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Introduction

Disclaimer

The views and opinions expressed here are ours and are not
necessarily those of the Board of Governors of the Federal Reserve
System.
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Introduction

Definitions

@ Predictable: can you use a model to forecast the forecast
errors?
@ This paper’'s models:

o Forecast revisions (aggregation of information).
e Financial market index.
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Fed Staff Forecasts

@ ldeally errors are not predictable.
@ Predictability can imply:

e Not using all information.

o Model misspecifications.
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Fed Staff Forecasts

@ Some evidence of forecast predictability.
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Introduction

Fed Staff Forecasts

@ U.S. GDP nowcasts revise too little.

o Weaker evidence that U.S. inflation forecasts revise too much.
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New Forecast Data

@ U.S. real GDP growth and core PCE inflation.
e 2001-2011.

@ l-quarter backcasts to 2-quarter ahead forecasts.
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Introduction

New Forecast Data

o Weekly GDP.
@ Semi-monthly inflation.
o Previous data Greenbook/Tealbook: 8 per year.
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U.S. GDP - Tealbooks
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Introduction

U.S. GDP - High-frequency dataset

Real GDP Growth, Current-Quarter Forecasts
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Introduction

U.S. Inflation - Tealbooks

Core PCE Inflation, Current-Quarter Forecasts
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Introduction

U.S. Inflation - High-frequency dataset

Core PCE Inflation, Current-Quarter Forecasts
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Introduction

RMSEs - U.S. GDP

Real GDP Growth
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Introduction

RMSEs - U.S. Inflation

Core PCE Inflation
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Method and Model

Method

@ Are Fed staff forecast errors predictable?

@ A lot of ways to go about analyzing these new data.
@ Potential biases:

e Hindsight.
e Members of Fed staff.
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Method and Model

Solution

@ Pre-analysis plan.
@ Registered on Open Science Framework.
o https://osf.io/de3pe/
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Method and Model

Predicting Average Forecast Errors

® Vitrh— Yithr = Qih+ Bi hAYj tynjr + € t4hir
y: BEA 3rd release U.S. GDP or inflation.

y: staff forecast of y.

t+ h: quarter t, h quarter ahead forecast.

7: forecast made on day 7.
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Predicting Average Forecast Errors

Error
—_—

© Yit+h— Yitrhir = Qih+ BihJi e hjr + € trhir
o
o
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Predicting Average Forecast Errors

Error Revision
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Method and Model

Predicting Average Forecast Errors

Error Revision
—_—

~ ~—~
® Vitth— Yithr = Qih+ Bih DY tyhir +€itphr
e «: average forecast bias.
e [3: correlation between forecast revision and error.

o Positive § => forecast underrevision.
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Predicting Average Forecast Errors

Error Revision
—_—

~ ~—~
® Vitth— Yithr = Qih+ Bih DY tyhir +€itphr
e «: average forecast bias.
e [3: correlation between forecast revision and error.

o Positive § => forecast underrevision.

e RMSE.
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Predicting Average Forecast Errors

o Current-quarter U.S. GDP forecasts underrevise.
o Should average 52% bigger revision, p =0.08.
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Method and Model

Predicting Average Forecast Errors

o Current-quarter U.S. GDP forecasts underrevise.
o Should average 52% bigger revision, p =0.08.
@ Inflation backcasts overrevise.
e Should average 45% smaller revision, p = 0.04.
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Method and Model

Average Forecast Behavior

Error Revision
/_/\—

- —_
® Vitth— Yithr = Qih+ Bin DY tphir +€i thr
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Method and Model

U.S. GDP - High-frequency dataset

Real GDP Growth, Current-Quarter Forecasts
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Method and Model

Time-varying Behavior

e Can analyze forecasting between Greenbook/Tealbooks.
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Method and Model

Time-varying Behavior

@ Vitth— )A/i,t+h|‘r =
i h+ BihDVi ehpr + Vi wl(T) + X n(T) AV e4bir + €1 e4h)r
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Method and Model

Time-varying Behavior

@ Vit+h — Vit+hr =

i b+ BinAYi enir + i (T) + X wl(T) AV 147 +€i t4p)r
]
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Method and Model

Time-varying Behavior

@ Vit+h — Vit+hr =

i b+ BinAYi enir + i (T) + X wl(T) AV 147 +€i t4p)r
@ /(7): dummy for a forecast 2 weeks or less before an
interest-rate setting (FOMC) meeting.
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Method and Model

Time-varying Behavior

@ Vit+h — Vit+hr =

i b+ BinAYi enir + i (T) + X wl(T) AV 147 +€i t4p)r
@ /(7): dummy for a forecast 2 weeks or less before an
interest-rate setting (FOMC) meeting.

@ Tests for different behavior 2 weeks before vs. all other times.
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Time-varying Behavior

@ /() as 2 weeks is somewhat arbitrary.
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Method and Model

Time-varying Behavior - GDP

@ Current-quarter GDP forecasts >2 weeks from FOMC meeting
underrevise.
o Should average 63% bigger revision, p =0.09.
@ Two quarter ahead GDP forecasts >2 weeks from FOMC
overrevise.
o Should average 55% smaller revision, p = 0.04.
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Method and Model

Time-varying Behavior - Inflation

@ Inflation backcasts <2 weeks from a FOMC overrevise.
o Should average 49% smaller revision, p = 0.04
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Method and Model

Can the Staff Use Financial Market Information?

@ Index of return-weighted Bloomberg macroeconomic forecast
errors.
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Normalized Bloomberg forecast error.
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Method and Model

Can the Staff Use Financial Market Information?

@ Index of return-weighted Bloomberg macroeconomic forecast
errors.

(I e
news, =33 (< Pzl 0
T—S

s=0i=1 gir

lyir=¥ir—1].
&i‘r :

Normalized Bloomberg forecast error.

rir: S&P 500 return around data release.
e Signs “good” vs. “bad” data.
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@ Arbitrary features:
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Can the Staff Use Financial Market Information?

@ Arbitrary features:

o Set of indicators.
o Time length.
o Market measure.
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@ Pre-analysis plan.
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Method and Model

Can the Staff Use Financial Market Information?

@ Pre-analysis plan.
e Run it once.
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Can the Staff Use Financial Market Information?
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Method and Model

Can the Staff Use Financial Market Information?

® Yitrh—Vitrhir = Cih+ BinlVi ey +vinl(T)+
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Method and Model

Can the Staff Use Financial Market Information?

@ news; predicts U.S. GDP forecast errors.

@ news; does not predict inflation forecast errors.
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New Data

Method and Model

Real GDP Growth, Current-Quarter Forecasts
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