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Some critiques of IMF forecasts  
and our findings  

Critique Our Findings  

A.  
IMF’s ability to forecast recessions is poor 
 

 
True. Consensus Forecasts also fails to 
predict recessions, suggesting failure is 
not rooted in IMF forecast processes or 
models. 

B. 
Lack of consistency across forecasts of 
different variables 
 

 
We look at one aspect of this—
consistency of output & unemployment 
forecasts. We find broad consistency but 
there is some room for improvement. 

C. 
Optimistic growth forecasts, particularly 
for low-income countries & program 
countries 

 
We find forecasts are almost as likely to 
be pessimistic as optimistic. 
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A. Inability to Forecast Recessions 

 
The inability  to forecast recessions was flagged by … 
 
• a comprehensive 2014 IEO Assessment of IMF forecasts 
 
… and has received media attention recently: 
 
• Financial Times (Tim Harford, May 30, 2014):  
 “The record of failure remains impressive.” 

 
• The Economist (Jan. 9, 2016): “In its April forecasts the IMF never once 

foresaw the contraction looming in the next year. Even in October of 
the year in question, the IMF predicted that a recession had begun only 
half the time.” 
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http://www.ieo-imf.org/ieo/pages/EvaluationImages181.aspx
http://www.ft.com/cms/s/2/14e323ee-e602-11e3-aeef-00144feabdc0.html
http://www.economist.com/node/21685480


Explanations for failure to predict recessions: 
Lack of information 

• Many turning points occur for reasons that are difficult to predict (e.g. geopolitical events 
or political turmoil) 

• Macro models are “too linear” to capture outlier events   4 



Explanations for failure to predict recessions: 
Lack of incentives 

 There are few incentives for producing an "outlier" GDP forecast. Reputational loss from 
incorrectly calling a recession may exceed benefits from correctly calling one. 

  5 



Explanations for failure to predict recessions: 
Behavioral reasons (triumph of hope over experience) 

 Emphasized by Nordhaus (1987): as forecasters, we tend to break the “bad news to 
ourselves slowly, taking too long to allow surprises to be incorporated into our forecasts.” 
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Our Analysis 

• Draws on: 
– Loungani (International Journal of Forecasting, 2001) 
– Ahir and Loungani (VoxEU, April 2014) 
– An, Jalles and Loungani (in progress) 

 
• Rich data set: WEO forecasts, 1990 to 2014, 188 countries 

(unbalanced sample) 
 

• Two definitions of recessions 
– A year in which real GDP falls 
– A year in which real GDP falls, having risen the year before (used by The 

Economist article) 
– More precise definitions of recessions (e.g. based on NBER-type dating 

methodologies) not likely to affect conclusions—see evidence on this in 
Loungani, Stekler and Tamirisa, International Journal of Forecasting, 2013. 
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http://www.sciencedirect.com/science/article/pii/S016920700100098X
http://www.voxeu.org/article/predicting-economic-turning-points
http://www.sciencedirect.com/science/article/pii/S0169207013000435


In good company: IMF’s failure to predict recessions  
is shared by Consensus Forecasts (CF) 
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 IMF and Consensus Forecasts (CF): 
A virtually identical record of failure 
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Forecast errors in recession years remain large,  
even as the year is ending … 
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… but the performance for G20 countries  
is better in this respect 
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A recent case: Brazil 2015 
Evolution of Consensus and IMF Forecasts 
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A recent case: Brazil 2015 
The Consensus ‘dot plot’ 
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The “coin toss” criticism of these findings 

• Wouldn’t an ex post assessment of a “coin toss” experiment similarly make forecasters look bad? 

• Sure, but if real GDP growth is a “coin toss”, why do we invest so much effort in forecasting it?  
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How to get forecasters to do better: 
Give a ‘Stekler Award’ for Courage in Forecasting 

 “I personally believe that the cost 
of a recession is so great that a 
forecaster should never miss one.  

 Some people argue that turning 
points are unpredictable. I 
disagree.  

 I have never had trouble 
predicting recessions. In fact, I 
have predicted n+x of the last n 
recessions.’’ 

  Stekler (2010 interview)  
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Winner of 2015 ‘Stekler Award’: 
Lakshman Achuthan (Economic Cycle Research Institute) 

• “On September 21, 2011, ECRI notified clients 
that the U.S. economy is indeed tipping into a 
new recession. And there's nothing that policy 
makers can do to head it off…”  

 

• “our September 2011 U.S. 
recession forecast did turn out to 
be a false alarm.” 

 

• “the 2012-13 cyclical downturn 
turned out to be the worst “non-
recession” in half a century rather 
than a full-blown recession” 

 

• “key to avoiding recession in 2012 
was the fortuitous plunge in oil 
price volatility” 
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https://www.businesscycle.com/ecri-news-events/news-details/economic-cycle-research-ecri-crude-oil-price-volatility-the-greater-moderation-1
https://www.businesscycle.com/ecri-news-events/news-details/economic-cycle-research-ecri-crude-oil-price-volatility-the-greater-moderation-1
https://www.businesscycle.com/ecri-news-events/news-details/economic-cycle-research-ecri-crude-oil-price-volatility-the-greater-moderation-1


The 2016 ‘Stekler Award’: 
Michael Shedlock (“Mish”) 

• “Canadian Recession Coming Up” 

• Mish, January 21, 2015 

 

• “Canada in Recession, US will 
follow in 2015” 

• Mish, January 31, 2015 

 
 

 
 

 

 

Candidates for 2017 Stekler Award? 

 

 

 

  STAY TUNED! 
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B. Multivariate Consistency of Forecasts 

• Emphasized by Stekler and others (2015) 

– Do forecasts tell a consistent story? 

– Are forecasts consistent with known relationships in the 
data?  

 

• Consistency of forecasts has been examined along 
several dimensions 

– Fiscal  & output forecasts (Blanchard and Leigh, 2013) 

– Output & inflation forecasts (Fendel, Ris, Rulke, 2011) 
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https://www.imf.org/external/pubs/ft/wp/2013/wp1301.pdf
http://onlinelibrary.wiley.com/doi/10.1002/for.1172/full


Assessing Consistency of  
Output and Unemployment Forecasts 

• Relationship in data (Okun’s Law): ΔUt = α + β Δyt  
 
• Relationship in forecasts:  
 

 
• Then compare β coefficients in the data with those in 

forecasts. 
 
Our analysis draws on: 
• Ball, Jalles and Loungani, “Do Forecasters Believe in Okun’s 

Law,” International Journal of Forecasting, 2015 
• An, Ball, Jalles and Loungani, “An Assessment of the IMF’s 

Unemployment Forecasts,” in progress, 2016 
 

h hE     Et tU Y    
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http://www.sciencedirect.com/science/article/pii/S0169207014000466


Consistency of IMF growth & unemployment forecasts 
with that in the data 

• Based on 
forecasts for 97 
countries 

 

• Results show 
consistency is 
low for year-
ahead forecasts 
but steadily 
improves 
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Consistency of Consensus  
growth and unemployment forecasts 

 
• Consensus only 

provides 
unemployment 
forecasts for a 
limited set of 
countries.  
 

• Results show broad 
consistency of 
relationship in 
forecasts with that 
in the data 
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Consistency of IMF growth & unemployment forecasts 
(for countries also covered by Consensus) 

• For the set of 
countries for which 
Consensus 
provides 
unemployment 
forecasts, the  IMF 
and Consensus 
consistency is quite 
similar 

• Hence, the weaker 
consistency shown 
in slide 11 is due to 
the larger group of 
countries 
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Consistency of IMF growth & unemployment forecasts: 
G20 economies 

 

• For G20 
economies, 
there is broad 
consistency of 
relationship in 
forecasts with 
that in the data 
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Consistency of IMF unemployment & inflation 
forecasts: very preliminary evidence 
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C. Optimism in IMF’s Growth Forecasts 

• Optimism frequently claimed, not always borne out 
– Beach, Schavey, Isidro (1999) 
– GAO (2002) 
 

• Some previous work by IMF staff 
– Musso and Phillips (2002) 
– Baqir, Ramcharan and Sahay (year) 

 
• 2014 IEO assessment did not find strong evidence of optimism bias 
 
• Our analysis is based on looking at the full distribution of forecast errors 

and also comparing the distribution with that from Consensus Forecasts 
– Note that the Forecast Error is defined as Actual – Forecast.  Hence, a 

negative value of the error denotes ‘optimism’ and a positive value 
denotes ‘pessimism’ 
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http://www.heritage.org/research/reports/1999/08/how-reliable-are-imf-economic-forecasts
http://www.jstor.org/stable/3872490
http://www.jstor.org/stable/30035898


Fairly Symmetric Distribution of Growth Forecast Errors 
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Broad Symmetry for All Country Groups 
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Symmetry holds regardless of IMF program status  
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Consensus forecasts for IMF program countries 
indistinguishable from IMF’s own forecasts 
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Symmetry holds for countries in SBA programs  
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Consensus forecasts for SBA program countries 
indistinguishable from IMF’s own forecasts 
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Takeaways 
• Forecasting recessions is difficult, both for IMF and Consensus Forecasts. 

– Useful complementary role for early warning & vulnerability exercises; tail 
risks analysis; scenario analysis  

– Performance of forecasts made in October of recession year could perhaps be 
improved (reluctance to acknowledge extent of bad news may be playing a 
role) 

 

• Forecast assessments should give greater focus to consistency of forecasts 
across variables. Previous assessments have tended to focus on assessing 
one variable in isolation 
– The analysis of the consistency of unemployment and output forecasts shows 

room for improvement in year-ahead forecasts.  
 

• There is no evidence for a widespread bias towards optimism in IMF 
forecasts. Forecast errors are symmetric, including for LIDC and countries 
in IMF programs 
– There can be still be cases of optimism  (e.g. persistent downward revisions of 

world growth forecast in last six years) 
– There can also be some bias in initial program documents  
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