
 
 
IIFbookreview (2).doc 
09-01-15 15.27 
 

 
Economic Forecasting, 
by Nicolas Carnot, Vincent Koen and Bruno Tissot. Palgrave 
Macmillan 2005, 315 pp, ISBN 1-4039-3653-6 (hardback), £65, ISBN  
1-4039-3653-4 (paperback), $22.50. 
 
 
   When academic people write books on forecasting, they bring you 
the latest in research; however, with little experience of practical 
problems they may give you the right answer to the wrong question. 
On the other hand, when practitioners write a book on forecasting 
they may have a tendency to tell you what they and their 
predecessors have been doing, believing that it is all there is, and not 
much reflecting on how up-to-date it is. This book belongs to the latter 
category. The authors are senior economists of large forecasting 
institutions, which have developed a certain jargon that is affected by 
research very slowly. 
   It would be easy to understand the word “Economic” in the title as 
referring to both micro and macro. This not the case. There is just one 
page on how enterprises can use micro forecasts and all the rest is 
macro. The Foreword, written by a colleague to the authors promises 
that the book will provide “…a complete toolkit needed by 
forecasters…”. In order to convince the potential buyer, the authors 
add to this in the introduction (p. xviii): “This book covers all aspects 
of economic forecasting.” Too good to be true. 
   The first chapter in the book is titled: “First principles”. This should 
not be confused with the title of Scott Armstong’s famous book: 
“Principles of Forecasting”, which is never mentioned, nor with 
http://forecastingprinciples.com. We read on p. 7: “…forecasting is 
nowadays more a practitioner’s than a researcher’s activity, even if 
the intellectual impetus has not disappeared”, and in a footnote to this 
statement: “Academics are generally not inclined to engage in 
forecasting, and only a few large-scale research efforts are under way 
that are specifically aimed at improving forecasts”. So much for 25 
years of IIF work! Not that the authors mention what these “large-
scale research efforts” are. Some new M3 competition? The book 
does not mention the previous ones published in IJF.  This is indeed a 
major shortcoming of this book. Methods are listed with no comments 
whatsoever as to which ones have been found to be useful, and 
which have not. 
   Chapter 2, called “The Data”, is the best 36 pages of this book. 
Here the reader gets a comprehensive background of the National 
Accounts, a topic often ignored in modern macroeconomic textbooks. 
As practitioners the authors emphasize the need to know what is 
being forecast, not to just treat an economic variable as any time 
series. They also highlight the weaknesses in the Accounts, some of 
which were known when they were introduced half a century ago, and 
some having to do with a changed society. You can also sense a 
healthy scepticism about the reliability of what forecasters consider as 
“outcomes” or “true values”, but which in fact are estimates that are 
revised over and over again. The authors seem to have been writing 
this chapter more or less from their own memory, because there are 
only eight references to the literature that could have helped an 
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interested reader to deepen his/her knowledge, e.g., on data 
revisions, on  which there are scores of published reports. 
  Chapter 3 is on seasonal adjustment and business tendency survey 
data for assessing the present state of the economy. The book now 
palpably reveals its shortcomings. The model-based maximum 
likelihood method, TRAMO/SEATS, is superficially mentioned as one 
possible way to decompose a time series into deterministic and 
stochastic variation and to extract the unobserved components in a 
scientific way, but all kinds of ad hoc procedures are also uncritically 
listed as other “methods”! Trying to cover “all aspects”, the authors 
produce a description that can at best serve as a list of some methods 
used, but which does not teach the reader how to do it or which to 
prefer. Which raises the question, who is this book written for, those 
who know more about different methods, or those to whom this is all 
new? The truth is that neither will gain very much. 
   In Chapter 4 we are “introduced” to time series analysis. 
Exponential smoothing (ES) is bundled in with methods that “lack 
economic spine”. Unknown to the authors is the fact that simple ES 
also describes adaptive expectations, and can be expressed as a 
IMA(1,1) process. ARIMA models are said to have been “popularised” 
in a book by Box and Jenkins from 1976, although this was the 
second edition, the first being from 1970. Hardly any mathematics is 
used to present the essentials of this technique until, suddenly, with 
no analytical introduction, VAR models appear, expressed in matrices 
and including error correction terms. The chapter also contains 30 (!) 
lines on spectral analysis – with no algebra attached. Trend-
stationarity and unit roots are treated in parallel, again with little 
explanation of what separates and what unites these two approaches. 
It would not have been out of place to refer to the book “Forecasting 
Economic Time Series” by Clements and Hendry from 1998, but, alas, 
the authors do not seem to have found this book valuable. 
   Next, the book presents modelling economic behaviour. When 
teaching econometrics it is important to tell students that stochastic 
equations should have an error term, otherwise the equation holds 
only by chance. This is particularly true when teaching economists 
who are fond of their models and tend to forget about the error. It may 
seem pedantic to nag about residuals, but this is to remind the analyst 
that the model stands and falls on how the residual behaves. This is 
called “model diagnostics”, a term that cannot be found in this book. 
   There is no mention of some of the methods that the M3 
competitions have found to be most useful, not even of Holt-Winters’ 
method. All of the results that have been found in the area of 
judgmental forecasting during decades of research are totally 
unknown, and yet all macroeconomic forecasts are judgmental. The 
chapter in the classical book on forecasting by Makridakis, Wheelright 
and Hyndman (1998) alone would have provided some solid support. 
Combining forecasts, which has repeatedly been found useful, is not 
recommended. Instead of reporting on research, one finds groundless 
statements.    
   The list of weaknesses could be made much longer, but would take 
up more space than this book deserves. Over and over again it 
reveals how little of the work of the IIF has reached those who make 
forecasts for the world economy. The last chapter contains a useful 
list of some forecasting institutes, national and international. There is 
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no mention of IIF, nor of www.forecasters.org. We should take note of 
this and intensify our efforts to reach out to these practitioners.  
   There are no references to central source literature. 9 out of 268 
references are to IJF and 5 are to Journal of Forecasting.  Is that all 
there is in these journals that has any relevance for economic 
forecasting? When referring to a textbook in time series, Hamilton’s 
huge book from 1994 is the preferred one. This is a very complicated 
book for those who are expected to buy the present book to read. On 
the other hand, one in four references is to a non-peer-reviewed 
source. There are contradictions, and even a repetition of the same 
citation (pp. 178 and 247). One reason for this could be that there has 
not been enough cooperation between the three authors. Why not 
take a prominent member of IIF on board next time?  
 
Unfortunately, we cannot recommend the book to any group of 
readers. 
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