
 

Accepted Manuscript

Indeterminate forecast accuracy under indeterminacy

Luca Fanelli, Marco M. Sorge

PII: S0164-0704(16)30239-7
DOI: 10.1016/j.jmacro.2017.05.007
Reference: JMACRO 2952

To appear in: Journal of Macroeconomics

Received date: 23 December 2016
Revised date: 3 April 2017
Accepted date: 17 May 2017

Please cite this article as: Luca Fanelli, Marco M. Sorge, Indeterminate forecast accuracy under inde-
terminacy, Journal of Macroeconomics (2017), doi: 10.1016/j.jmacro.2017.05.007

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.jmacro.2017.05.007
http://dx.doi.org/10.1016/j.jmacro.2017.05.007


ACCEPTED MANUSCRIPT

ACCEPTED M
ANUSCRIP

T

Indeterminate forecast accuracy under indeterminacy∗

Luca Fanelli† Marco M. Sorge‡

This version: April, 2017

Abstract

This paper studies whether the observed time variation in the forecast accuracy of

macro-econometric models can be reconciled with the monetary policy stance that induces

(in)determinacy in stylized DSGE models. Using a small-scale New Keynesian monetary

framework as laboratory and structural parameters calibrated to the estimates obtained

on U.S. data from different macroeconomics regimes, we exploit reduced-form econometric

models—such as Vector Autoregressions—to assess their regime-specific forecastability. We

show that conducting (pseudo) out-of-sample forecast comparisons in the presence of inde-

terminacy is a non-trivial exercise, even when sunspot shocks play no role in generating the

data. Overall, our simulation experiment suggests that equilibrium indeterminacy need not

lead to superior (absolute or relative) forecast accuracy. This finding challenges the view

that the deteriorating performance of forecast models over the Great Moderation relative to

the Great Inflation was entirely due to changes in the U.S. monetary policy.
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