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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.

* I would like to thank Dr. Edward Offenbacher, Sigal Ribon, Alon Binyamini, Itamar Caspi, Yossi
Yakhin, Tanya Suhoy, and Nadav Steinberg for their helpful suggestions.
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(2 N92V) N2 MPNIN NN OXPNIN

DTN NYAIN 935 D»AYN DYPWN Wvapnn

919Pwa DYPWNY DN (MY NTINY) 19701 DID Yy MY N1NI DYAPNNN DYpwnn T o
.10 KXY TR DIFD DY) NTTIAN IRNYNN DTN NVNYNA TIVIV
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Bmmny mham 1nna 025NN BYYPYNRA 12 NYav

Sy Y3 5y MYarn S5y MYarn
mbaryn N9Y oY
090 1220 0190) 1120
(4 MIVON) vIVa
(3 MIYON) (2 MYON) (1 MYON)
0.55 0.56 0.11 0.12 0.2 Nap—
0.03)
0.4 0.48 0.33 0.46 0.2 ——
(0.00)
-0.74 -0.76 0 0 0.2 T NN
(0.00)
0.27 0.22 0.21 0.11 0.2 BVAR
(0.20)
0.5
0.44 0.21 0.31 0.2 MIDAS
(0.00)
0.92 1 0.87 1 1 DYpYnNn 019V

.NPHRRNN p-value -N DY D»INVI

DOYNINN OYPYNN 3.1

NDD DWPYNI VINOWN P INPI OONPHN DTN W OXTTHN D51 ,1 NYIVN NYIYY 19D
(3 TMIVIR) 7292 DWPWNN DIFD DY NDN DY DOPWNI WINIWN PAY (4 MIVIN) MYN

9apnn L1-5 MY MY ROY ST ONTPNN DIPOY NIywN N»PN1a WALD ynan yivan

DoPYNN )9 Yy .(p-value:0.41) 1-5 NV DMTPNN DOV NIYYNN AR MINTY 1) XOV
M(2 nhava DwITIN DYPWHRN) 7191 DMIDI DYANNN DYPYNN DN YINOWY DIYSINN

PN PN TNINNY RY¥D) 7MONIN NTNNRA MDY TN POINT MIVIRD NPT QoM
%9 DY 90092 NPLON MNYN NN DTHNRD POINY TN V> OND N2 TW .(p-value: 0.76)

DYPWNI VNRNWNY VIMN D Y ONITO ORNND PPN XY (D-W) Durbin-Watson ynan
(D9 XHDY TN RO DTN WHNY

,N)2NT P92 TN DY TN MPA DY DTN IXNWNN DTN DApNNY YD0vn Hpwnn
3 19202 HYOVYN HPYNN DX DIAP> INY NMIN NPVLON NMY DY DTN YD NNIND NN PAOY
Y NPLON NNY ,NMINID JNNIY 293 .0MVYN DDTINN NPV DY NININN NPPVDMVLD NMININ

MNHN TN XOY 5711H2 (MSE)N»LON 127 ¥81H1 191010 DY9ApNN0N DYPWNRN DN DNIXIND DWOPWUNRN 1o
PVON NMY NYINND MZAPNN TIND MDT

DO TIN HNVIY VN PRY NNINNN YA DN 1 717> DOPYWNN DIIDY DIANND 177 Y0NINT J9INI D) 17
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-2 0.04 P2 My) DOTINN IRY DY NPVLON NPINVY NYYA ,0.11 NN NTTIAN IXNYNN DTN
.0.06

09NN NPV HY NNNN NPPVVIVLLYD :3 NYaAL

ANNYYN
MIDAS BVAR MDIVVLD | PIVMINPN
T
0.06 0.06 0.11 0.05 0.04 VDN P YHNIN
0.02 0.04 0.06 0.02 0.03 MOVDN I NN
0.60 0.69 0.99 0.50 0.59 MVON HY IR0 PN 7Y
-0.56 -0.31 -0.41 -0.37 -0.21 MVON HY K910 Ty
0.05 0.06 0.11 0.05 0.04 IMMVON HY MNY
0.04 0.57 0.70 0.31 0.67 noon Yv Skewness
3.31 3.27 3.74 2.56 3.28 moon Yy Kurtosis

DOTIND NPVDONPRNY 3.2

VINY ,DY9TINND NPLD P PPN ORNH DPPY NIPNA YD ,YAN NX)1ANA MDY NN
ORI TOINNND PYT DX I9Y T NOOPWNN TINNN NPVO DX PN DOV HPwNa
N NNNOIY DX NYD .ADOPIVNRN MINNN NPVLD NN NN 1IN ODHVN HPYN1 YN UNY
D»2PNN DMIRNNNIY MYV NN 27N .DDTIND NPV P DMIAPNN DMINNNIN NYIN
DMINNNY DIV 4 NYAVA MINID IV 19D .ANNNY 1DPINY DN DOOUN HPWN1 vindwm

.DINNRN DDTIND NTTIAN INNWNN DTN P2 TINMAY,DDTINN NPV P2 D) DMIAPN

DYTINN DY NYLON PAY NTHAN NNNVNN DTN DY NPVLDN P2 TN DNAN OIINRNNDN

Y9 Yy IDHVN HPWHNN NN DD NTTIAN INNYNIN DTN NTIYN DY THNX Mipa DY DINND
1’2 DNNNPNY D95 ,(8-) 7 MINXNWNI) Y0 Dpwn Hapd ©XY 71NN PN NHX MYDPN MNNIVIN

12



MHANONN NYIW L,IANY DY) DOTIND P NPV IYIY DI ,IANY M) OHTINN NPLD
15999 Ypwn nvapy

091NN NPVY P2 OIIRNMD :4 NIV

MOMNPN BVAR MIDAS MOILLY
0.13 MIDAS
0.62 0.33 BVAR
0.60 0.58 0.58 OMNPN
0.86 0.71 0.73 0.59 N7 INNYN

.0.7-n DXMN DNNRNNDN DIVITIN

MPYIN/,NONI NI MINVN NYOW 1N DDTIND NPVD P2 OMNIRNNY MIYIN YONINN 110N

NP2 MYLY DXV OOTIND 1D YY .DDMN DIN OOTIND DIVYW MNVYN NYIVNI PVNNID

T

INNN 995 NN OXPYN MNWS PONI ,MINININD DMNIN DY NHPRNNN DX PRIYD PITa0 1N DY
S NYNINN NOOPWNN

.DYNINN OOPWNN I DY DMIAPNN DWPWNN MDY DODTINN NNITIN — 22PN 2309

DOWXINN DYPWNN 29 DY DMDPOWUN DOPYNN oY DIDTIND NMIN —ODPOW 1339

DTN DRNWNN DTIND POV SPYN SapNn Nt NIPNI)

1
.2

,09%9uN Ypwnn navIn ANKY) (-1)-9 NP P OO0 NIV NPV P ORNNNY DD

NN, MY NIPHA .IINND X290 PPTY YN NP KIN 19N NIPN D271 NVYW HY NPVON

ION APNN 2090 NPLOY HOPHVYN DN NPLD P2 YAPNNY OXNNN IOWN DPvNn

W1 NNNONA HAPNNY 99970 NPWH 120NNY T PPN MM Nt P 2w . (-0.934)

NYIANND N IRNIN SVNININN PONA ININ ATV 29I, NPVON MINRNND 1NN YN 1ON NPVON

SY NPLON P2 NP2 M2 XAPN DRNPY DMIWIND IPAPNNIY DOHDIVNNN DIPWHNNIY To DY

1NN NN PIANY YHON 112 IV ,D5TIN NN NINNN NOIPIVN TINNY INMO MXNWHRIY 9 9y an '

IOV Hpwn NHaPs HYON

P2 521NN DRNNAY NYOY I K9 12 99 ,(-0.894) SW ONNN APNN (2011 ¥91) NN Maxn Non NS 7
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IVAND YSIND DIOPYN DOV HPWNI YW 1T ORNND 518 T DY PINNN 2207 MY

ANINY 9D NP 157 19INA NPV NN WY

) L3702 HIVDPN 9IN NN NPVLON NN WNNNHD L1 PRI 297D J9IND DININD NYN 02T
DXVN ,(DITRA YD) 221NN (DIND )MIDN) Y2POWN D221 P2 DIANN IYNRIY MNID
209NN P9 AN MNP 1N) NPVON NN POLPN TN ,(PIVA YD) TR HTIN Y795 ONMN

YN SN 8239990 MOV :1 N

1.2
0.8 A
I\
I
I
0.4 / |\ //\\
o _ / A AR
/ / \\ r\ I\ / \
[__ / \ \ AN \ 2 <\
0.0 — \y/ Vo I/ 'J',h/ ¥’/‘\\\\ //\)e(\ AVAY, \
\ RS M ST VAR S
: \ // ~ \\ I\/ \/ \ /
0.4 v, \ ] ! \
\/
\
0.8

2010

—
101112 1 2 3 4 56 6 7 8 91011121 2 3 4 5 6 7

2011 2012

— — 7w 21D nrrvo
——— 1I'nn 2N NI'Lo
————— TNRAN 7TINN NI'VO
09KN 17

S (9IND2 PIIDN — VIV YXIIN) OPD ANNIN NOIWN DY NPLON O NN VSN 2 IPN
YMIYHYNT NDYN NN 297D 19IND MIXID N PR (P12 12I00) NYSINT NOPYN NOOY
oonn IPY NP MNP NYXIN NVIYN DY NPVLDN) NYNIIN NVIY VINOPWNN YN

.D»YYOUN DWVPWNI NN INKD AN YOV 213770 PN 20

N2 MWNN P9 THON DI TAY XINN NP>T2 195 DTIP ANV %93 .DXTHN TN NN NTY 75 19 Dwd v 2!
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YN DTN VIVIN YHNND NVIY NPVD :2 TN

— 77—
101112 1 2 3 4 5 6 7 8 91011121 2 3 4 5 6 7
2010 2011 2012

— — LIYD YXINN NI'VO
----- TANNN 7TIMN NI'0o
09KN 17

MO NPNN DV MNIY 3.3

(out of sample) £X71Y YINN OINAN : NNHN BV .3.3.1

MNWA NWY» 72770 .(out of sample) OXTHD XINN NN WHNWI NN 20D NN )INAY TN DY
NN 991DN PPON XN TR0 DY DMINILVIND DYPWNN NN IWYN) NIYNXIN 2OV .00V
DXYT THD Sy — N MNVN 1Yv1 (in sample) ©NON YTIND TV DXTHN NIXNNND NPIXNN
SV S92 TTHNN NPLON NX — (out of sample) PHNN OITHD D/APIWN D/YTIND NX H1ON

NANN I TV JIYUNRIN 2OV IRV OOIMVNIND OOPWNRN 19 DY NAVINNDN NINNN
: DY977 NV

.One step ahead — 2apwn wTINN MM DITHNN PON TID DY DYPYH IWN .1

Cross — DX DYDY Ty DOWTIND D93 NN DXTHNN PON THD DY DOYPWN N .2

.validation

-9 15 P2) DMWY D12 in sample TN DY DY 190N 19V NYYNY NN MPITIN NV

NNV TIN DIRD ,MP>TAN 595 DY NPVLON O SYINND NN NN 5 NYAV .(NPINN 21
(VW Y$INN) DI NOPYN 19IND
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NN NVXWNN O IWNRD out of sample NN 50%-3 DY NBY Y MP TN SNV >0
,DP2 NN NVOWY PN * NI (1976) Granger-Newbold ynan .nysimnn noowy oo

1912 MPNAM NP2 NNY ,out of sample-N MNKINA PN NDW VXN NYSINN NOWWN
.0.1%-1n

X125 \INH NPT MPODN P2 YN :5 Hbav

DOPINN BIYPYNH VIV Y8IIN

0.017 0.032
(apyy vwnn) .1 49991 7472 *MSE
(0.016) (0.043)
[0.13] [0.18]
0.020 0.040
(orap)y ©OUIN) .2 9901 7972 *MSE
(0.006) (0.020)
[0.14] [0.2]

NPV MDA DY IPNN NPLO MY’ OMINDA
L(RMSE) n1»von s »yxinn Hv DOvnwn Dwan 0Xyan 0»Inoa
NPVLON AN YHNN *

NP NPNN — DYPYNRN MY .3.3.2

ToW DXYTNA OWIAPNNN DWPYNN NX N IDIAPNNY DOPYNN MDY NN NS 1N DY
A5V MINAY) HY19 TIVOY DOPYNN NITYD INT N NPPTA .22 TV NYasN 15-n 07N
DTN IO DXTH THO DY PNUNY

022077949 DYYPYN :6 NYAL

NNYN 7m
MIDAS BVAR YOOIV 0MNPN 9193
N3
oxmn
0.62 0.12 -0.70 0.63 0.32 15
0.58 0.17 -0.70 0.61 0.34 16
0.59 0.16 -0.68 0.61 0.32 17
0.58 0.16 -0.67 0.60 0.33 18
0.55 0.19 -0.67 0.56 0.37 19
0.52 0.19 -0.69 0.58 0.40 20
0.54 0.19 -0.76 0.51 0.53 21
0.50 0.22 -0.76 0.48 0.56 22

NPOD P AINT 12 ORNN TDIN YT IPN NI DINK 1IN DN NN, NPINN NN PO Mt Jnan =2
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DINWN DPIIY TN ,D0WIAP DINYI DDPWHRN MDY YN 6 NIV MYANHNN MINIININ
SPYNA NMHY DN DMIPOYN DMIVN (NPANN 22) XDND (NPINN 15) YPHNin DX THNN Hayna
22(0.15-2) 00V YTIVN YPWNI NTIN (0.24 -2) MIVPMPNRN Y TINN

DYNMYNRYN 0PN ,DXTIN DTN NPYNND DWIND ,D¥OPYNN 17y DMV ONN PT) NYd
S5v DX Yapnnn MSE-1 yan 75 ovy (MSE) nyvon »»125) ysimnmn nnnan Sy 0onna
,(6 N2V NIVYNIN NNVN) NPINN 15 DV DITH 29 DY WAP) DOPYNN TUNRD NPISN 22
N¥P) (6 192V NNINKND NNYN) NPASN 22 DY DITN Y9 HY WAPIV DWPYND NNT NN
,(NMPANN 15) MIVYNIN NNVN MHPWNI DWNNYN TUND 0.015 1PN NPLON MM YSINNY
DIV N NT YD L(MPAXN 22) ININNRD NNMWYN DPYNI YIDY NUY) TWURD 0.013 nmyd

.0.043 >NV VIVA YNNI VIOV DIPNNN NPVDN M YXINND NON TINMI

TIIN DTN DXWANYN 197 1DOR SMYNDYND J9IND NIYOVIN P MINXSIND ONND PITIY 9020
OYTM 4 DY (2012 *51-2009 M29) NPIANN 42 DY DITHI WHNWI 1D MVYD M Dy Ny
MM (NPNNN PONI QLY IPIND YN XY NINY Nvn L BVAR-N 57 nx vnw))
DXTD Y9 DY WAV DWPWNI VIV NPINN 42 DY 0x11na (MSE) npoon »w1a1 yximna
42 5v DYTN X9 HY WIAPIY DYPYNI VINWY IMN NN ,(DXMNND DY) *Nasn 26 Hv
vI9N .NNNNNA ,0.042-) 0.046 Yy D> 1mY (MSE) Doy mnnw x¥m (TN Dx1n) nyasn
M2 NI SPIXNIN DMNYD NN 7N KXY THIIN DITHI VIDIVY NIRIND 1T IMYHYN dNoa

DYPYNI DYNY DMNYNY NXIND NIN 1D 19D .NPVDN MM YXIIN NNNONA DOPWND WY
Znpoon »y117 NNNON HW DXNIINI DOMYNWN DX T TIHINY

D10 DTN 991 DTN ¥ DINIIN ,(DINDA DIRTPNN DD Y23 N5 HTINY NMT NP>T1 DY >
.1-1 PN NNV IR DNDTPNN

VAN 26 MNAN 935 PP ,q0IV 19INT TANNA HTINN NN PYON IwNd 2

DY DY TIA DTN 29 HY WAPIVW DPDONPIN D9IPWHN DN¥IN 2 N 2

O 1 NP 1IONN WN ,( BVAR-N 5711 X5Y) naxnn 42 Y DX T02)152pNNY NPVLDN OV dYNInng 2
919> 927N .INPN NP2 1IONN WK L(BVAR-N NN H59157) N»axnn 22 H¥ DX 7H2 NPLON M2 YNNI
DTN NPVLDN PP YINN NN DIPTIA YN .OXTHN TN MYIN X BVAR-N 510 bv nvonwnn yao
N YNINNA NMOYN 1D DY .0.015 1N NPVLON SN YNIINY Hapnn, BVAR-N Y1 855 nyasnn 22 v
BVAR-N 571 nounwnm X5 DX3THN TIIND MPUNN DY NYVON
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IANND DN YU IOIN 4

YT MWD WTIN TN DOPWNN DY NITY TV 1190 PYTO NIND >, 007N DTN SDva
NN Y9150 DX 9 DY 1AWINY DMIDVIIND DOPWYNRMN ,NMYIIY YN 9D HOPIW win
99NY UTIND MM

DYPNNN TTH NN DMV DDTIND .OITINT DMWY DNMNND ¥ NITYN MOND qONI
DTN MNT .ONYY NTNRRN NI DX DMOYNN OMPY DY TN DMWY 19IND
1IN NYRD DY TPIYIN NN .DYID DYIN NNNYND DMWY DOPYN DNY DIPNYNIY
NIPNY NN MNOYNN TN TUN S00PYN ,OPp NPYNY NIPNI : XN NVONNN D9 1 DY
.92Y M) NITYA YDVPRITVI NN INAY YXIIN YTN DTIND 2WN STIND ONIVOYN NPWNY

T APNNA PTY OXTNA DTN DI DY D) DY NTIN NVINNN DDOW PIND v

(=) =24 - SN -

VIV YXINN DY DD NDDIANND NPTP TR YTIND NINY IPNNN NDOVNY TPXDIONRN MINDN
M IPNN 21PN YTINZ 1998 D0XPNNN TTH2 DINYY MPWN NN DIIND DTN NYINN DY
N2NN OOV HPWN DN TNRD PANIYNIY MY J9IND DWOTINN NPINN NN YOPpYH Wwsn
DNNNA DIZIN DRONIVIAN DINND DIXONMNN NINI T NYSND IRIVD MMNPN IPID IpNNN
PN IPNNN TYNRNL .ONN PIND DO DPYN NPIVNY 1ONT ,0DTIND NPLVD P2 SAPNN
NVXYN DY TYRD D NMINID MRIIND .ITIINI NAXNN NYSNA MIMNY NPPINDN NINKIN
-3 YW NMDOY) YMYNYN 19IN 19NN NINND PPTY DIRNIN ,NYTNN NOIWY NNMPN OPYN
STIN NYYON YD MIRHINDN NNY T .(out of sample NN NPVLON N YNNI 50%

29PYNN INLNPYN DY NOTY IOV HPWN HPY

, 0NN NPPTHN YA NWN 22T NP IPNNN NDVN NONYY MINYIOPRD NINN
NPINN NPOTHN SYAIPY POD> N NMUPITINI NDY .OPNN MDY HY NNIYO NININD
.MVYNNN NOAP TONN NN IOYN INY MPITNI

PN DWVPY NNONL OOV HPWNI WIMYY MAIND MTION NN NN IPNNHD 0N
DNNYN DWYPYIA D) DN NI 1T MIIN .NPVDN P2 2PNN DRNNN NN INID IWIND
DY DINWINIA DN )2 DY NPNN NIDY NN 19V DXINN D»HoYD
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1= 24a¥> 15 R {

$19989 ©Y99NNN T MVNY YT INN NIYN-1 NAD)

TTH 5Y OMYNRIN DXDYON 10-1D TNX D30 NITI NPINN DY DDIAN —OVDVVD DTN .1
, N2V PIMD) (D901 D270 NPIZN MY DXPYDNN PHNI) 19I¥D DIPNNN
.(2006

55191 TR NPINN XN DD NMIPY DY NDXANN DY DDIAN — VRPN ITIN .2

VIS, NMIPIN MON NONN NINWI DXPNNN TTH — 7N TTA0 NINN NIYNNNI
(2006 ,p9OR) AT Y NIN,NOYIN

TTRN : DNNVYN DY NOIYN Ay MIND»2 NVOWA 7NN VAR b1 — BVAR 971 .3
NIXY INIY 232 172257, P9ODNN YW MDY TPXDAPIND PN DTN PYO NPT XOD
PV NN

INNYN 1271,0°1PNNN TTH2 MO VIR NRNYND — DXNNND TTHY NTNA DNNIVHD .4

(2009 PPNIVY) TTH2 TN PYOD NTIM
DN DIVIY IWAND DTN .NY NMVTNA O DY 0D1an — MIDAS b1 .5

,N207) NYNOINN NANND YT DY PN NYPTNI DPHDIY MTNND Y PNN) D10
(2011 Mo

BVAR-9 51 X599 an91 03113 025099 D9pYn-2 nav)

—

91
MVOIVLY MVMNPNR NN ANNYN MIDAS 5119
oy711n
0.38 0.09 0.24 0.29 26
0.41 0.10 0.17 0.32 28
0.58 0.1 -0.02 0.34 30
0.58 0.1 -0.07 0.39 32
0.57 0.1 -0.08 0.40 34
0.53 0.15 -0.06 0.38 36
0.54 0.15 -0.07 0.38 38
0.55 0.17 -0.07 0.36 40
0.48 0.26 -0.12 0.38 42
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