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The art of forecasting has come a

long way since Nostradamus,

pictured above, even if it’s still not

perfect. Ignoring forecasts means

denying policy makers a crucial

tool.

SHARE

More in Business Day Go to the Business Day Section »

Is Facebook’s Campbell
Brown a Force to Be
Reckoned With? Or Is She
Fake News?

With a Glance Backward,
Brooks Brothers Looks to
the Future

In Message to Trump,
Europe and Mexico
Announce Trade Pact

U.S. Investigating AT&T
and Verizon Over Wireless
Collusion Claim

Electric Scooters Are
Causing Havoc. This Man
Is Shrugging It Off.

ECONOMIC VIEW

How the Loss of Union
Power Has Hurt American
Manufacturing

Recommended for You Go to All Recommendations »

Megan Ballard, James
Mitchell

Elizabeth MacLean,
Nicholas Anderson

Mitt Romney Fails to
Bypass Utah Primary for
U.S. Senate

In Defense of Forecasting
BY MARTIN RAVALLION OCTOBER 2, 2009 10:54 AM

Martin Ravallion is the director of the World Bank’s
research department.

Current actions often beg for forecasts of things that we
will know more about later. But making projections based on
imperfect information can often result in imperfect — and
sometimes, downright wrong — forecasts, a fact that has not made
economists terribly popular during the current financial crisis. 

Some argue that it is irresponsible for
economists to continue making
forecasts. But are these critics right?
Should policy makers rely on forecasts
using less than ideal data, or should
they wait and see?

These questions on the ethics, and
usefulness, of economic projections
arise in all sorts of policy matters, from
climate change to health care costs to
fiscal stimulus to housing prices. In my
work at the World Bank, the question
arises when considering the impact of
the global financial crisis this year and
next, including on the world’s poorest
people, and how to deal with
anticipated problems.

It will probably be two years before we will have household surveys
with adequate coverage of developing countries even for 2009. And
when the surveys become available, assessing the impact requires
analytic work to estimate what would have been observed in the
absence of the crisis. The crisis will probably (hopefully) be over
before we can have a high degree of confidence about its impact on
the world’s poor using survey data embracing the crisis period.

Yet there are perils of inaction, and of poorly informed actions,
including lasting consequences, such as when children are underfed
or taken out of school by parents hit by the crisis and with no safety
net in place to help.

Some observers have questioned whether we should bother making
forecasts with less than ideal data. For example, in a recent
interview with The New York Times, Prof. William Easterly of New
York University called the World Bank’s effort to estimate the
impact of the crisis on the world’s poorest “a political exercise
(rather) than an exercise in real analysis.” Professor Easterly’s main
concern was the uncertainty surrounding these estimates.

There is no denying that forecasts reflect political demands. But
that does not mean that responding to the demands is purely “a
political exercise.” In fact the lags in receiving good, accurate
numbers call for more analysis, not less. Yes, that means we have to
make assumptions in our forecasts, as in virtually all economic
analysis. When we make assumptions in the absence of data, we
must disclose them, and test them as far as possible.

For example, the methods used by World Bank researchers in
estimating the poverty impact of the expected growth contractions
because of the crisis have been tested by seeing how well the
method would have performed in past downturns.

The same principles apply in other policy debates.

Estimates of the long-term costs to the global economy of inaction
against climate change require many assumptions to make up for
missing data. Some critics of policies to reduce greenhouse gas
emissions question whether we should act to reduce emissions,
given the uncertainties of the forecasts out there and the costs of
misdirected action. Others point out the perils of inaction,
acknowledging the irreversibility of the potential damage. But
within mainstream economics, there is broad agreement on the
need for some sort of policy action, despite the uncertainties in
projecting climate risks.

In other words, thanks to rigorous, if imperfect, data analysis by
scientists and economists alike, there is broad consensus on the
direction of the trend in climate change, if not the exact magnitude.
The debate among environmental economists now is on only how
much, and in what ways to take action.

Policy responses on these hugely important issues require that
economists make the best use of the information available, using
the best analytic tools at our disposal. We may find out later that we
got it wrong, in the light of data that becomes available later.

Indeed, the policy responses to our forecasts may well change the
future — guaranteeing forecasting failure, but success in the things
that really matter. Policy making today calls for forecasts based on
all the information available, taking account of the uncertainties
and the losses in both directions.

It is just not the case that we will all wake up one day to learn the
undeniable truth on any given policy issue. The process of
informing policy choices is a process of analysis based on data that
are subject to more-or-less continuous updating and revision. The
process of estimation and forecasting in lieu of complete data is an
integral part of sound policy making.

Economists should not be shy of this process, but take it very
seriously. Heads out of the sand, please!
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I think it’s important to make the distinction between forecasting and predicting.

Forecasting is about describing possible trajectories given different sets of

assumptions — if A, B, and C, then D. Predicting picking a single forecast as the most

likely scenario.

The danger comes not from the forecast, but from the prediction. We would be use to

use more forecasting and less predicting. Act in full knowledge of the assumptions and

the range of possible outcomes. Plan for the worst and hope for the best. It is when

you select a prediction and act is if that prediction is likely to come true that you really

get in to trouble. It tends to obfuscate your assumptions and serve as an improper

anchor for other related predictions.

Stick to forecasts and always publicize the assumptions along side. Show your work

and open it to critique. Then the people who choose to take action based off of a

single prediction can be rightly held accountable for their choice.

Gary Jakacky  October 2, 2009 · 12:39 pm

Brevity is the soul of wit and teaching, my boy. If my forecasts are right 5% of the time

and the prevailing forecasting set is no better than 4%, my forecasts are one small

step FOREWARD for mankind. Absolute accuracy is no more necessary in forecasting

than it is in horseshoes.

Matt Berkley  October 8, 2009 · 7:23 pm

Dr Ravallion writes:

“the methods used by World Bank researchers in estimating the poverty impact of the

expected growth contractions because of the crisis have been tested by seeing how

well the method would have performed in past downturns. ”

How can either task have been carried out when economists have not yet collected

relevant price data for the poor?
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