CHAPTER

Introduction, Motivation,
and Main Findings

A forecast is any statement about the future. Such
statements may be well founded, or lack any sound
basis; they may be accurate or inaccurate on any given
occasion, or on average; precise or imprecise; and
model-based or informal.

—Clements and Hendry (2002, p. 2)

1. This evaluation of IMF forecasts is motivated by
the importance of these forecasts for member countries
and for IMF operations and credibility. The forecasts
the Fund produces for member economies are crucial
for both multilateral and bilateral surveillance. At the
multilateral level, they underpin the analysis presented
in the IMF flagship World Economic Outlook (WEO) of
potential threats to stability in the global economy as
well as the policies that staff propose for mitigating
these threats.' They incorporate the views of IMF staff
about policy developments in member countries and
also about the linkages that transmit shocks between
economies and regions though trade and financial chan-
nels. At the bilateral level, forecasts form an integral
part of IMF discussions with authorities in individual
countries about policy choices in the context of Arti-
cle IV consultations, and they condition the advice
given by IMF staff during such discussions. Forecasts
are also central to the design of country programs sup-
ported by the use of IMF resources.

2. Officials in member countries generally view
IMF forecasts as a valuable input into their own eco-

'"Twice a year the WEO presents the IMF’s assessment of the pros-
pects for the world economy. It does so based in part on forecasts of
GDP growth rates, inflation, current account balances, and other
macroeconomic quantities in the main economies and regions of the
world. The WEO currently publishes numerical forecasts for 186
member countries. For a subset of countries, forecasts are prepared
two more times a year and published in the World Economic Outlook
Update. The recently launched spillover report series as well as staff
input to the deliberations of the Group of Twenty (G20) countries are
other examples where IMF forecasts are used in multilateral
contexts.

nomic policymaking.” Analyses of scenarios and assess-
ments of risk—themselves based on forecasts with
different conditioning assumptions than the baseline—
are likewise highly valued.’ At the same time, however,
some country officials have expressed concerns about
the accuracy of the forecasts and the transparency of the
forecasting process. The concerns tend to be expressed
most forcefully when forecasts of their countries’
growth are revised substantially, especially when the
revisions are downward. Doubts about the validity of
such revisions can call into question the methodology
and accuracy of IMF forecasts more generally, poten-
tially damaging the credibility of the IMF’s policy
analysis and advice.’

A. Goals and Evaluation Questions

3. The aim of the evaluation is fourfold: (i) to assess
whether the processes and methods used to generate
forecasts within the IMF are transparent and follow

?Among the forecasts presented in the WEO, according to the survey
carried out for this evaluation, it is typically those for the “rest of the
world”—regional economies and advanced economies in particular—
that are most valued. Officials also noted that point forecasts for their
own economy are somewhat less valued, except in low-income coun-
tries where the IMF’s forecasts are sometimes the only ones available.

’See Genberg and Martinez (2014a). Similarly, Boughton (2001)
argues that the WEO analysis of potential threats to medium-term
stability has “become even more important than the short-term fore-
casts” (p. 227).

“See for example the intervention by the Indian Minister of Finance
at the Plenary of the International Monetary and Financial Committee
during the October 2013 Annual Meetings of the IMF: “. . . India’s
growth rate, which was projected at 5.6 percent (at market prices) in
the WEO July Update, has now been revised significantly downwards
to 3.8 percent. I would like to ask, respectfully, what is the information
that IMF has gathered between July and September, that we do not
have, that has impelled the Fund to drastically change the estimate?
We do not share this pessimistic outlook. We also believe there is a
need for review of the methodology for growth projections as in the
past, IMF projections have often been at divergence with final growth
numbers.” www.indianembassy.org/press_detail.php?nid=1978.
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best practice given their objectives; (ii) to take stock of
what is known about the quality of IMF forecasts and
the sources of any weaknesses that may exist; (iii) to
assess whether the IMF makes systematic attempts to
learn from past forecast performance and other relevant
sources; and (iv) to determine how users of the fore-
casts within the IMF, among member country officials,
and in the private sector perceive the quality and useful-
ness of the forecasts being published.

4. The evaluation addresses the following questions:

(i) Is the process of making forecasts in the IMF
well suited for the purpose it is intended to
serve—namely, to produce mutually consistent
forecasts for a large number of countries that
can form the basis for policy analysis, assess-
ments of risk, and advice? Do member country
authorities perceive the process as sound, even-
handed, and transparent?

(i) Are IMF forecasts accurate and efficient? Spe-
cifically, are there systematic and persistent
biases in forecasts; do forecasts take sufficient
account of interdependencies among economies;
in terms of accuracy, how do the forecasts by the
IMF compare with those of other institutions
providing multi-country forecasts; does the accu-
racy of forecasts in the context of IMF-supported
programs differ from that of regular Article IV
forecasts? Do forecasts take account of all rele-
vant information? Does the forecast horizon mat-
ter for the answers to these questions?

(iii) Is there a well-functioning process whereby the
IMF and its individual desk economists learn
from past forecast performance?

B. Outline of Report

5. The report draws on more detailed material pre-
sented in separate background papers and documents.’
It is organized as follows. Chapter 2 outlines the scope
of the evaluation and the methodology used. Chapter 3
describes and assesses the process the IMF has devel-
oped for generating the forecasts that appear in the
WEQ, in Article IV consultation reports, and in docu-
ments related to IMF-supported programs. This chapter
also describes how the IMF’s response to the challenges

*de Resende (2014); Freedman (2014); Genberg and Martinez
(2014a, 2014b); Genberg, Martinez, and Salemi (2014); and Luna
(2014a, 2014 b).

of multi-country forecasting compares with the
approaches used by other public and private institutions
that engage in similar tasks.

6. Chapter 4 assesses the quality of the IMF’s fore-
casts, by reviewing the conclusions from the existing
literature, by presenting original analysis of the accuracy
and efficiency of WEO forecasts, and by reporting the
perceptions of country authorities and the private sector
obtained from a survey undertaken for this evaluation.

7. Chapters 5 and 6 analyze, respectively, the
Fund’s medium-term forecasts of GDP growth and its
forecasts made in the context of program countries.
These sets of forecasts are singled out for separate study
because they present particular analytical challenges (in
the case of medium-term forecasts) and are associated
with a commitment to provide IMF resources and are
subject to periodic review (in the case of programs).

8. On the basis of the assessments, Chapter 7 pro-
poses recommendations aimed to strengthen the fore-
casting process inside the IMF and to enhance member
countries’ understanding of this process.

C. Summary of Findings

9. About the forecasting process:

(i) The processes and methods used to generate
short-term forecasts for Article IV consultations
and the WEO are well structured and in general
appropriately tailored to country-specific char-
acteristics. Country officials have confidence in
the integrity of the forecasts and are generally
satisfied with their interactions with IMF staff
during their preparation. At the same time, how-
ever, a number of officials feel that more could
be done to render the forecasting process more
transparent—a conclusion also reached by the
evaluation team, which had to spend consider-
able time and effort to determine exactly how it
is structured.

(i) Country officials place high value on the analy-
ses of scenarios and potential risks for the world
economy and welcome their more frequent dis-
cussion in IMF flagship publications. These
analyses generally use medium-term forecasts
as baselines for comparison.

(iii) The forecast method that is appropriate in a given
context depends importantly on data availability
and structural characteristics of the economy.
Desk economists report that it would be useful to
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receive more guidance on the type of approach
that is best suited to particular circumstances.

Medium-term (three to five years ahead) forecasts
present special analytical challenges. They are
prepared in parallel with short-term forecasts in an
integrated framework, and play important roles in
a number of IMF surveillance products such as
debt sustainability analysis and external balance
assessments. Institution-wide processes to guide
the development of medium-term forecasts are less
developed than those for short-term forecasts.

About forecast quality:

Averaged over all member countries and over
the period 1990-2011, WEO forecasts overpre-
dicted GDP growth and underpredicted infla-
tion. Measured biases in IMF forecasts are
highly dependent on the chosen sample period,
however. Particularly significant overpredictions
of GDP growth tended to occur during regional
or global recessions, as well as during crises in
individual countries. Except for these episodes,
the forecasts did not show substantial positive or
negative biases. These findings apply to short-
term as well as medium-term forecasts.

The accuracy of IMF short-term forecasts was
comparable to that of private forecasts. This was
the case for normal periods as well as for reces-
sions and crises, and for advanced as well as
emerging economies.
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(iii) WEO short-term forecasts reflected interna-
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tional linkages to a considerable degree, but
there are some indications that more attention to
such linkages could improve forecast efficiency
further. This is particularly the case for medium-
term forecasts.

Short-term forecasts of GDP growth and infla-
tion made in the context of IMF-supported pro-
grams were unbiased in the majority of cases.
However, they tended to be optimistic in high-
profile cases characterized by exceptional access
to IMF resources; these cases represented over
80 percent of the dollar amount of IMF resources
disbursed.

About learning:

The experience with regular externally commis-
sioned studies of the accuracy of IMF forecasts
has been positive, but the process for dissemi-
nating and implementing their recommenda-
tions is not fully developed. Greater experience
of country desk economists is associated with
more accurate forecasts. The IMF has proce-
dures in place to learn from past forecast perfor-
mance, but these procedures are not always
utilized to their full potential.

The optimistic biases found in high-profile IMF-
supported programs are typically reduced or
reversed at the first program review (normally
about three months into the program).





