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Out-of-sample forecasting experiments are used as an alternative to looking at

F-statistics when examining whether money, interest rates or the commercial

paper/T-bill spread provide information content for subsequent movements in

output, real and nominal personal income, the CPI and the PPI. Here a variable

provides information if it improves the forecast of the explained variable. Employing

this procedure I find that the paper-bill spread but not monetary aggregates provide

information content for industrial production or real personal income when using

data over the 1980-97 period. In contrast, I find that monetary aggregates provide

information content for the CPI and nominal personal income but not the PPI.
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Preface

Macroeconomics analyzes the economy as a whole; where output, prices,

interest rates, exchange rates, and unemployment are the key variables
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When forecasting industrial production and real and nominal personal

income, Xt represents the measure of price included (i.e., the CPI or the PPI).

When forecasting the CPI or the PPI, Xt represents the measure of output/income

included (i.e., industrial production or real personal income). Mt and Rt are

respectively the monetary aggregate and the interest rate measure used. As

described below, in models II and V the φ’s are zero and in model III the δ’s are

zero. Table 1 provides the mean absolute percentage errors (MAPEs) from 1 to 6

months-ahead forecasts of industrial production generated by the six alternative

model specifications considered.

Table 1

The Mean Absolute Percentage Errors from 1 to 6 months-ahead Forecasts of
Industrial Production

Month Forecast Errors from Six Alternative Models

Forecast I II III IV V VI

1 0.502 0.716 0.680 0.581 0.584 0.581
2 1.030 1.343 1.271 1.171 1.186 1.219
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Appendix A

The Heading to Appendix A

The Federal Reserve has at its disposal a limited set of instruments through which

it can attempt to achieve its objectives of price stability and/or full employment

output. Between the time a monetary instrument is adjusted and its ultimate effect

on economic activity has occurred there are observable movements in other

important economic variables such as monetary aggregates or interest rates. These


