity of the bureau’s findings, the
researchers adopted what they called “a self-denying ordinance.”s' The bylaws of
the bureau stipulated that the members of the Board of Directors were appointed
by different societies representing “all the important organized interests in the
country” and “every school of thought from extreme conservative to extreme
radical.”s2 The directors were asked to help outline the research program and
safeguard the quality of the results and were given the opportunity to criticize all
reports prior to printing and to insert dissenting opinions in the publications.
Above all, however, the researchers hoped to assure the objectivity of their
findings by applying “scientific,” that is, empiricist, methods. 53 Instead of
dealing “mainly with speculation about what would happen in a simplified world
created for their own purposes and existing only in their imaginations,”54 they
envisaged to treat theories as mere working hypotheses that had yet to be tested
and modified by study of “concrete observations” as they found them to be
entailed in statistics.55 Just like theories in the natural sciences were being tested
by experience derived from experiments, so theories in economics had to be tested

by statistics.5®

The business cycle research that Mitchell and his colleagues conducted at the
National Bureau in the years that followed bears witness to the attempt of
revolutionizing economics by statistics. It testifies to the dream of turning
economics into an exact science that would “contribute to the work of social
disarmament by turning from the antagonisms of opinion to agreements upon
facts,” and to the disappointments and failures that researchers encountered on

their way.5”

Many thanks to Renee Pappous and the late Tom Rosenbaum for their expert

assistance and to the Rockefeller Archive Center for generous research support.
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