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Experts try to forecast the economy's direction
Tom Abate, Chronicle Staff Writer
Saturday, December 13, 2008
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(12-12) 16:53 PST -- Economics has been called the dismal science. These days it certainly
lives up to the dismal part, but when it comes to the science, the discipline seems hard pressed
to forecast the future or even analyze the past.
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After all, it took nearly a year for economists to decide that
a recession had started last December.
Even those trying to improve the predictive power of
economics make light of their track record.
"I regularly hear the accusation that economic
forecasting is no better than weather forecasting, but
this does a disservice to weather forecasters," joked Jon
Faust, a former Federal Reserve Board economist who is
now a professor of at Johns Hopkins University.

"When one does economic forecasting, you have to realize your forecast is going to be
wrong," said Harvard economist James Stock.
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"That said, forecasting is an important challenge. You can't just throw up your hands and
quit," he said.
Stock and his Princeton University collaborator, Mark Watson, have helped lay the theoretical
foundation for a new generation of computer models that try to forecast where the economy is
going by getting a clearer picture of where it stands today.
One of the most prominent of these new forecasting systems is published on a monthly basis
by the Chicago Federal Reserve. It is called the Chicago Fed National Activity Index.
Scott Brave, the Chicago Fed economist who is developing the system, said the index captures
85 economic indicators, including inflation, unemployment, manufacturing output, retail sales
and housing activity. Its computer model boils down all 85 variables into one number that
takes the temperature of the economy, in a manner of speaking.

HEALTHCARE
Competitive Pay & Benefits!
Health Plan of San Joaquin
OPEN HOUSE
World Leader in Managed Services!
Wackenhut Services Incorporated
ENGINEER
$103,620-$129,396 Annually
Sacramento Municipal Utilities District
FINANCE
Competitive Salary & Excellent Bene's
Doctor's Medical Center of Modesto

Zero is the baseline temperature. Brave said a reading of zero indicates an economy growing at
just the right balance between inflation and recession.
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If the synthesis of all 85 variables spits out a positive number, that suggests the economy is
heating up and could be headed for inflation. Conversely, a string of negative readings would
suggest that the economy is cooling down and heading toward recession.
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Brave said a three-month average of the index seems to give the best reading by smoothing out
any month-to-month variations between hot and cold.
Right now this three-month average is well below zero, as would be expected during a
recession. In fact, the average dipped into the danger zone in December 2007 - which happens
to be when the panel of economists, charged with dating recessions by looking backward at the
data, decided that this downturn began.
But Brave is careful not to describe the index as a predictive tool. "It's a useful summary

measure of a lot of data," he said.
S.F. feels the pain of real estate
meltdown

Amy Resnick, editor in chief of Bond Buyer, publishes the index in her daily financial
newspaper but doesn't swear by it.
"We publish a lot of data," she said, putting her decision to add the Chicago Fed's index of
indexes in the "more is better category."
Economist Eric Swanson with the Federal Reserve in San Francisco is developing a similar
computerized model.
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Unlike the Chicago Fed index, which is published monthly, Swanson said his model is used as
an internal tool when the bank's forecasters try to figure out the economy's direction.
"Part of the reason we started using this model as a benchmark is that it is so impartial,"
Swanson said. "People may have their views about whether the economy is strong or weak, but
the model has no emotions."
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Stock, the Harvard theorist, said one reason economic forecasting is harder than weather
forecasting is that people can and do change the rules.
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"You're trying to predict a system with people in it who keep doing things that make the
problem more complicated," he said.
Charles Macal, a computer-modeling scientist at Argonne National Laboratory in Illinois, is
working on that next level of challenge - trying to predict the behavior of large groups of people
inside economic systems.
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His computerized model tries to take into account how factors like age, gender, income,
education and employment affect economic behavior.
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"One way to think about it is: What do we have to specify about the state of the individuals that
is relevant to what they buy and sell," Macal said.
The work, which is still in its embryonic stages, is being carried out on a computer cluster that
Macal has nicknamed Cassandra. It's a reference to the character from Greek mythology who
was blessed with the ability to see the future - but cursed by not being able to convince people
she was right.
"That's the modeler's lament," Macal said.
E-mail Tom Abate at tabate@sfchronicle.com.
This article appeared on page C - 1 of the San Francisco Chronicle
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starsbars 12/13/2008 4:40:09 AM
Tom, it's an exercise in futility trying to find qualified people who can "read the tea leaves" of
the economy. Everybody's got their own opinion and two-bits worth of knowledge about what's
really going on. The truth is, when you literally disembowel your economy financially there's no
paper trail left to follow, just the rotting entrails of stupendous greed and diabolical deception
to sift through. Wall Street, in collusion with the federal government, hyjacked our economy
through deregulation and turned it into a massive debt spewing ATM machine with no off
button. The country's flat-ass broke, but we act like a return to the "good old days" is just
around the corner. We as individual Americans need to make a 360 degree shift in our thinking
and start investing in ourselves and our country. Discipline yourself to save money instead of

all the wastful binging at the consumer hog trough. Be responsible as citizens and stop
putting your faith in the hands of the bozos who screwed us!
(14)

Recommend:

(1)

[Report Abuse]

ptuffli 12/12/2008 9:23:35 PM
Most economists are smart enough to shut their mouths when they know it's trouble out there.
Who pays their checks? Conflict of interest always has and always will get you lies. That's how
it works. You want to get someone to behave, threaten their livelyhood. Just ask Bush. He
knows how it works.
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jojo999 12/13/2008 4:15:04 AM
Like the human body and the climate, the financial economy is a living, breathing, ever
changing eco-system. We don't know enough about how these systems work to make accurate
predictions or muck around with them.
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