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Intuition-building example for Waggoner & Zha (1999) & Maih (2010)

Example (Simple model — 2 variables, no dynamics)
x| |a B ) v > (Ti 0
| |y 6 u™ | Y710 o2

Problem (Best forecast for 7t, provided restriction on x 7)

x=x". a=? (@07 =?)

\

Solution (Involves transmission mechanisms and ¢ : )

DAl w-o?
1 r = A 7T
= - X n =
PR and 7T =qyu*+du
Z 2
u ﬁ'an
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@ National accounts

Manipulating shocks or structure:

@ Explore results at each step
e Changing future o (of future surprising shocks)
o Changing parameters (the , B...) — less surprises are required
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n endogenous variables

Restricting endogenous variables:

December 2010 as an Example

OB_DY_AAG| OB_DY JoB_DIM_AAG] OB_DIM JOB_DC_AAG] OB_DC
Mar-09] 2.84% |-1.12%] -1.30% [-13.43%] 1.21% |-1.16%
Jun-09] 1.39% |-0.13%| -7.11% | -022%| 0.67% |1.74%
Sep-09 0.38% 0.43% -11.34% 3.18% 0.66% 1.06%
Dec-09] 0.24% |067%| -12.96% | 1.22% 1.69% | 1.69%
Mar-10] 1.08% | 0.53%| -6.42% 2.63% 3.68% |-0.13%
Jun-10] 2.25% |0.66%| 0.29% 2.67% 476% | 1.19%
Sep-10] 3.26% |0.51%| 4.75% -1.77% | 5.28% |-0.10%
Dec-10] 3.82% |0.47%| 7.95% 0.07% 517% | 2.00%

Mar-11] 0.47%
Jun-11 0.47%
Sep-11 0.48%
Dec-11 0.53% 5.20% 3.50%
Mar-12| 0.53%
Jun-12 0.53%
Sep-12 0.51%
Dec-12 0.47% 8.20% 3.80%
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The forecast process

December 2010 as an example

Considering implied shocks:

December 2010 as an Example

Hist std 0.09% 0.15%| 2.40%|] 0.77%) 2.28% 1.12%)
ETA_FW_ROW |ETA_GR_Z|ETA_H|ETA NU|ETA PIM|ETA RP_FX
03-08 -0.55 -0.30 DR 5V BXPANR. | mvrer 5o oy
06-08 -0.05 -0.96 02100 NXY .82 | qwnnar,xatn
09-08 0.02 -0.45 msborxn Py D2
12-08| -0.81] -0.20 TR Amax” o v by
03-09 X12°0 NN"s NX 10N 3.5 ;::I: .';.:;:;::
06-09 .DMNx 15 S % 1yeh 0.23 2MEDN ARD
09-09 10" DA "aon 0.02 N
12-00f = o] _nxnown mn neyns 072l o016 0.65
I ew [ o™mapv ame T o

03-10| ¥ normal .(?mw‘;ﬂ) n"vy 'yn;r DA 0.44 1.29 -0.5%
06-10| Jabroad - . - 0.10 0.91 0.69
09-10 -1.59 0.06] -0.07 1.27 0.01 1.47
12-10| -0.42 -0.23 0.29 1.09 0.78 0.26
03-11 0.00 -0.23] 0.54] 0.91 0.15 0.49
06-11 0.00 -0.04] 0.00] 1.03 0.34 0.49
09-11 0.00 -0.21 0.00] 1.14 0.25 0.49
12-11] 0.00 -0.07 0.00 0.99 0.15 0.49
03-12 0.00 -0.04 0.00 0.92 0.08 0.45
06-12 0.00 -0.01] -0.03 0.85 0.10 0.45
09-12 0.00 0.01] -0.02 0.68 0.15 0.40
12-12] 0.00 0.02] -0.02 0.69 0.14 0.40
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Models involved
The forecast process Conditioning on endogenous variables
December 2010 as an example

Manipulating future o

December 2010 as an Example

Pushing away from certain shocks
towards more desired ones

0.82% 0.46% 0.09% 2.40%  0.77%
ETA ETA_C ETA FW ROW ETA H ETA_NU
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The forecast process

December 2010 as an example

Changing structural parameters:

December 2010 as an Example

Scenarios:

Backasting
Parameters' names params Baseline_1 2 3
p_rho_drp 0.999
p_rho_f 0.150
p_rho_fw_row 0.990 [ 096 0.96]
p_rho_g 0.637
p_rho_gz 0.765
p_rho_h 0.935
p_rho_i 0.896
p_rho_im 0.000
p_rho_im_row 0.000
p_rho_nu 0.799
p_rho_ob_dpy -0.204 0 0]
p_rho_oill 0.646
p_rho_oil2 -0.424
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The forecast process

Direct interventions:
December 2010 as an Example

Models involved
Conditioning on endogenous variables
December 2010 as an example

FX Risk-Premium Shock:
For otherwise strong appereciation.
Quantity: average of last two years.

Domestic Markup Shock:

To capture the housing component.

Quantity: first running without housing.

CURLYPHI_H ‘\ ETA_RP_FX
Mar-09] -1.59%
Jun-09 0.88%
Sep-09] -0.24%
Dec-09] -1.71%
Mar-10] -0.23% -0.63%
Jun-10 0.86% 0.77%
Sep-10 0.64% 1.64%
Dec-10 1.30% 0.29%
Mar-11 2.50% 0.55%
Jun-11 0.55%
Sep-11 0.55%
Dec-11 0.55%
Mar-12 0.50%
Jun-12 0.50%
Sep-12 0.45%
Dec-12 0.45%
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Monthly analysis

@ Staff forecast into 7T report
@ Monetary planning

Review of baseline
New indicators & quantification of their impact
New scenarios

]
o
o
e Issues requested in the previous monetary planning
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@ Improving cooperation within the research department
e Models & data compatibility
e Working procedures

Model-fit tests

Addressing uncertainty (degree and direction):

e Hard-conditioning based fan charts
e Soft conditioning

Addressing certainty (tax, interventions)

o Perfect-foresight based forecast
o Partial-foresight based forecast

Debugging, user interface, analytical tools.

Teaching new team members
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