Preparation for Exam I

Chapter one:

1. Understand the purpose of forecasting, and why it is not a substitute for planning.

2. Be able to describe the forecasting process.

3. Why is it difficult to diagnose when a recession and recovery occurs, who makes that determination, and what four monthly time series do they monitor?

4. Why is the percentage change in real GDP more important than the level of nominal GDP to economists?

Chapter two:

1. What is the difference between endogenous factors and exogenous factors as determinants of a business cycle recession—why was the 1974 recession viewed as primarily exogenous?\

2. How does a “top down” model link macroeconomic models to industry- and firm-level models?  

3. Is the recession that officially began in March 2001 principally exogenous or endogenous in your opinion?  Is the recession officially over?

Chapter three:

1. How could you adjust nominal time series data to reflect real economic events?

2. How would you transform data that has a constant growth rate in order to use a linear regression model to forecast future values?

3. What are the four components of time series data that is gathered monthly or quarterly?

4. How are seasonal indexes used to deseasonalize monthly data or quarterly data, i.e. determine a new series that is seasonally adjusted?

5. What are some of the primary economic variables that may affect the trend in time series data?

6. What is the equation for a linear trend line?  A quadratic, or second degree polynomial, trend line?  A third degree polynomial trend line?

7. How is a least squares regression model used to estimate each of the above trend lines?  How do you know which model is best on a basis of its statistical output?

8. Describe the process of determining the cycle relative for annual data?

9. Answer in your mind the questions at the end of chapter 3.  If statistical output is needed, think of how you would develop and interpret that output using the decomposition method.  

Chapter four:

1. Review the objectives of forecasting models.

2. What are the three strategies of forecasting models?

3. What are the three general classifications of forecasting techniques?

4. How do autoregressive models differ from causal models?

5. What are some of the factors that affect the selection of a forecasting technique?

6. Why is forecast accuracy based on past values important in making forecasts into the future?

7. How is the value of each ex post error term computed?

8. What would a graph of error terms look like that was random? Indicated a failure to account for seasonal variation?  Indicate a failure to adequately model the trend?  Indicated a failure to account for cyclical fluctuation?

9. Describe a graphical analysis that can be used to describe turning point error?

10. How can the number of turning point errors be summarized statistically?

11. How are each of the following statistical estimates of forecast model reliability used to select the best forecasting model: (a) consistency of performance coefficient, (b) range of error, (c) mean square error, (d) mean absolute percentage error, (e) mean error (bias) and (f) mean percent error (bias).

12. Review in your mind all of the questions at the end of chapter 4.

13. If you have a chart showing actual and predicted values, be able to compute the statistical measures of error described in the chapter.

