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Epilogue

A British Chancellor of the Exchequer who suffered more than others from the
major forecasting errors made under his watch decided to take revenge on the
technicians and declared in his Budget statement:

Like long-term weather forecasts, they [economic forecasts] are better than nothing …
but their origin lies in the extrapolation from a partially known past, through an unknown
present, to an unknowable future according to theories about the causal relationships
between certain economic variables which are hotly disputed by academic economists and
may in fact change from country to country or from decade to decade (Healy, 1990).

Granted, economic forecasting is an art almost as much as a science, and is emi-
nently fallible. The very etymology of the word ‘forecast’ combines a reassuring
‘fore’ – ‘in advance’ – and a more disquieting ‘cast’ – as in ‘cast the dice’. In fact, even
the best forecasters cannot beat what Knight called uncertainty (as opposed to risk),
namely, what we don’t know we don’t know.1 Hence, calculated confidence inter-
vals may not properly measure actual forecast uncertainty. Equally disturbing, the
best forecasting models may be outperformed by cruder ones, or by merely pooling
the forecasts lying around in the marketplace. The reason for this paradox is that
any model is at best a simplified representation of reality as observed in the past, and
that economies evolve, are hit by unpredictable shocks and undergo sudden shifts.

That said, the past does say a lot about the future and is ignored at one’s peril.
Models can cope more successfully with measurable uncertainty than a Chancellor’s
or anyone else’s intuition can. While individual future shocks are unpredictable,
they can be expected to average out to some extent. If they turn out to be broadly
similar, on average, to those witnessed in the past, and if there are no overlooked
structural breaks, the model-based projection should be on track.

Forecasting techniques have improved a lot in recent decades and are playing a more
important role than ever. The statistical infrastructure has become far more elaborate,
a wealth of empirical evidence has accumulated, econometric tools are now much
more sophisticated and the role of forecasts in decision-making has been clarified.
Despite their shortcomings, economic forecasts are thus used routinely in the public as
well as in the private sector and beyond. Governments, central banks and other official
agencies heavily rely on them, as do private firms, citizens and others, both for deci-
sions pertaining to the near term and for ones that have longer-run implications.

Going forward, the conceptual challenge for forecasters is not to strive for impos-
sibly complex and accurate models: on the contrary, some large-scale econometric
models might benefit from radical streamlining and from the incorporation of the
most robust features of the simpler models. As to the practical challenge, it remains
that of adapting swiftly when mistakes are discovered, so as to avoid repeated fai-
lure, and of communicating effectively with users and broader audiences.

1 Knight (1921) famously contrasted quantifiable risk (randomness with measurable pro-
babilities, which forecasters can cope with), and uncertainty (randomness with unknowable
probabilities).
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