H
L1

NH
s JOURNAL OF
Econometrics

ELSEVIER Journal of Econometrics 105 (2001) 1-3
www.elsevier.com/locate/econbase

Guest editorial

Forecasting and empirical methods in finance
and macroeconomics ™

All economic agents forecast, and forecasting figures especially prominently
in financial and macroeconomic contexts. Central to finance, for example, is
the idea of expectations of earnings streams and their effects on asset prices,
and central to macroeconomics is the idea of expectations of business condi-
tions and their effects on investment and consumption decisions. Moreover,
predictive ideas are very much intertwined in finance and macroeconomics.
Modern asset pricing models, for example, attribute excess returns and return
predictability in part to macroeconomic factors such as recession risk.

There is a strong derived demand for development and assessment of
econometric methods for use in empirical finance and macroeconomics, with
special emphasis on problems of prediction, which is the focus of a working
group led by us with generous support from the National Bureau of Economic
Research and the National Science Foundation. On the finance side, recent
years have featured extensive inquiry into issues such as long-horizon mean
reversion in asset returns, persistence in mutual fund performance, volatil-
ity and correlation forecasting with applications to financial risk manage-
ment, and selection biases due to survival or data snooping. Similarly, on the
macroeconomics side, we have seen the development and application of new
coincident and leading indicators, diffusion indexes, regime-switching mod-
els (with potentially time-varying transition probabilities), and new breeds of
macroeconomic models that demand new tools for estimation and forecasting.

Group meetings have produced several associated symposia, including
Diebold and Watson (1996), Diebold and West (1998) and Diebold et al.
(1999). Here we offer the latest installment. Many of the papers were pre-
sented at a July 1999 meeting organized under the auspices of the Sum-
mer Institute of the National Bureau of Economic Research. All papers were
refereed.

* We would like to thank Cheng Hsiao and Ron Gallant for their enthusiasm and guidance
in executing this project.
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The papers cover both theory and applications, in finance and macroe-
conomics, with a strong predictive theme running throughout. Topics in-
clude, in no particular order: volatility modeling and forecasting (Blair et al.;
Calvet and Fisher), multifractal processes (Calvet and Fisher), semiparamet-
ric and nonparametric methods (Chen and Conley; Linton et al.; Marinucci
and Robinson), forecast accuracy comparison and encompassing (Clark and
McCracken; West), spatial models for panel data (Chen and Conley); the re-
lationship between regime switching or structural change and the appearance
of long memory (Diebold and Inoue), bootstrap methods and their use in cor-
recting for sample selection and data mining (Sullivan et al.), long memory
in univariate and multivariate environments (Diebold and Inoue; Marinucci
and Robinson), extracting and evaluating predictive information from asset
markets (Blair et al.; Lamont), extracting and evaluating predictive informa-
tion from macroeconomic series with emphasis on using only the data actually
available in real time (Croushore), and flexible modeling of the term structure
(Linton et al.).

We think that the papers assembled in this symposium make an unusu-
ally exciting and coherent contribution, and we hope that readers will enjoy
reading it as much as we enjoyed assembling it.
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