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The Weighting of the Bank of Israel CPI Forecast—a Unified Model 

Dana Flikier*

Abstract 

The Bank of Israel Research Department's inflation forecast is an important input in 

the formulation of monetary policy. The one-month ahead forecast is currently based 

on a simple average of five models which project the change in the Consumer Price 

Index for the upcoming month. This paper proposes to weight the models' projections 

differentially, and to assign one of them a negative weight. The new method offers 

greater precision of the forecast—an improvement of 50 percent in the mean square 

error in out of sample tests. 

The results also indicate that including the model which was assigned a negative 

weight is preferable to removing it from the weighting. The paper presents a 

theoretical basis which illustrates the inherent benefit of using negative weighting, 

which derives from utilizing the positive correlation between model errors. 

Furthermore, professional literature and empirical results which support the 

theoretical basis are presented.  
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