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ADDITIONAL PRAISE FOR THE LEADING INDICATORS

“Zachary Karabell’s lively account, The Leading Indicators, is a terrific introduction to the range of statistics economists and governments use to address these questions.”

—The New York Times Book Review

“Karabell offers an engaging account of the history of these indicators, and his explanation of their flaws is both readable and useful for non-economists trying to make sense of the barrage of numbers with which they’re pelted on a regular basis.”

—The Wall Street Journal

“[The Leading Indicators] demystifies a lot of current debates, explains its subject matter clearly and shows that the major published macroeconomic statistics are neither nonsense nor conspiracy. Most people could read this book with enjoyment and profit.”

—Tyler Cowen, for The Washington Post

“How did we get to the era of Big Data? Karabell . . . mines little-known tidbits in the history of economics to explain how individuals, companies, and countries came to rely on statistics like unemployment, inflation, and gross domestic product to describe the wealth of nations . . . . In Karabell’s hands economics is no longer ‘the dismal science.’ More storyteller than analyst here, he succeeds in livening up how ‘the economy’ came to be.”

—Publishers Weekly

“The Leading Indicators presents a potentially dry but important topic in an engaging manner, with wit and intelligence.”

—The Cleveland Plain Dealer

“[A] lucid measurement of how the United States is faring . . . . Readers of this intelligent introduction to iconic economic indices will agree that Karabell makes an excellent case.”

—Kirkus Reviews

“An amusing and eye-opening romp through the history of the powerful numbers, such as the unemployment and inflation rates, that influence the course of national policy. They’re not only out of date, they often point us in the wrong direction. Karabell’s surprising book shows that we don’t know what we think we know, and trillions of dollars hang in the balance.”

—Jane Bryant Quinn, author of Making the Most of Your Money Now

“Karabell tells the story of statistics vividly, illuminating the forgotten characters who shaped our numbers.”

—The Week
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INTRODUCTION

What if I told you that many of the assumptions we make about our economic life are wrong? What if those assumptions shaped our domestic economic policies? What if they determined core aspects of our international strategy? What if they bolstered the deep and intractable funk that seized the developed world after the financial crisis of 2008–09? What if indeed.

We live in a world defined by economic numbers. We assess how we are doing personally and collectively based on what these numbers say. How fast our country is growing economically or how slow, how much prices are increasing, how much income we have, whether we are employed—these numbers rule our world. We treat our economic statistics as absolute markers of our success or failure. None of these numbers, however, existed a century ago. Most of them didn’t exist in 1950. Yet we enshrine them almost as laws of nature.

Take two recent examples: in 2012, the unemployment rate was a central factor in the US presidential election. It was widely reported that no president had ever been reelected with an unemployment rate more than 7.2%. The monthly release of the unemployment report became one of the most watched events that summer and fall, and each new number ushered in assertions that the economy was recovering and accusations that it was not. Through election day, the rate never dropped to that supposedly portentous 7.2% level, and was hovering close to 8% when Barack Obama was reelected. Obama’s victory had seemingly broken with a strong historical pattern. But did it? The answer is no, for reasons that will become clear in these pages. Our sense of probability and likely outcomes was wrong. How we came to place such stock in these numbers—and what to do now—is the subject of this book.

The other example is a widely accepted “fact” that has dramatic social and political consequences: the trade deficit between the United States and China. Few issues have weighed more heavily than this gap, and it has created substantial tension between the United States and China at least since 2001. Regardless of political party, Americans have decried unfair Chinese trade practices, the undercutting of American wages and manufacturing jobs, and the negative effects of the relationship on the global financial system. But what if the actual size of the trade deficit is significantly less, or perhaps even nonexistent? That may seem an outlandish question, but it is not. We rely on trade numbers compiled every month by the government, and those numbers tell us that there is a deficit. As we shall see, however, the world these statistics say we are living in and the one we are actually living in often diverge; the world we are living in is not the one that these statistics depict.

Every day we are showered with economic statistics such as GDP, unemployment, inflation, trade, consumer sentiment and spending, the stock market, and housing. This suite of statistics intimately shapes our perceptions of reality. We now refer to them as our “leading indicators,” and they are thought to provide key insights into the health of the economy. But they measure only what they were designed to measure at the time they were invented. The world, however, has not stayed the same.

Just how much it has changed was brought home in the middle of 2013. You may not have noticed, but one day in 2013, the US economy grew by $400 billion overnight.

That wasn’t because of normal economic growth. After all, given that the gross domestic product (GDP) of the United States is in excess of $16 trillion, even at a modest clip it will get hundreds of billions of dollars larger each year.

No, the reason for that boost was not a sudden surge of activity. One day, those billions just appeared. And not only just appeared, but apparently had been there all along. On July 31, 2013, the US Bureau of Economic Analysis (BEA), which is the government agency responsible for calculating the size of the US economy, announced that it had shifted the way it measured national output. The result was a $400 billion adjustment.

Given the language used by the agency in describing the revision, you could be forgiven for missing the import. Months before the official new number, the BEA had announced the change. But few of us sit up and take notice when greeted with this headline: “Preview of the 2013 Comprehensive Revision of the National Income and Product Accounts: Changes in Definitions and Presentations.” The subsequent official announcement in July was hardly catchier. In its bulletin describing the new methodology, the BEA stated that it would now include “creative work undertaken on a systematic basis to increase the stock of knowledge, and use of this stock of knowledge for the purpose of discovering or developing new products, including improved versions or qualities of existing products, or discovering or developing new or more efficient processes of production.”1

This inelegant prose masked a profound shift in the way that we understand the economy. Until the Great Depression, no country measured its national output. The global economic crisis of the 1930s led to efforts in both the United States and Great Britain to develop statistics that would provide some clarity about what was going on. National income and GDP were two of the most important statistics to emerge from that era. By the middle of the twentieth century, countries everywhere were using these numbers.

The world those numbers measured, however, was very much a world of nation-states making stuff. Economies were based on the output of goods, on manufacturing, farming, and production. In the decades since, however, the nature of the United States and many other economies has changed dramatically, away from manufacturing and toward services; away from making stuff in factories to inventing ideas.

For many years, the keepers of these statistics recognized that ideas and intellectual property are central to today’s economies. When the numbers were created, however, the decision was not to include activities such as research and development (R&D) as part of national output. That meant that until the BEA announced its shift in 2013, the billions spent by a pharmaceutical company to develop new drugs to save and improve lives were treated simply as an expense rather than as an investment that could yield massive future returns. When a company bought a robot for a factory, it counted as part of GDP. When Apple spent a fortune to develop the iPhone, it didn’t.

Also uncounted had been many of the creative endeavors that go into television shows, movies, and music. By adding up all of these investments—the money Lady Gaga spends writing songs, the amount Apple spends on the next iPad, the amount Pfizer invests in a new medicine—the BEA found that it had been underestimating the size of the US economy by $400 billion, an amount larger than the GDP of more than one hundred countries.

Our indicators have become so intimately woven into our lives and our sense of what is going on around us that we forget that for most of human history, there were no economic indicators, and without those numbers, there was no “economy.” Now, the “economy” is a central factor in our lives. The financial crisis of 2008–09 cemented that fact. The primary way that we relate to the economy is through numbers, through statistics that are released regularly by the government, by industry groups, and by companies. The leading indicators are a data map that we use to navigate our lives.

So when the agency responsible for maintaining key elements of that map decides to redefine one of those numbers, it alters our perception of reality. Lost in the verbiage of the Bureau of Economic Analysis bulletin announcing that $400 billion “adjustment” was the fact that these changes shape how we assess our lives, collectively and individually. While most of us pay little attention to the waves of economic numbers that come at us day after day, few of us are immune to the effects of this wave of data. We are inundated by economic statistics, and there is hardly a country in the world that does not mark its success or define its failings by what these statistics tell us.

Not only do US presidential elections now hinge on what those economic statistics say, but all of Europe has been locked in a downward spiral because of economic policies that are based on the relationship between debt and GDP. And, of course, there is China, whose ruling Communist Party sets targets of economic growth that become the party’s claim to legitimacy. Leaders everywhere trumpet strong economic statistics, and challengers use weak numbers to criticize incumbents.

The leading indicators occupy a place in our world that no one who invented them could have imagined. They were all designed with limited goals, and yet now they are used as absolute gauges of how we are doing. That is why, perhaps, the news that our economy is bigger than we thought was greeted by many with derision. Said one headline discussing the revision, “US GDP: America Is About to Look Richer—But Don’t Be Fooled.” Criticism ranged from the accusation that the Obama administration was juicing the numbers to burnish its record, to the belief that the new calculus only widens the gulf between those doing well and those struggling in today’s economy.

And indeed, just saying that we are statistically richer than we thought doesn’t actually make anyone richer. If I told you that you had $1,000 more than you thought you did five years ago, you would not suddenly have more money in your bank account, nor would you reevaluate your past experiences. In order to maintain the integrity of GDP, the BEA did not simply change its current methods of calculating; it revised all the numbers going back to 1929, so that now the money spent by Warner Bros. on blockbusters in 1955 and the R&D budgets of Hewlett-Packard and the Ford Motor Company in their mid–twentieth century heydays will be included in the GDP for those years. None of that, however, will have altered the ability of your parents or grandparents to afford a house or a new car retroactively.

The fact that knowledge work will now be integrated into our indicators does indeed make more acute the already sharp distinction between winners and losers in the contemporary economy. While GDP is a national number, it is not nationally experienced the same way. That is an often overlooked limitation of our statistics: they measure us in toto, but we then act as if they measure us individually. They do not, and they were not designed to. They were invented as tools to gauge an economy as a national system, not our own individual economic lives. The recent revisions show that those who are inventing new ideas have been benefiting even more than the numbers have shown. The fact that those efforts make us richer collectively and thereby statistically increase our “per capita income” does not mean that we each have become that much wealthier.

All of this is simply a case in point for how our numbers shape our sense of reality. For almost a century, people have been inventing statistics to measure our lives, and since the middle of the twentieth century, our understanding of the world has been integrally shaped by those numbers. Our statistical map, however, is showing signs of age. In our desire to have simple numbers to make sense of a complicated world, we forget that our indicators have a history—a reason that they were invented in the first place—and that history reveals their strengths and limitations just as our own personal histories do. Knowing how we came to live in a world defined by a few leading indicators is the first step to assessing whether we are still well served by them.

The history of these numbers is not well known, save by those academics and professional statisticians who look back for guidance on how to move forward. The impetus to invent statistics to measure what we now call “the economy” was a combination of the passion to conquer the unknown and the desire to create more social justice and equity. Our leading indicators are the offspring of progressive reform movements and the scientific drive to quantify in order to control.

The indicators were inventions meant to measure industrial nation-states of the mid-twentieth century. In their time, they did so brilliantly. The twenty-first century, however, is different. Industrial nation-states have given way to developed economies rich in services, and to emerging world industrial economies exporting goods made by multinational companies. The statistics of the twentieth century were not designed to capture that, and the assiduous efforts of statisticians notwithstanding, they cannot keep up.

The following pages tell the story of these numbers and the men (and yes, they were mostly men) who invented them. They tell as well how these statistics morphed from limited tools used by a handful of policy makers during the Great Depression and World War II into leading indicators that govern vast aspects of life in nearly every country in the world. Then, we will see how it came to pass that these statistics determine the pecking order of nations, set the parameters and shape the debate for how governments spend or refuse to spend trillions of dollars, and how all societies except for one small country measure their success.

Having traced this evolution, we will see that using these indicators to navigate today is much like using a 1950s road map to get us from point A to point B. It’s possible that you will get there, but it’s more likely that you’ll get lost. Given that, it is no surprise that our economic policies so often fail to deliver the promised or expected results. We rely on old formulas for new realities.

The temptation, then, is to find new formulas, better indicators, new statistics. The search for better numbers, like the quest for new technologies to improve our lives, is certainly worthwhile. But the belief that a few simple numbers, a few basic averages, can capture the multifaceted nature of national and global economic systems is a myth. Rather than seeking new simple numbers to replace our old simple numbers, we need to tap into both the power of our information age and our ability to construct our own maps of the world to answer the questions we need answering.

Before we get to that, however, we need to go back, far back, to the first attempts to know the world in numbers, to the dawn not of this millennium but the last, and to one of the most famous battles in the world, the outcome of which wasn’t just a shift in the political tides but one of the first attempts to measure the world.



1

THE RIPPLES OF DOMESDAY

In 1066 Duke William II of Normandy crossed the English Channel to contest the crown of the Saxon king Harold II. That October, as generations of English schoolchildren have learned, the weather turned crisp and the skies gray, and the two armies met at Hastings in East Sussex. Harold was killed; William and his army of supporters, vassals, and mercenaries emerged triumphant, thus giving way to Norman rule of England and forever earning William the sobriquet “the Conqueror.”

Twenty years later, King William the Conqueror ruled a realm at peace, but that was not a recipe for ease. The world was not a peaceful place, and any contest with adversaries foreign or domestic would require resources. But what resources did his kingdom, in fact, possess? How much land? How much could it yield in crops and livestock? How many people were there, and how much wealth, both actual and potential? To answer those questions, William, like rulers before and like many governments since, took the first step that he could. He dispatched minions to every corner of the kingdom to ask those questions and record the answers.

As the king’s chronicler explained:

[H]e sent his men all over England into every shire to ascertain, how many hundreds of “hides” of land there were in each shire, and how much land and live-stock the king himself owned in the country, and what annual dues were lawfully his from each shire. He also had it recorded how much land his archbishops had, and his diocesan bishops, his abbots and his earls—and though I may be going into too great detail—what or how much each man who was a landholder here in England had in land or in live-stock, and how much money it was worth. So very thoroughly did he have the inquiry carried out that there was not a single hide—not even one ox, nor one cow, nor one pig—which escaped notice in his survey. And all the surveys were subsequently brought to him.

And when they were done in 1086—when the manors of each of the feudal lords had been surveyed, when each village had been inspected and its inhabitants counted, when information from each county and each parish had been submitted and inspected—the findings were assembled in a vast manuscript known ever since as the Domesday Book, named after the Day of Judgment. “For as the sentence of that strict and terrible last account cannot be evaded by any subterfuge,” explained a later courtier, “so when this book is appealed to on those matters which it contains, its sentence cannot be quashed or set aside with impunity.”1

Hailed for its rigor and comprehensiveness, the book suffered from many flaws. Inspectors in one county did not always ask the same questions as inspectors in another. Some counties in the North, ravaged by rebellion against the Normans, were not included. Material goods were the order of first priority; people, less so. The Church, a powerful force and a major landholder, was in various parts of the country omitted altogether, either because the bishops and clerics refused to cooperate with the king’s representatives or because the surveyors didn’t think to include lands and goods that belonged to an institution that answered only marginally to the Crown.

Nonetheless, the Domesday Book is the first recorded statistical survey of economic life in Great Britain in the age after the Romans. The ancients had their own tallies: the Greeks, Romans, Persians, Babylonians, Egyptians. The Chinese and their dynasties had theirs. All rulers have understood the imperative of counting what they have: how many weapons, how much grain, and how much their subjects could be taxed, what could be levied, and what armies could be raised. Some have done better gauging those numbers, some worse, but all have tried, and few have succeeded in creating more than a temporary, fluid, and ultimately flawed snapshot. That was true millennia ago, and it is true today. The main difference is that then, the flaws lay with insufficient models and an incomplete understanding of the distinction between counting and adding versus creating statistics that allow you to measure and compare over time whether you are doing better, worse, or simply treading water.

The Domesday Book also revealed the central dilemma of statistics and economic indicators: how you define what is important determines what gets counted. As anyone in business or government will attest, what gets measured gets managed. What doesn’t might as well not exist for all the attention it garners. By not including the Church with the same rigor as feudal manors, the Domesday Book undercounted the material strength and potential output of England. Because the goal was to assess the power of the king and the throne, omitting aspects of the Church made sense, but it also made the country appear weaker than it was—which subsequent monarchs came to realize and which in the end led Henry VIII to expropriate the vast wealth of the Church in order to bring all of England’s resources under the sway of the Crown.

Over the following centuries, successive rulers in England and throughout Europe conducted other surveys of their realms, almost always with an eye toward figuring out just how much could be raised in taxes. That led to some of the earliest and most rudimentary efforts to measure national output, which was a precursor to the modern measurement of gross domestic product. But even as those efforts proceeded, the methods did not evolve appreciably. Innovation and imagination went into measuring the cosmos, mapping the globe, figuring out if the Earth was round or flat, devising new navigation tools and better instruments of war, and honing the skills of art, music, and architecture. Statistics did not make the list of ripe and exciting areas for innovation.

In the sixteenth century, the empires of Europe branched across the Atlantic, and then in the eighteenth century, around the globe. To survive in Western Europe, states large and small—from tiny Netherlands to the Spanish Empire—tapped into the resources of North and South America, and then Asia, and finally Africa. In order to both exploit and utilize the fruits of that trade, governments needed to know as much as possible about its extent.

Governments then and now depend on consistent sources of revenue in order to function and provide the services expected of them. Before the modern era, the primary sources of revenue were taxes on land levied from nobles and customs duties levied on trade. For centuries, it wasn’t government that kept the best records; merchants did. They were the ones who refined methods of accounting, bookkeeping, costs, and incomes, and they were at the core of the development of banking and notes of credit that are the precursors to all contemporary finance.

Rulers, however, needed and coveted the revenue that merchants generated. Hence the evolution of the mercantile system, which saw various empires attempt to monopolize trade with their far-flung colonies and keep out foreign powers and foreign merchants. Mercantile or not, governments made a point of confining foreign trade to limited ports of entry and then monitored those ports very closely. Shipments were recorded and assessed, and duties were imposed. Hence the famous (or infamous, depending on your perspective) Navigation Acts passed by the British Parliament over the course of decades beginning in 1651, which confined trade with the American colonies to British ships and British merchants paying British duties to the British Crown. The French and the Spanish passed their own versions of these laws, to the point where few could trade freely without confronting imperial displeasure and onerous penalties.

With trade becoming a primary source of income and a vital one for supporting the constant wars between these powers, and with that trade tightly monitored, piracy blossomed. That sparked the daring (or devilish, if you were Spanish) acts of raiders such as Sir Francis Drake and Sir Walter Raleigh intercepting the silver ships of the Spanish king. It sparked as well the stirrings of discontent in the American colonies, which began to bristle as the eighteenth century wore on, and soon that bristling turned into outright rebellion against the efforts of the English Crown to control and tax all trade emanating from the Americas.

Trade and taxes, customs duties and ledgers—these were all fine and well for making sure that royal coffers were full and replenished. They were not, however, modern statistics or leading indicators. The evolution of those lagged behind the advances of science and math in other walks of life.

Still, as mathematics branched off from philosophy, and seventeenth-century giants such as Isaac Newton and Gottfried Leibniz explored the calculus, a few individuals began to investigate the nature of probability and the need to understand it in order to measure accurately a material world that was ever in flux, with births, deaths, wars, famines, and a bewildering kaleidoscope of political change. In the mid–seventeenth century, Blaise Pascal and Pierre de Fermat, mathematicians and philosophers both, reflected on the nature of probability. Their letters explored the nature of gambling and the most basic of all probability games: the roll of the dice. Fermat, better known for his long-unsolved mathematical theorem, was fascinated with games of chance. His correspondent, Pascal, better known for his essays that plunged with eloquence into the elemental question of why we are here, did not take life so seriously that he couldn’t find time to play the seventeenth-century version of craps. With their common love of the dice, their musings ranged from how to determine the population of a dense city to how to create formulas that would account and adjust for inevitable errors in seemingly simple tabulations. They didn’t speak the language of modern statistics or statisticians; they did not use terms such as sampling error, but they grasped a basic truth: humans make mistakes when they try to count large numbers in complicated systems. They make even greater errors when they attempt—as they always do—to reduce complicated systems to simple numbers.2

The word statistics wasn’t much used before the eighteenth century, and its origins are often ascribed to a German named Gottfried Achenwall, who combined Latin and Italian words to coin the term statistic to refer to data about the state. The nascent field—not really a field, in fact, but rather an arcane area of interest to those rare and few men of letters who often double dipped as astronomers, alchemists, and engineers—of statistics was given some of its modern form by Pierre-Simone Laplace. Known as the French Newton (to the English-speaking world at least), Laplace was concerned mainly with mapping the solar system in the waning days of the French ancien régime, and he did his finest work just as the regime was about to crumble in blood and revolution at the end of the eighteenth century. Laplace continued his research throughout those years and found some favor with Napoléon I, who was ever on the lookout for men of science who might illuminate the meaning of the universe and help him rule it. Laplace then penned his A Philosophical Essay on Probabilities, which has ever since shaped the way we have constructed the indicators that govern our world.

In a concise essay of a few hundred pages, Laplace laid out the basic principles of why probability matters to everything from the selection of juries to assessing how long people live. Few of us are unfamiliar with the concept of an “average,” yet Laplace showed just how complicated seemingly simple figures can be. For mortality figures, it is not enough just to take birth registers and death records, and then add them up and divide. Why? Because that will vastly overstate the chances of death at an early age. The logic is clear but easy to overlook. Far more infants and toddlers in those years failed to make it to adulthood. Their mortality rate was significantly higher, and so including them in an average significantly lowered average life expectancy. But once a child made it past those first dangerous years, life spans were considerably longer. That may seem obvious, and yet it was not.

Laplace illuminated the challenges of compiling accurate statistics. He showed that for mortality figures, you need a large sample to ensure that you assess the full range of probabilities and vagaries of life and death. One area may have been hit with disease, plague, or drought, and hence distort the results unless many other samples are included. “A table of mortality,” he wrote, “is then a table of the probability of human life.” For that table to be accurate, much more is required than simply counting, adding, and dividing. Laplace’s essay was a paean to the mathematical and social utility of probability, and it launched the field of statistics into its modern trajectory.3

Over the next two hundred years, mathematical statistics became an increasingly professionalized field, as did a panoply of academic disciplines that didn’t exist before the mid–nineteenth century. At the same time, another set of measurements, more political and less mathematical, evolved. As governments in the West embraced the spirit of rigor and innovation that characterized industry and science, they became ever hungrier for knowledge about the societies they governed. Nowhere was that more evident than in the United States, which had at least one statistic embedded in the heart of its founding document, the Constitution.

While seven hundred years separate the Domesday Book from the US Constitution, in one respect, they were cousins. The framers of the Constitution were acutely sensitive to the need for an accurate count of land, property, and citizens. Given the nature of the representative government they were forming, they particularly needed to capture changes in population and income on a regular basis. A government based on proportional representation—on the idea that each citizen should have his voice heard in national deliberations via an elected representative—demanded knowing how many voters there were in each state. Without that, it would be impossible to determine how many congressional representatives there should be from each district and how many electoral votes would go to each state. It would also be impossible to manage the national tax system, which while rudimentary compared with later years, still required an assessment of national wealth.

As a result, the framers inserted a clause into the Constitution calling for a regular census of the population to be taken every ten years. This was not an afterthought. It was front and center, and placed near the beginning of the document, in Article I, Section 2, just after the clause calling for the creation of a legislative branch and Congress:

Representatives and direct Taxes shall be apportioned among the several States which may be included within this Union, according to their respective Numbers, which shall be determined by adding to the whole Number of free Persons, including those bound to Service for a Term of Years, and excluding Indians not taxed, three fifths of all other Persons. The actual Enumeration shall be made within three Years after the first Meeting of the Congress of the United States, and within every subsequent Term of ten Years, in such Manner as they shall by Law direct.

If this clause is remembered at all, it is usually for the compromise about how to count slaves. The slaveholding southern states wanted slaves counted in order to boost the population and hence the number of representatives in the central government. The northern states objected on the grounds that slaves had few legal rights, could not vote, and were therefore not truly citizens of the republic. The compromise, necessary but not one of the bright, shining moments of American history, was to count slaves as “three-fifths” of a person. For the next seventy years, that enhanced the power of the South relative to its voting population but did not, in the end, preserve the peculiar institution of slavery for the perpetuity that its masters had intended.

The initial census was taken in 1790, and it was the first official government statistic of the new republic. At the time, it was the most costly and time-consuming effort undertaken by the federal government to collect information on the American people. As the population grew and national economic activity became more diverse and productive, the census also grew in complexity and cost. Today it continues to be a decennial effort. The first census began on the first Monday of August 1790. It employed 650 federal marshals who fanned out across the thirteen colonies. Between gathering and assembling data, the operation lasted eighteen months and cost $45,000. The census of 2010, by contrast, employed more than 600,000 enumerators and cost $12 billion, but rather than a year and a half, it took only a few months to make its preliminary reports and less than a year to finalize its vast report to the president and to Congress.

Of all official statistics, the census remains the most comprehensive, extensive, and time consuming to assemble. It evolved over the nineteenth century into far more than just a count of people. Thomas Jefferson tried assiduously to keep America out of the wars wracking Europe, and that posed a challenge to his ideal of an agrarian country. Cut off from European finished goods, Americans turned to domestic manufacturing, and that in turn sparked the need to figure out just how much, and what, the United States was producing. In 1810 a census of manufacturers was added, and for the first time, Americans had a measure of the burgeoning world of industrialization. Over the next decades, more and more data was asked for and obtained: for example, the number of people employed by the railroads, the number of shoe factories in Massachusetts, the average size of a household in Michigan, the education and literary level in Kansas City, and the number of free blacks in Baton Rouge in 1850.4

These initial census endeavors relied entirely on individuals dispatched across the country to ask questions door to door. There was no sampling, no use of statistical methods, and no way to check the accuracy of the numbers. The 1790 surveyors were tasked with asking every household a basic set of questions, and they were responsible for keeping meticulous records—by hand, of course—and then bringing those records back to be tabulated in Philadelphia, which was then the nation’s capital. By 1850, with the country now stretching across the continent to the new state of California, the logistics had become more challenging. In addition, Congress mandated numerous new areas of study, from industry to the composition of households. There were so many questions being asked and so much information pouring into the Census Office (which was officially established only in 1840) that the agency was overwhelmed by the sheer mass of paper.

Given the sensitive political nature of the census and its role in determining congressional districts and representation, the inability of the Census Office to handle the information was taken by political opponents as proof of corruption and nefarious intent. Not for the last time would official government statistical efforts be seen as the handmaiden of dark forces, distorting the truth or propagating lies to allow one pernicious party or another to control the lives of millions.

Then as now, however, the truth was more banal and reality more prosaic. Incompetence and the sheer magnitude of the tasks could deluge even the most diligent and dedicated. In the middle of the nineteenth century, the reach of census authorities very much exceeded their grasp, and they were overwhelmed by too much information. These problems came to a head in 1850, when the census was expanded yet again to include more granular detail on the nature of slavery and the lives of both slaves and freedmen at precisely a time when conflict between North and South, slave and free, was about to rend the country in half.

Supported by Whig senator William Seward of New York, who was soon to be one of the founders of the antislavery Republican Party and a key member of Lincoln’s wartime cabinet, the census of 1850 extensively surveyed the life of slaves. So combustible were these issues that Seward was accused of “ministering to that miserable fanatical spirit that would split the Union.” The head of the census, Joseph Kennedy, was assailed for incompetence and corruption, hiring more surveyors than was necessary in order to line his pockets with patronage.5 Kennedy was investigated by the Democrat-controlled Senate, charged with various infractions—including owning two of the four buildings leased to the new Census Office in Washington, DC—and forced to resign.

The miniscandal, however, was merely a sideshow to the vast expansion of government information and the particular challenges of assembling it in a timely and accurate manner. The tension over slavery, of course, far transcended arguments over who tabulated what. Slavery, in fact, was one of the first aspects of American life that was meticulously and rigorously documented. In that sense, data on slavery was the first leading indicators for economic life in the southern states. Records of births, deaths, and shipments extend back to the seventeenth century and were kept until the abolition of slavery during the Civil War. Slavery formed a crucial part of the southern economy, and those records were used to measure both wealth and prosperity in the antebellum South.

The last census to divide between slave and free was in 1860, just before the election of Abraham Lincoln and the secession of the southern states. That census provided crucial information to both the Union and the Confederacy about the strengths of both, including the ability of their respective manufacturing bases to meet the needs of war. The census of 1860 proved, if more proof was needed, that the North had an overwhelming advantage in what it could produce to fuel the war, from guns, to ammunition, to soldiers’ uniforms. It proved as well that while the South may have gained representation by counting slaves as three-fifths of a person, it gained no advantage in the Civil War without arming those slaves and somehow motivating them to fight for their own continued enslavement.

The US census was the foundation for the indicators that became so ubiquitous in the twentieth century. After the Civil War, a few states, Massachusetts especially, started to assemble data on work and labor. But the census conducted every ten years remained the only national pool of information about family, living standards, education, and life expectancy. The wealth of information embedded in its reports was mined by the first wave of statisticians and others seeking to create a snapshot of the state of the nation and of the problems of industrialization. The census is still a primary source for many of our statistics today.

The census, however, is not a statistic. And it is not an indicator. It is raw data, and lots of it. The census was the foundation for future indicators, but it took decades of applied work for its data to be transformed and then augmented by sampling methods, by different questions, and by mathematics.

Other than people, the only aspects of nineteenth-century life that were subject to a similar level of measurement were trade and agricultural output. From time immemorial, agriculture along with trade defined the ability of any society to function. Though the US Department of Agriculture wasn’t established until 1862, efforts to measure how much cotton, tobacco, wheat, and corn were being grown date back to the eighteenth century. With the first stirrings of mechanized agriculture after the invention of the cotton gin by Eli Whitney in the late eighteenth century, farmers slowly shifted from the age-old obsession with reaping just enough to prevent famine and starvation to growing as much as possible and focusing on the most lucrative crops. In short, agriculture shifted from being a need and a necessity to an industry, and that meant more focus on markets, grain exchanges, prices, and, above all, yields.

It’s arguable that agriculture was the most important national economic activity until the late nineteenth century. Yet with the onslaught of industrialization, rapid urbanization, and the growth of indicators in the twentieth century geared toward labor and production, agriculture faded from the national debate and public consciousness. You can study American history (or English and European history, for that matter) and find remarkably little about agriculture and farming other than references here and there. You get a feel for the debates between Jefferson, who wanted a country of yeoman farmers, and Alexander Hamilton, who was more intent on industry, cities, and finance. But the centrality of crops, of fields full and fallow, of the science of soil and the taming of the land to bring forth food—most of that has been lost and seems distant, unless you grow up in a farming state such as Iowa or Nebraska.

But for much of the nineteenth century, knowledge about what was happening on farms was key to whether the country would thrive. Building on the work of English “agricultural societies,” American states began to survey the output of their farms in the first decades of the nineteenth century, with Massachusetts typically leading the way. The first rudimentary census of agriculture was taken in 1840, followed by the creation of the Department of Agriculture in 1862. That was also the year of the Homestead Act, which opened up the vast enterprise of settling, and conquering, the American West. In one of history’s little ironies, the first head of the department—the creation of which was hailed as an important step toward better policy and greater output based on scientific observation and calculation—was named Isaac Newton.

Though the census included some information about crops, the new department went much further. The USDA had a large statistical staff, and the first commissioners traveled to Europe regularly to meet with their counterparts in London, Paris, Berlin, and Vienna. They shared methods and approaches, and represented one of the first transnational efforts at establishing common standards of statistical measurement. The mid–twentieth-century transformation of economic indicators—from tools used by Western governments, to metrics used by every country in the world to assess national well-being—could occur only because of ongoing international collaboration. As we shall see, the United Nations played a key role in both bringing together experts from various governments and then disseminating that information globally. Nineteenth-century agricultural statistics were the precursor.

The challenges faced by the USDA and the Census were also a preview of how hard it is to measure the world as it is. The census was staffed, at great expense, by people dispatched across the country to ask questions. Even then, many mistakes were made. The Department of Agriculture and its statistics division relied on samples but had no sampling method relative to the later standards of statisticians. It relied on data collected by state agencies, but each state had its own set of priorities, and the quality and quantity of state statistics varied immensely. The department also depended on a few hundred agents in the middle of the nineteenth century and then a few thousand by the end of the century. But that was far from sufficient. There was no way a few thousand agents could go to every farm in the United States, and even if they had, they would have been limited by when they visited. If they visited in winter, fields were fallow, and surveyors would have to rely entirely on what farmers told them. In the spring, the surveyors could count seeds planted but not crops harvested. Weather patterns could alter estimates significantly, and that remains true to this day. Then there were farmers who underreported their crops, fearing higher taxes or simply distrusting the government. Later, in the twentieth century, with the advent of federal programs that paid farmers not to grow crops (in order to prevent too much supply from driving prices lower), there were incentives for overreporting. Either way, agricultural data proved to be hard to collect, of dubious quality, and consistently inaccurate.

As Jacob Dodge, the long-serving chief statistician of the Agriculture Department observed in the 1880s, “A stream cannot rise higher than its source; pure mathematics and immaculate judgment combined cannot cure the inaccuracy of erroneous original data. This is today the supreme difficulty in obtaining correct statistical results, whether in a census that requires years of time and millions of money, or in any other official or unofficial crop investigations.”6 Almost from the moment official statistics began, the goal of drawing a perfect map of the world through numbers fell far short of the actual numbers assembled. The compilers of the indicators have toiled ever since, refining, honing, learning from past mistakes, developing new math and new ways to sample, and deploying each new generation of technology to capture and analyze more data.

The statistical experts knew and know the issues and the flaws. But in the twentieth century, as those numbers moved out of the obscure bureaus that assembled them and into the political and social limelight, the public demand for simplicity trumped the endless complexity that these statistics represented. Financial markets didn’t want to know about the methodological limitations of crop and livestock reports when setting prices for this year’s corn or cattle. Politicians weren’t interested in sampling errors or multiyear revisions when considering inflation and forward assessments of future economic growth as measured by GDP. They wanted a number, and they wanted it to be “the truth”—or at least a damn good proxy for it.

Yet while failing to match the ambitions of the people who worked so assiduously to collect the information, statistics at the end of the nineteenth century and into the twentieth were markedly better than no statistics. Even insufficient information was initially an undeniable improvement over none, just as the astrolabe and other early navigation devices, flawed compared with modern GPS systems, were vastly preferable to navigating by the eye and heavens alone. Compared with the void and the degree to which all societies had been flying blind—guesstimating their national strength and resources or, at best, counting and adding—the first stab at formalizing indicators gave governments and markets powerful tools to plan ahead and assess strengths and weaknesses.

The roiling pace of change in the final decades of the nineteenth century, however, acted as an impetus for even more information about even more aspects of economic and social life. The drive for more data and new statistics was born not of a sense of strength that prosperity was booming but from a strong suspicion that inequality was widening, social justice was weakening, and the pace of industrialization was creating as much harm as good. In order to prove that point, however, numbers—and not just ideology and good arguments—were needed. And the first order of priority was jobs.
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UNEMPLOYMENT

Ethelbert Stewart, six feet tall and born with a stutter, got his first job in Decatur, Illinois, just after the Civil War. It was an unenviable job, but a job it was, working on the assembly line of the Decatur Coffin Company. Because of the stutter, Stewart had been homeschooled by his parents so that he would be spared the merciless taunting of other boys and the impatience of his teachers. So he read, and read, and even as he put together an endless series of coffins to house the deceased, he started working for a local newspaper and writing about conditions not just in his factory but others.

Ambitious and angry, Stewart wrangled a meeting with one of the journalistic titans of the day, Henry Demarest Lloyd of the Chicago Tribune. Lloyd in the 1880s was in the full bloom of his high dudgeon, railing against the new evils of the Gilded Age, too much wealth for too few, monopolies, and appalling conditions in factories that were infesting the land like locusts.

Stewart proposed writing a series of articles about labor in Illinois. The Tribune rejected the idea, but Stewart wrote the articles anyway and managed to get them published in several local and labor papers. Lloyd was impressed, and Stewart’s exposés came to the attention of the reformist governor, who appointed the young man to the rather obscure post of secretary to the Illinois Bureau of Labor in 1885.

So began a career that would culminate in Stewart’s becoming commissioner of the federal Bureau of Labor Statistics in 1920. That in turn placed him at the pivot point when that small, underfunded agency helped define the parameters of the Great Depression. After a career spent advocating for better information about the struggles and needs of the working class, Stewart’s crowning achievement was to be present at the creation of a national unemployment rate, which has ever since shaped our common picture of jobs in America.1

When Stewart and a coterie of others took the reins of the BLS in the early twentieth century, employment and unemployment were fuzzy concepts at best, so much so that when the Great Depression began, no one truly knew how bad things were because there was no way to measure how bad things were. Yes, by 1930, signs of economic collapse were visible everywhere, but no one could say with any certainty what was actually happening and to whom. Anecdotes were plentiful, but hard facts weren’t. The dismal state of official information before the 1930s was a running joke among the few professional bureaucrats who cared. When President Warren Harding convened a conference on unemployment after a particularly severe recession in 1920–21, there were such divergent opinions about the numbers that the attendees put the question to a vote. The low end was three and a half million; the high end was five million.2

A vote. On a fact. Or rather on something that should be a fact. Yet the reality is that unemployment is an invention. It is not a simple case of counting who has a job and who doesn’t, though even that isn’t quite as simple as it seems. What does it mean to be employed? Full-time work, part-time, temporary, seasonal? Is a farmer employed? How about an actor between jobs or a ranch hand in fallow months? And how do you count? Surveys? Who conducts the surveys? How many surveyors would you need to get an accurate measure of every single employed and unemployed person in a population of millions spread across thousands of miles? You couldn’t possibly pay enough people to count everyone on a regular basis—except at an unfeasible cost. The census was one of the least visible pillars of American democracy, but few questioned the considerable expense. Still, it was an expense borne only once a decade. Not until 1902 was a permanent, continuously funded US Census Bureau set up by the federal government. Counting jobs, however, is more complicated than counting bodies; bodies are there or not, but jobs and employment are amorphous, so much so that until the late nineteenth century, no one even thought to bother counting.

Ask a classical economist about unemployment, and the answer might surprise you: there is no such thing. In any society, there are always jobs that need doing by someone at some price. Therefore, theoretically, there is no unemployment; there is only an individual’s choice to work or not to work. Ask someone without gainful employment what he thinks of that answer, however, and the response is likely to be unprintable.

Until the nineteenth century, the concept of unemployment was alien. Most people didn’t earn a wage; they did not have “jobs.” They farmed, or traded, or served, or fought. Some were artisans or blacksmiths or stevedores, but most worked the land to nurse food out of stubborn soil. Factories were small, with a few dozen workers. There were mines here and there, and, of course, servants. But there was no framework of employment versus unemployment, only of want versus plenty, hard work versus idleness, good times versus bad.

That began to change in Western Europe with what we now call the industrial revolution. As steam power facilitated the growth of larger factories, and then railroads made possible the mass transportation of finished goods, jobs and wages became more central features of society. And as more people became employed and were paid a wage, more people also became unemployed. Still, it wasn’t until after the Civil War in the United States that anyone thought seriously to count who had jobs and who did not.

Well until the end of the nineteenth century, people without work were indicted as lazy and degenerate. Town after town had laws against “idleness” and “vagrancy,” and you could be arrested for not having a home or loitering on the streets looking for work. The idea that the government—any government—had a responsibility to help support those of able body who couldn’t support themselves was alien. That was charity, and charity was the province of churches or local associations and in no way the responsibility of government.

Yet those attitudes began to shift, slowly, in the 1870s and after. In part, the shift occurred because American society in the Gilded Age was plunged into tumult with the advent of industrialization and the influx of far more immigrants. Industrialization and the growth of factory work for wages was the spur. Similar changes took place in Europe at the same time, and not because of immigration. The belief that governments should take some action to address the issue of unemployment took hold over the course of several decades in both Europe and the United States, and went hand in hand with a growing consensus that society could be structured and governed according to the same scientific principles that had made the industrialization of the nineteenth century possible.

The notion that a professionally run government could maximize a society’s output and stability through the application of scientific principles had widespread appeal, but almost every country lacked one key element: information. Yes, as we saw, governments had long been keeping track of trade and agriculture—the two traditional sources of wealth and power. But scientific management of society required data, and there, most societies and most governments were largely in the dark. As of the middle of the nineteenth century, almost every metric we now take as a given—from health statistics to economic data—simply did not exist.
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