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Assessment of Inflation Forecasts by Private
Forecasters in Israel

Mickey Blank™

Abstract

Private forecasters’ inflation forecasts are one of the important indicators examined
by the Bank of Israel in its conduct of monetary policy. An assessment of the quality
of those forecasts and finding the combination of forecasts that provides maximum
information will help to improve the reliability of the data used in the decision-
making process. This study reviews the methods usually employed to assess and
grade inflation forecasts, and applies them to those of the forecasters in Israel. It also
examines whether different combinations of forecasts yield better results than those of
any individual forecaster.

In the paper the forecasters are graded by quality, grouped according to the horizon of
the forecast. The correlation of the grades between the groups was very low, and in
some cases even negative indicating that forecasters specialize in different horizons.
The study did not find any forecaster whose forecasts scored a high grade in all the
horizons examined. It was also found that certain combinations of forecasters predict
the CPIs more successfully than using the simple average of the forecasts, i.e., they
reduced the mean squared deviation, but these forecasts were not significantly better
than the simple average. The author therefore recommends continued use of the
simple average of all the forecasters as an indicator of future inflation.

" The author thanks Roy Stein and Eyal Argov of the Bank of Isracl Monetary Department for their
helpful comments.
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Sy VIVAN YINNN DY SHPIVN YNINNL WINOY NN AINT MYYD NVIVI 177

YSINNN DV SPYNN P Y MXNONNN I0NI9 .OLS-2 nTnxNm mopwnn

ANY 99T yw Y33 OLS-a nmnxnm Spwnn e (1-y)- ,0wen

YXINND DNNM D) MOPYWNN NT DT MYNNNI .YSHINND DXOIDND MOPYNN
2WN YN PADY DIVAND DN

09899 XY mMYpwn — Nonlinear Combining Regressions .7
,IONTD 10, MANNNN NPDINID NPIND MDY NDO PR N NVIY 29 DY
oY) 12>72 NPINNN DY ,NPINNN DY S92 MNNN MNWNN DY MOMI N0
(PINDD NDY NPYID NPV DN 7T D’ NPSPRIVIIND

2 (12)
Yk = & +ﬂ1y1 +ﬂzy2 +ﬂ11(y1 j +
t+k,t t+k,t

t+k,t

t+k,t

t+k,t 2t+k,t

2
ﬂzz(yz j +:B12y1 Yy t+é&
t+k,t

MPNINIM STNN NN T DY DIIYN NPINION IDIN DY MDYNN NN
TOINOION NANKNN MO OX : 5, sy, [, -9 DYTOIND DY MOLDLLON

.0- PN JINT DMNVY NPNY DTN DPN YN DITOIN ,NPODN

B©901) OINNND

"An Evaluation of Inflation Forecasts from Surveys Using ymnna ,(2006) Croushore
survey of 5wy Livingston survey Sv mx99»RN n»inn nX 7y Real-Time Data"
SV MK NPYA HYX2 NN ,ININN MPNN TR MW MYNNNA Professional Forecasters
(T2Y>72) OOINPIN NRNIN,NPYA MDITD ININN MIPNN TTH2 NN DY .]D'\Sb O>PNNN TTN

: 070 NN Croushore 1 ,(1966) Theil y¥nw 95 ,mLIN NPINNN OX NP>T22

Tpg =Q+ PRy, + € (13)

t+k.t P

.a=0,4=1:0"pnn DX NINN2 NV PN

. (1983) Makridakis and Winkler : o3 w1 '
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MYSNNA , 7T AN N2V L,NAYTN NN YAPOY NPINNN NN 9YD 1N ROY NI NI
n
t+k,t

: 1Y Y0792 1NN NNIYRIND MOININ NINIIN

T =a+pr,.., (14)

190N NN TNY XIN DPYD 1ONNY DNNIANN DY GON

o Ny ) ARIMA 51na oownnwn oxw arn (1979) Pearce - Pearce test
NNMN PV OXTIN NMPN TN ,Livingston survey S¥ mINNa QUNND 20 AN INYIOINN
298 ND 19N MINDIPND NNDY NPN NNINY NPON> NINP

DY79N0N TYNIY PPON XIN AN NIV NINN PN N ARIMA Y1nw nxn Croushore
DN NYNNVY ,DY22PN DNNIN NN MTMY 1PN NPINNN ,D3VIVN NIV NINP NNHPN DY
1AW 0NV NONNY ,2004-1971 AN NI NMPN DY OYONONWI TN ;Pearce test NN
,TIVY NN .NYN DINN MTIIY NPINND - VAN NN DOYNRYII TPV NYIVIN TPNDIIND

YD) L ANIND OPNN TTH — 59 MNWNHN NN TPPON MIDN NVNN NMYL SV NOIWIN
INNRD ONY 3 TTMVY TIVI DY THINYNRIN NIYTIND INKRD MY TTOIY T TTHN NN NNPY

TTMW T N benchmark-1 »PWn %95 TTMIW NINKD TV 1Oy TPNURIN IYTINN

Y NOIYNN DN DININKND ON DMNNIN TYND .0 ONINND DNMN MYNNHNI
N0 MNS NYPINNN

nrinn nx 0»M31 ,"Evaluating FOMC Forecasts" o9nxn2a ,(2001) Gavin and Mandal
oy 0P MmN N- FOMC-Federal Open Market Committee S¥ mI859)RM 98INN
NN nYinn Sv MY FOMC Sv nyinnn prT NX 0MyYN 0N .0NYY NPOTHN modvn
57m Sy ,(Green Book) 0> 1nn naym S apnnn nny nvinn v (Blue Chip) 0190
DN

NNNN NMIVA (midpoint) YNNNN NP NN N2 DWPNWN oMY FOMC-n Sv minnn
FOMC-2 nyy»11n »y21p H¥ NPYWRN

:THPINNA PO HY VIVAN NN IPINDN XY DN NAPINNN DY MVNN N1NIAA

(15)

Hy:a4=0,=1 (16)

”Hk =a+ ﬂ”t+k,t + ‘C"H,(

NIYVYNN NN 0'MT OX D) "3 Nyvy ,(1990) Holden and Peel v ynann nx o) 1p7a NON
:TPDNIN NYIN KIN ONYY IN2AN .MV PN XY NPINNNY 1IN PYTY NN

7=0oNnnpm 7, —7.,, =y+e  (17)

t+k,t

INN DY NYNINHDT MYV N ,DIND NP ININD NINN DY NYSINNN MYLNVY INSD ON
PNDAPNN NYIWI AN TINN NNMPY,NAPN RO 7PNDIIND
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NIVNNNY NP IR XN MIRIND Y9 O N2y FOMC-n Yw nminnn OX P72 0N 19 1O
NMYLI YNITO ORNPID N XIN TID (WON) NN ; MNTIPN NPNN NMYLN NN D)
IXINN DY MINNA TURND NIN - ININY 7PXTINNI NPINYI YNITO DN XYM 1PN VNN

.DWwNN 18-

(M) NPLINVNN NPINNN DX NPYT P Yy ¥y MY nx NN Gavin and Mandal

5¥ 0N .NTIPN NAPNI NN NPIYL SV NYOWNN NX 121 ,INTIPN NNPNI HN91 Mnwnd
NMYON YY NHTIPN NNPNA MPYYAPNN NPNA NMYV YW NANINN NYOWNN NN IPTI DN T

A

WY POV L H, =0 nnon naywnn L7a09) NoND NMPN1A (k) ann »vna
NN

.. =a+pek,, + & (18)
N DN ,NANN NYIYN DY DMIPN 3-1 P NPININVNIX MNTD IWIRNN OMIIPN 48 TINN
3 YT DY VIDIY NUYI ROV

N OPTA 0N ,MINK NN (encompass) M»dn  FOMC-n nvinn oX nprT1aa

=a,+ B ve (19) :nxnwHN
t+k,t t+k,t .

Yk _‘),}1

29Tm OV YPRN SO XN 15T, F, =0 oN
MV XNIN YTINNN INY MWV P IND FOMC-n Y¥ nyinnny NN NINNIND
899Ny FOMC-n 5w nvinnn .Fed-n Sv nnx 5¥1 20790 91010 DY NPNNN 11D mMNad
- 1996-21 NYMNONN NMPNT TR ,P0I9N TN DY NPINNNNI YNIN DTINDN INY MV PN
Romer and bYv 3005 ooxnmn Ny X0n Fed-n v 9pnnn nnsg nyinnmn maw mno
DIPNPINNIAYY 079 ¥yNY Nw) Nn»n Fed-1 moonnn »Yapnd »adw ,Romer (2000)

209N NN DY IONN MW PV Green Book-n ninmn by 1501000 nywnn

:DIINN NIMO1 0ONW (2006) Ang, Bekaert and Wei
"Do Macro Variables, Asset Markets, or Surveys Forecast Inflation Better?"
MY 0 MNYIPND NN DN (Surveys) 0MPOY NN ONNWN
:TPNDAPND NPND MOLIY YIIN ONMI ON
; ARIMA(1,1) — nyny mnTo HYY 097N — mOuNNon noew .1
; TPONOIN MWD DI TTHI MYNNYNN NPDNT - DI NMPY OV ST .2
;s MINIVN YNPY DY SNYN MIANN DY TNPHNI) DYDY YPNN DY DDINN YN .3
Livingston, mPN29»ND mINNN DY OIMWNINPNN D8N YN DYIPHN DIPO 4

.Michigan, SPF Surveys

: DMWY 90N NI NN 1IN

PIPNN MW Y2IN P WD PYNIN IPNRN MY .1
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DNY DY) NNNN SV OHTINT NMINIZIN TINDNRY NPINN DIYN OMANHND .2
;13T N9 DY MINWNN NP0 NI NAYNIA XIXAND DIIWANDY ,HIRIVIAIN-IND)

DPINND PPN OV PmIYY 0OMA DMaNHNH L3

JDMIND NPXY NMIY MOLIY DX ON
;003 YN 1
;0P8N 2
; OLS Yy oomann ooypy .3
;DNY MOPYN DY DMINYDMI DTN .4

.DMONTN MOPWN DY DMINXDMI DTN .5
:TINAN IRNYNIN T 5Y MININD MNINKRD MVLIWN WDV

i (20)
yc = a)i yi +8t+k,t
t+k,t i=1  t+k,t t+k,t

ONIN DY TOIND TMINKD MOYOVN 19 59 ,OLS > 5y 708 @, 1OvOwn NuOwn 9 Dy

SN WY URID-NIOINNNY |, 0= 0 @5 + 0,040 PINODPI TN XN NANIYNN

5 NYMN DY MY MYPWR SY NN WRID NNYONIN M3 YN 299 .o ~ N(u,c.1)

YR NNDINNN Pvnnn STina (Ridge n»od Damv i=1..,n WND ,u, =1/n

!
5v Y0 NPNAWD 4 = {0...1..0} AHNTY TINN YV TR NDY NP HPWn Nondn

NN 0XIVN DXNXAN BY NPINNN DY PN YRIN NNDINN NN DPWn

Y20 DY) MIDN WY NV TPSDAPND MYV MINND NN ONYY IIPIYN MITPHRNNN
DONPIVD XY DTN DY MINNN MO NN OMNYNI DN ,7PXDANINN YNV DY NPNPIVLON
DTN DY MNVNN NDID NN MYN MISDINN NPINN DY NNYN OX DYPIVY DMLY
DY
: DNYY NPPIIND MINNIND
PO D) DNNIX DTN ;TPNDIPRND NVND MINKD MVOVN DY DTy DIPD .1
LDMNNPN DMIPD DY TN NMIND DM TY TN ,D29IN
.DMIPON )PYN N DMIPON DY AN MV NPINNN
: MINAN MX0NN INY DXV DIPO HY DIPWINIIY DIYWN DN
;YT DY NOYTY MND DY PPN N
;YNNI OV W PPN A

PN NN N MDIHIN N0 DMIPIY OMNNYD NN NNPRNNN NI )
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MINNY - MNP DXIPYD AN NIV MINNT DD TIT2 X210 1IN SNYN MDD YN
OV MINNIND ONNN2 D) NNY ; MDY Y TTNI DOWNNWNRN OO DY 1IN AN NN
.Stock and Watson (1999)

NAPNN NNNNN MMPNY INY MV NPINNY DY TIT2 D210 IR NPINN PPN
Rubpiary!

,TPINNN O NN WD INX NPIND 19010 DY VIV 1PINT VIV YNNI NIV 19N
72YN NN DY DODINN MOPYN DY NPINNN DY THINDD MMISPINIP IDON)
D98N UKD D) .NPINNN 9PN P2 NP DITHN NNIN DX NN YNRIND NNDONMN

.DYP0Y YN HPWNRN AP ex-ante DTN NPNYIPND NPINNN NN
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NMATHNND 9178 N7 HY I92919N DIY

NN NPINNN .DMVDILVLDY OMIVMMPN DIDTIN DY MODIAD DMV DININD NPINN
ANV 00N DNINYNY MAN ,PONN WY ,7PNDIPNRD : DMWY DMIIDI-1IPN DINVND
INAN PYTIOPN MIYVD TAN YN P2 Y DINTND NPINN
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1IN NPONNNY DNINYND DRNNZ NP NNINNN DY, PIT TIIND N7 19182
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I9192 NINWNRN IINND TIY PO NNV DXD7T2 NPINNN DY PIPS ONX PTIAIN 1PN
PNDAPND DINTINT NPINN DY DD NI TN NIIWNN NY DWA

DNV DXXIAN DVTIND NVIYY ,XIN YTIND ,q0IVN UTINN DY DMLY 1N NNV NN
.DONAN DOWTIND WY

D)T17N NN
;112007 579K Ty 2002 Y5 PINDN MNT OONIA 7 YW NN .1

LUTIN DY MINPND )00 DX PNNN TTHI MNPYN MYV NAVIN DN TPXDIPNN .2
s DWTIN 12-) DVTIN DYDY

PN PV MITIN NN N DOUTIN WY DNIYY PNDIPND NPHONN - .3

: OXYTIN DTN

; 58 — WTIN DY MINND NPAXNM 190N

;56 — DWTIN 3 HY MINND NPAXNN 190N
47 — OVYTIN 12 DY NPINNY NPANNN 19010

Sy MAD) ,PNONN YTINA 15-71 TV OTIPN WHIN 16-NHD D710 WD ToNN2 NN NPINND

: DINAN DXIVWINN VWYY NORND NPINNN DY .OTIPN Y TTON YTIND ToNN2 N9 I8DIND

1IN WTIN TONNI NPINND YW YOI ¥$IN 1wN — o003 %95 Y9pwn yewn .1
PN NNMN INNN DNAY DN 190D YONd

DDI9N DIXRIND TANRY DIVN NXT ; THPNMY NN DOPIVN ¥XINND NPNI = ANYNRIN NNN - .2
NN JNI2 NN 1PYY DY IINNN DX DTV IONY L, OTIPN TTHN DIDID INNRD T PI
UTINA 20-D 16 12 NNODMY ,TADD MNIYNIN MAXNN NNPYI OXTIN DI TUNI MINNIND

YT NXTY WTIN D22 ININKRD TINNN - TTHN DI 7Y ONIN U DY ANINND MNNL .3
19511P2 NPINNN NITY OXY,YTIND TONNI OININD DY NN PONN DMNN OX MXID
PINNN NN 19vND

D90 DONIN MW YWY ,NNPNN YD TNNRY DINTA IYIIR H¥ NINN P W 2002 %95 Ty 1998 A0 N0
.2002 5911 NN 1NN 19 . MINK MMPNY

PON DNMNND PN 1IDY, NPINNN HY DMWY DIMANNDN YD ,¥10N71 IR PPT THINR X2 D)9 y3mn 12
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NPASNN 10 DY YN ST HY 1IN PNAN PIVH MITNN OOVUNIN 12 D MPNDIIND NN
NN PIVH MIIN NPONN DY X TT0 WTINT MNINND

IUNRD ,DONINDN NN IN TAX NN NVNYNA ,DIRIND DI DY 12WIN DINRIND DY DINPNN
DY MYPYN DINTNY DXONPN YN, MYPYHN ONMIN 0919H

NINAD PDMNI ,MONINN NPINND MNX NPIYTAD OMNPTY MRNYN 107 DINPXN P2
MTTIAN NPINNN DIN DX INNYN NN, NPINNN YXINNHD TN 210 PPN

QININD P17 NI’NA
MY 9 DY KN MIXDANNNIN NPVLD 1AVIN DIXTN PPN DY) T OXTN DY NPINNN YD

: DN OYTTHN .MI90A DONPN DITTN

ME-MEAN ERROR NYLVLON YXININ

RMSE- ROOT MEAN SQUARED ERROR NPYIDIN NPVON YN YNV
YSINN YNV L(MPON ¥ ONX) NPINNN DY DPLNN NP DX PNAY YT AVIN NPVON YXINN
,OINNN NPV DTN NXRVINNDD ,NPINNT MOX NX PNAD YT AVIN NPWIDIN NPVLON
YWpPn RMSE-n 5ya »Ninn 9uXD ,AN12 NDYTHD INP2A MLVPHN NMVONN MNT PYTN NN

N2 VN ORIND X NTH N2
JON DT 29D DININN DY DMV DXNPNN NNT D MO

MNNN HON NINa

y o =atfy  te . INNWIN AN MV NPIANN DX PYTAY 715
t+k Ykt ’

H,:¢=0,8=1 :NIYWNN NN
DYTHN NNPN NN NTHRN NNPN .NPINND S OUTIN H5PIwn y8Inm 9 Sy NNWY) NPNIN
.DONMN NNRINT VLNAY X33, NPINNT NNVY DIRNNN

MLV PN DRINA Y5 SY NPINNNY NN ,DINN NIWYN IR DIMT XY wTNY nYinna
(5% S¥ MpPNIIN NNIHI)

DONINM 95 NPINNY JNOMY ,DONN NIYYN DX DOMT DOWNN 12-9) DOWNHN 3-5 ninna
(1% 5S¢ MPN2I NNII) MOLIN

Lmom 10 owhin 12-9 89PN NP98N D)

¥ ONIN 935 2NN MYV Y521 IPINNN ANV 991w Sapnn ninnn Sy ME-n nmTna

TR9NN 92T ,PDOHY KN KN PNDAYNNN DININD DD DY MPODN YHnny yown ;50w ME
YDV NYINNN ,NTNINND MXIND DAPNNY 29D .IPSDIAPND N> NINN NNMN 00OV
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DTHRIV Y TN — N3 TINRNA NTANI TUNR NPNNY DIV (DY 15) DONN TWRND NN NINP DXTHN
LDNDAPNDY PAONN YD OPINDOPR DIPIY NI - DINNNA
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INY9INY QININD NN N9
N9NN OXTNHN NVT
GIVN YNND | NAN UINY | DOVUNN 3-D | DVNN 12-5
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) ) a N 4
N 2 v v 5
T T T PN 6
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1 8
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2 m n T 1
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n ) ) v 3
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NYINDD I9YVN HYI MTTHIAN NO8HIND NN YW RMSE-n nn»v

90N YNy | Xan wnny | oownn 3-5 | oownn 12-5
0.296- NN
0.217-0.334 0.936-1.098 | 2.154-2.821
0.439 M1
0.303- ’9Y958
0.223-0.244 0.976-1.007 | 2.266-2.45
0.319 NN

DVN DNV NPTD Y MTNNR-IN

DXANVN P2 OIXRIND DY DTN Y DY AWINY )P0 DY ORMNN DTPN DY MOONDNA
12-5 AYINNN P2 TN, 0NV DXNNVLI DININD NPT P2 OXRN PRY DYIAPN ,0MVN
AN OP DTPNRN ,INY DI ONNVN PR YINNY DI5 .DMINND DXINVN PAD DVWTIN

.=0.29 5y T HODOW XIN WTIN PAY DOWTIN 12 12 OXMNN OTPN NP2 ONNPN NIPN

OOXINN 122 ONNIIN

NMINNN Pa oxNNY Yapnn , fomwn ooxinn nnn pa oxmHN 07PN Y MYINoNa
P2 OXIPHI .INY IR APINNN ALY 922 NM THM (Y8N2 0.86) M XIN WNHINY
995 NM9Y THN NIN DI DXANVA Y3 NPINNN DRNHDND AN 7N N NPINNN YWY NPVLON
99 NPINNA MLN NVOPY SIININY MINNINY DONRNND N KYNN AN THIIN NPINND NMNHLY

DPINNN ORIPHN AN M) IPINND NPVO ORI 1997 ,75YN 2995 DONINN

INYIINY NPIND NPT HY MINNIND

.0>772N 0NN S¥ RMSE-N 2791 90 yup 0NN 55 5v nyinnn ysmn v RMSE-n
N2V ,0XWTIN 12-5 NPINND YR NIN (NN ONTN NT NIPN D) 7292 THR ONIN ¥ NNV DO
ANy P oNIN NYYY 5w RMSE-n

,NPLON NNV NN DINNNIN DIXRTNN DY DMNYN DX ,NPINNN NNV YW MXID 1NN
.DYTTI2N DXNINN YV NPLONN NNX DN MVP DNOY NMVDNY DN GN W)

.8 NN 6 TN NN MYAPN MINDPND NPINN DXVUTIN 12-D TPXVAPND NPINNN NPT

YTIND TONNA NPINNN 1NN NPY

NN OMNITYNN ONXIN W UTIND TONNIY MNXID M) MNYN NYINNN P2 IRNYII
D) (TNX OXINN NIN O2D) WHIND ToONNI OPNMINN NX DNITYNY DININD .OPNPINN

IYNIN TNNNN 2902 YR 19N 0Ny RMSE-nv ynwn ,0mnyinn NN DMown
YNTNN NI 2 ONIN WTIND NPINNA .WTINZ ININKD TPINNT T 997Iwn y8inn 717 whna
MOWN M ONIN HY NPINNL DN ANV NITHN 7P IPINNN NITYN NRIIND NDOWN 19NY

NP2 VPN NN

.NODIIY DINNTPI MY N 14
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NN 9199

Encompassing Test Yv nTNnN

MNNIND IVAPNN MINKRD NPINND MPODNY YN YD NN NYIN NN NINN ON NP>TIa
: INAD

YTNIN DI AN MYMN DININD NPINNY PN I9IND N8N (ODPIWN ¥XINNn) vHND N»inna
YN NN MDMIN IPRY /3 7T OIRTND DY NPINNY VI ,DINNN DININD DOPIDN IWN
.DMINNN DININN DYPIDNY

DONINNN TN DOY R8N ,UNIN DY NMNUYNIN MINNA DOUWNNYN YNNI ,UHIND NYINNa
.DMINRN DXPADN TWYN YN DI NN DON

YTNIN NN DN PN ONIN DOV PN JPIND RN DVUTIN 12-5) DOVTIN DYDY NPINNA
.DINNN DYPIDNHY

IND NIAXNY DIVH ,NPINNND P2 M2IN DXRIVNN DY, TPAMYI 1T NVOWA DTPHRNRIY 1N
PINOPNP-ONN

:Yue Fang Svw nvrwa Encompassing Test Yv nTynN

SV mMNN OX PTaVY ,Yue Fang nvowa jnan 79y naNe»)p->001mn n»ya Dy 1200 2715
NPINNA MIYAIN NPYN DX JNDY ,DO¥0 VNV 19D NN DY N T DY N TAN ININ
NTIND TPNDIOND

79 Yy OONXIND P2 OXNONN ,OININD P2 OXNND AN PLPNY NNNN NN T NVOVY N
NPINNIY NPIOPNIP-LINN NOYA NN NN IY»PON AP XN 7299 P91 NPT
DN

.NADNY DIINRTPN MY N P
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(Principal Components) D»p yn D¥27590 NVIY

-1 DOV NN DMNMYN DININD P2 NPINOPNP-X0INN MY HY 92NN NODN DLV
DTN 0P ONPNINND DNNYN NN ¥ IWRD N NV 35 Principal Components
MYPYNN .OMMINRNND MYPYNI ONNWNHN NDIONHD 20NNV ,TAXR MNYN N 11,
YN .DMINRN TYND TN M) HPWN IR NMYD AN DNNNN DINWNNY T DXIAVIND
DPINPNP-0DN PR 92D 920NN INVNN DY ONINWNN D10 25700 MNYNN NN DIXIN
NN 930 v 137 D51 ,0M)NYNN 190N DMON SN D137 I9DN DMIAPN N NVOVA
MINYN 1D P2 DN NNY TIY 97 DY L1-H DOHNDN MOPYNN O DPDOY ,OPYN
7901 NNPY NM .MNYY 223710 DY NMINN XN 0230970 DI DY DNV DYIIYN DD
0.7 Dy - 52pn) TNSN T AYYTY NN NHVNNN MNYNY > ,001059
:DPYA MDD N NVIVA
DN 20N MHNWNY DINWNN P WP THD HY DN DPX DO .1
D2APN ONINYNN NN OINNN DX .ONNWNN DY NTTHN DIDY MYNI MRHIND .2
MY MIRNIN
92010 NONRN DXNPND NNO NYPY ,07NPNRN DNTPNN DI DY NIYN 0N OO .3
YN N NN

DN NYNRIN 299 Yapnn Principal Components nvowa whind n»innn S Np a3
: DN DWIAPNNN MOPWNHM ,90% S¥n NMINYD

TONIN NOININ MONIND TTOININ DONIN TININ NOININ

10.21% 16.24% 15.48% 14.23% 14.76% 15.56% 13.52%

RMSE-nw ©°9apn ,00nwnn S¥ mopwnn Yy 091200 NPIND SY 9118 DY) TWUND
LDMHIMVNN MOPYN NNONN YHON XD 19D, 0ONTNN DY DT ¥y INHn May v
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rvar-cov'' 9»9YNMNIN MYPWN 9 HY NPINN PN NN

NN ONIYN ”variance-covariance' nNVOY 195 YOMVLAIND NPINNN PPN NN PITAD »TD
NN YINN N — ONIN DY YIMOVAIND HPWNN NN ONNINY ,MAMYNI NNV PN
AN N0 HVNNA NONYNA NPINNN DX NPT 1D N . N9NNNN INNN W MW
PINNN DY 51 YXINNDN ,MOLDLVLD N1NIN

mMOPYNN ,NPINNN DY DOPIUNn ymmn NPYI AURD PNDOYRN DY UIND NYINNa
: DN DINTINN DY DMODVNIND

1'RTN A 'NXTh

44.32% | 55.68%

RMSE-n Y51 90 7m) - 0.233 N0 Yapnnn RMSE-n 715,00y NN 9yinn Nt s
DTTIAN NPINNN DY) DINRD DIXNPNN DY

SV DMOVNND MOPWNN ,NNINKRD NPTNNN INPDI IWNRD MXOIPND DY wTIND NPINNA
: DN DONINN

1'NTN A 'NTR

26.88% | 73.12%

5v RMSE-n 551 7m) - 0.215 20 92pnnn RMSE-n 77170 ,mnvwin IR yinn Nt s
MTTIAN NPINNN YWY DINRD DINPIN

: DN NAN YTIND 1PXDIRD DININN DY MOPWNN

A 'NXTh 1 'RTN T'XTN n 'NXTh

14.70% 18.56% 19.17% | 47.57%

IR JDONYN DY MY NN - 0.296 X0 Dapnnn RMSE-D 770 ,nmvn IR yinn Ny s

INND MTHAN NPINNN DY) OINKRD 0977180 YW RMSE-n 5on 7y

LDYOVNND MYPWNN IPTI) ,MLIN DXVUTIN 12-D) DOVTIN 3-D NPINNNY N
: DN DVYTIN NWIDYD 1PNDIRD DININN DY MOPWNN

A 'NTD T'NTN N 'NTD

3.13% 30.23% 66.64%

RMSE-n 551 90 7m) - 0.952 X0 Yapnnn RMSE-n 715 ,0mvin N 9yinn Nt s

AN 7 NINY NONTN DY RMSE-nn N ,m71an ninnn DY) DMINKD D980 DY

.00 NN MYPWNN Yy : N w1
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: DN MYY MINDIND DININN DY MOPWNN

TINTN

n 'NTh

11.61%

88.39%

RMSE-n 2y 90y 7m) - 2.287 N0 Yapnnn RMSE-n 7707 ,mnvn NN 9ynn Ny s

NOD OONINN YD yxmn Sy RMSE-nn N ,mTman nyinnn YY) 0INND D9 1»sn Yy

-7 ©1120 0NN YW RMSE-nm1 -1 72 oonenn

SY NN NPVDN YNV P2 YINN ONX ONPTA ,MNNIND MRHOIND WAPNNIY INND

2105, DAND PN NNY DN MYPWN DY DININD DY GYVND P20 DININD YD DY 1dINNN

P72 39 195 NN YINND DY 1IN PN AN NIV NNV TTH-NINN 1NN THNX YINND ON

ASY NPYDIN NPLON DY YIINN

DIAND MV NPINNN NPLO P2 YIINNVY N DMNYN NPINNN SNNV 552 1APNNY MIRNIND

.99% Sv MpPNIN NI
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: 1-D DONON MOPYNN

t=1
TN DAY NAPNN I90N NX IXMNN ,t IR OWYN NIV NPINN NX RVINN VNI NI p

MPININ MNPNT INY ST p TONRIDNY 925 .(1-1 NIMDN TNV NPININ MINNN) NOINNN
NP \OP YPYn Yapnn Ny

(out of sample) 9y117Y YINM NN

PUNIN PYN :DMNYO DXTHN NAPN NN NN (out of sample) Ox1AY NINK N»NA2
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DININ HOVNVYN

WON - PNYRIN 2DV :DXAOW NYN NIADNN DMINIVNIRN MOPYNN NNONND NION TI7
DX2VN DOXXTIND NN OXTHN NNPN DD TNNY NN Y35 YINNN IOMIVNND HPWNn
MOPYNN Y2 OINRIND NVNYN TN M YNINNT OIPVIINRD DPYNN oY I ,INPI
TNN DY DOWTN DYOLMIN MOPYN NNONN - NV 2OV ;INP2 DN DIYNINND
YT DN HPWN DY NYAN ININ DY NND MIVIONND MIN) TD DY 0N 1INV DININNIN

NPV NPVON NN WIND
,DY010) DOYNINNN DMMYPWHRY DININN NN VNVYNY INTI Y ,NDW NPYTAN MINNINND
VP NPT NPLO DNIPVANNRND MIPYNNIN NADNINN MINNOY DYYAPN T ¥ 772NN

DONIND Y99 HPWN IMN M9 ,a =1 PYmyn Ypwn nHam ¥1apy XTI ©1PHRn 173 .INY

NNIVIING 091V IN MIPYWN NINYIN

191 INNDY ,0XTHN NDNNN TOINOVIND Y9 HY DOHVIIND MOYPWHN 1AWIN NPN D2
210 NMPNN THRD OININ D30 O1IMVNINT MOPYWNN DY YN NWON DU

TIND DOYHINNN OOIMPVNRND OOPYNNY DMWIAPN qOIVN YTIND TPXDAPNN NPINNA
: DN N2 NPNN

I 'RTN n 'NTR T'NTN A 'NTh A 'NTNR N 'NTNR

15.54% 1.37% 12.54% 1.36% 65.59% 3.61%

RMSE-n ,ny»innn 5 91y po 5y 08 Dapnny mYpunn yXInmni1 oovnnwn oN

DXNIND DY DINRD DY PN YW RMSE-n 95 yan anva 7min - 0.218 X Yapnnv
JRONIN DU NN DTN

NAPNN TNND DYKINNN DOIMOVNINN DYPYNNY DDIPN NIN WTINT MIN¥I9ONA MINN2

: 0N NYO
I 'NTR "N INTR | T 'NTN A 'NTP A NTN | 'R NTP
14.66% 49.25% 12.95% 2.94% 6.44% 13.75%

RMSE-n ,n»innn SY s 1o Dy DS, Dapnny mYpwnn ysinmnil oovnnwn o

DONIND DY) DINNRD DY PN YW RMSE-n 95 yan anva 7min - 0.296 X0 Yapnny
JDONIN DY D NNV O TN

NAPNN TNNRD DOYNINNN OPIDIVIIND MOPYWNRNY DDAPN GOV YTIND NN MINNA
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DX NINND NINTINIVIIN MNKIN

MYXINNT NPYIDIN NPLONY KN DITHD NINKD NN GOIVN YTIND IXYIPNN NINNI
YONTINY /2 ORTN — M2 YSINN DPYNN DY 7251 DIRIND MW INPIIVI 1DIAPNN NPONI1NN
DTPN .TNNNN 50% NNNN OXIN DOW YNWN ;a =1 TUNXI HYIAPNN NPIDIPNN NPLOMN —

2P MPINT NPINND INY DPYN WP ,0 NIN XNV ODMVNIND YN

22APNN NPOIPHN MYSINHDT NPIIN NPVDNY N¥N) NIAN WTHIND 7PXDIOND NOINN2
NYLOM - N ONRIN T ORIN — MAN YINNN HPYNN DY 72921 OONIND NIV INPIIVD
NYDIY 9DIVNND YITN OTPN .DININD SNWOD Hpwn NHN PN AWND YaAPNN NYDDIINN

NPINTINN AN MY HPWH MYAPN MAPN NPINNIVY YW ;1 XIN

MYSIMND NPYIN NPLONY R¥NI DXTHY NN NPNI2 GOVIVN YN NN NMNNA
ONTINY T ONTN — M2 YSINN DPYNN DY 7251 DIRIND MW INPIIVI 1DIAPNN NPONI1NN
DTPN .TINNNN 50% NINNN ONIN DOV YNRWN ;a =1 IWRI DAPNN NPHNIPHN NPVLOM -

P MIPINT MINNY MIY DPYN VIV, 0 NIN KNIV ODDIVIND I

SY NPWIDIN NPLVON YNY P2 YIONN DN NPT MNMNIND MINNIND WAPHNY INND
MINN ONX 7DD ,DONND PN MY NIN DXNVN DININN 2 PAD DININD DI YW 1dINNN
SY Y9N 7722 19 19D INK YRINN DY I PN 1OIND TN NIV THN YHINND JNNY TTH1N

JRSY NPYIIN NPVON

oY NYINNDY qOIYN YTIND PDIN DY TPNDAPND DY NPINNA WIAPNNY  NMINSIND
.99% S¥ MPNANM NN DINRD INY NPINNN NPVO P2 YINNVY I NN YTIND MINDIONN

DYOVNNN MOPYNN ,2007 DXION UTIND TTHN NN Y101 OXTNHN I DINNND) TUND

: 01 RMSE nx 0y3100m) 0X1970 NDYNNN Y100 95 7H0 DY 0¥0apnnn

"I 'RTN N RTN T 'RTN "N 'NTN

23.98% 76.02% quUIYN YUTINY N'X791'ND
13.58% 86.42% N2N UTINY n'X791'Rn
58.22% 41.78% qQuIYA wTIN? nfana

32



mMEINN DIV

NPT .ONDY MINNN 2V 295 DININD Y1PX) DMV DINTNT DY NPT NYNN 1T NTIAY

-02NN MY X NN PO TIN ,DINK DININ DY NPINN MMDND NPINN ¥ ON
MDD MYLD DX WIINN PIPPVAR APINN NPY Y ON NPT D .NPINPIP
IR NMYN MOLWYN APINNN DY D07 Yy INNHN ,1PVLDVLVO AN NV NI, NYINND
P2 ORIPNN NN POPNY MDD PR NPINOPNP-ONNN NMYA DY 1DNND MNDONN

207 YXINND NNY NVIYYNI AN NPYIDIN NPVON YXINHD DX MNVPN PRI, DINRIND

Y NMYN MYIYA 0V OIXINT NPINN DY DMNYN DI P2 MNXNYNN MPrTANN
DIV DXNNLN D52 NPINNN MO D290 MPDNN N2 ,PIDIVIND MYSNNI "var-cov"”
LDINTNN DY D0 YXINNND INY OXTTHN IR MINY DXVNN DININ YW DMWY DN
NPINN DX MINIY NPT ,NNT THD .NYXINND NPYIDIN NOVDN NN DIPVPN NIN DINPN)
NNOYN ,OININN DY 9237 YN PODNY NPTNNNIN PNAN INY MV YN DNV SV TTON
991 YAPNNN YN VRNWND XDMIN 192 .99% SW MPNIM NN ,INY MV PN D 2D
TOVPITIND 12 YWHRNWNY NIMNY NPSN ;D0 MNSN DINRIND NN VINYND NI DININD

.(1999) **Stock and Watson 9¥ DINSNNY NNYTI ,DONTNN YW 937 Y¥INN NIN 7P¥I9PNY

IPNYa MAVN MI’NHa

ONN MYLN SV MVMINY Y¥IIN - Armstrong and Collopy 295 NPINN NPT IN2D M)
(GMRAE) v5nmn 7ya

DOOTIN MYNNNI O) MIVAN NPINN DY Q1PN NP ONIN 93D DMINVAIN MOPYN NNINN
DMV MYPYN T2YY DIINNN MNINIDI DTN MYNNNI IRV P2 - DD

.(1999) Stock and Watson : 031 '*
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DXN'NN
wTINn-%
n'Y701X N 'XTN T'XTN 2 'XTn 1'XTN X 'XTNn XN TXTN
1 T'NTN
1 0.851 ANTN
1 0.941 0.860 X 'NTN
1 0.923 0.939 0.834 I 'NTN
1 0.940 0.934 0.946 0.875 2 'NTN
1 0.791 0.787 0.816 0.841 0.788 T'NTN
1 0.804 0.964 0.964 0.954 0.962 0.870 N INTN
1 0.842 0.690 0.870 0.842 0.812 0.825 0.751 n'¥7911x
o'wTIin 3-7
N1Y7911X N IXTN TXTN 2 'XTn 1'XTN X 'XTN XN TXTN
1 T'NTN
1 0.847 A'NTN
1 0.874 0.832 X 'NTN
1 0.895 0.821 0.768 I 'NTN
1 0.923 0.915 0.882 0.819 2 'NTN
1 0.782 0.757 0.710 0.692 0.634 T INTN
1 0.719 0.920 0.925 0.954 0.855 0.855 N INTN
1 0.334 0.076 0.263 0.277 0.333 0.240 0.242 n¥7o1x
o'wTin 12-%
N1Y791X N XTN TIXTN 2 'XTn 1'XTN X 'XTN A XN TXTN
1 T'NTN
1 0.563 A'NTN
1 0.611 0.732 X 'NTN
1 0.599 0.469 0.653 I 'NTN
1 0.245 0.322 0.514 0.371 2 'NTN
1 0.720 -0.104 0.176 0.395 0.272 T'NTD
1 -0.098 0.014 0.677 0.794 0.519 0.654 N INTN
1 0.487 -0.323 -0.464 0.223 0.187 0.035 0.293 n¥7o1X
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N'TNNN NI'LO - NONIYN NNIY

(Yue Fang) n"wTin D"'n'vw

N XN T'XTD 2 'XTD 1'XTN X 'XTn A'XTN T 'XTN
0.302 TNTN
0.272 0.251 A'NTN
0.228 0.240 0.236 X 'NTN
0.321 0.254 0.278 0.268 1 'NTN
0.339 0.312 0.261 0.285 0.284 2 'NTN
0.144 0.181 0.175 0.154 0.171 0.173 T'NTN
0.302 0.179 0.311 0.300 0.253 0.278 0.273 N NN
yTin-Y
N XN T'NXTD 2 'XTN 1'XTN X 'XTN XN T 'XTN
0.126 T'NTN
0.122 0.108 A 'NTN
0.104 0.107 0.101 N 'NTN
0.153 0.118 0.129 0.118 1 'NTN
0.140 0.138 0.112 0.124 0.118 2 'NTN
0.070 0.079 0.082 0.069 0.078 0.075 T'NTN
0.129 0.078 0.130 0.135 0.111 0.122 0.113 N IRTN
D'wTIn 3-7
N XN T'NXTD 2 'XTN 1'XTN X 'XTN XN T 'XTN
0.551 T'NTN
0.527 0.456 A 'NTN
0.358 0.380 0.370 X 'NTN
0.438 0.355 0.394 0.378 1 'NTN
0.323 0.347 0.311 0.364 0.346 2 'NTN
0.224 0.212 0.239 0.203 0.240 0.224 T'NTN
0.525 0.249 0.379 0.444 0.414 0.450 0.460 N RTN
n'wTin 12-7
N XN TXTD 2 'XTD 1'XTN X 'XTN A XN T XTN
0.323 TNTN
0.166 0.130 A 'NTN
0.218 0.116 0.194 X 'NTN
0.250 0.140 0.095 0.185 1 'NTN
0.246 0.061 0.074 0.104 0.105 2 'NTN
0.250 0.178 -0.026 0.041 0.080 0.077 T'NTN
0.321 -0.028 0.004 0.192 0.210 0.120 0.211 N INTN
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N'TNNn_NI'vo - OXN'N

(Yue Fang) n"wTin D"'n'vw

i1 'XTN 7'Xrn 2 'XTh 1 'XTN X 'NXTN A 'XTn T'XTN

1 TNTN

1 0.876 A'NTN

1 0.961 0.899 N 'NTN

1 0.938 0.943 0.860 1 'NTN

1 0.945 0.937 0.941 0.888 2 'NTN

1 0.819 0.813 0.850 0.865 0.828 T 'NTN

1 0.859 0.973 0.964 0.964 0.971 0.905 N INTN

yTin-Y

1 'NXTN 7'Xrn 2 'XTn 1 'XTN X 'XTh A 'XTh T'XTN

1 T'NTN

1 0.870 A 'NTN

1 0.953 0.883 N 'NTN

1 0.934 0.945 0.849 1 'NTN

1 0.943 0.935 0.952 0.888 2 'NTN

1 0.799 0.795 0.809 0.843 0.798 T'NTN

1 0.815 0.967 0.961 0.963 0.969 0.889 N INTN

n'vTIin 3-%

1 'NTN 7'Xrn 2 'XTn 1 'XTN X 'XTh A 'XTh T'XTN

1 T'NTN

1 0.847 A 'NTN

1 0.874 0.832 N 'NTN

1 0.895 0.821 0.768 1 'NTN

1 0.923 0.915 0.882 0.819 2 'NTN

1 0.782 0.757 0.710 0.692 0.634 T'NTN

1 0.719 0.920 0.925 0.954 0.855 0.855 N INTN

o'wTIin 12-Y

i 'XTn T'XTN 2 'XTh 1 'XTN X 'XTN A'XTn T 'XTN

1 TNTN

1 0.563 A 'NTN

1 0.611 0.732 N 'NTN

1 0.599 0.469 0.653 1 'NTN

1 0.245 0.322 0.514 0.371 2 'NTN

1 0.720 -0.104 0.176 0.395 0.272 T'NTN

1 -0.098 0.014 0.677 0.794 0.519 0.654 N INTN
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