
Accepted Manuscript

Real-time nowcasting of nominal GDP with structural breaks

William A. Barnett, Marcelle Chauvet, Danilo Leiva-Leon

PII: S0304-4076(15)00280-8
DOI: http://dx.doi.org/10.1016/j.jeconom.2015.12.004
Reference: ECONOM 4191

To appear in: Journal of Econometrics

Please cite this article as: Barnett, W.A., Chauvet, M., Leiva-Leon, D., Real-time nowcasting
of nominal GDP with structural breaks. Journal of Econometrics (2015),
http://dx.doi.org/10.1016/j.jeconom.2015.12.004

This is a PDF file of an unedited manuscript that has been accepted for publication. As a
service to our customers we are providing this early version of the manuscript. The manuscript
will undergo copyediting, typesetting, and review of the resulting proof before it is published in
its final form. Please note that during the production process errors may be discovered which
could affect the content, and all legal disclaimers that apply to the journal pertain.

http://dx.doi.org/10.1016/j.jeconom.2015.12.004


Real-Time Nowcasting of Nominal GDP with Structural Breaks�

William A. Barnetty

University of Kansas

and Center for Financial Stability

Marcelle Chauvetz

University of California Riverside

Danilo Leiva-Leonx

Central Bank of Chile

Abstract

This paper provides early assessments of current U.S. Nominal GDP growth, which has been con-

sidered as a potential new monetary policy target. The nowcasts are computed using the exact amount

of information that policy makers have available at the time predictions are made. However, real time

information arrives at di¤erent frequencies and asynchronously, which poses the challenge of mixed

frequencies, missing data, and ragged edges. This paper proposes a multivariate state space model

that not only takes into account asynchronous information in�ow it also allows for potential parameter

instability (DYMIBREAK). We use small scale con�rmatory factor analysis in which the candidate

variables are selected based on their ability to forecast nominal GDP. The model is fully estimated

in one step using a nonlinear Kalman �lter, which is applied to obtain simultaneously both optimal

inferences on the dynamic factor and parameters. Di¤erently from principal component analysis, the

proposed factor model captures the comovement rather than the variance underlying the variables.

We compare the predictive ability of the model with other univariate and multivariate speci�cations.

The results indicate that the proposed model containing information on real economic activity, in�a-

tion, interest rates, and Divisia monetary aggregates produces the most accurate real time nowcasts

of nominal GDP growth.
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