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3 A TWO-STEP APPROACH TO MODEL INFLATION 

 

3.1 Modelling long-medium term component of inflation 
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3.2 A mixed-frequency model for real-time forecasts of inflation 
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4 TWO FORECASTING APPLICATIONS IN REAL-TIME 
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4.1 Real-time forecasts of monthly inflation 

 

 



 

 

14 

 

 

 

4.2 Model forecasts vs market expectations 
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2. APPENDIX 

Table 1 Monthly forecasting accuracy 

(RMSFE of recursive forecasts from 2002:5 to 2007:9) 
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Table 2 RMSFE of daily predictions 

(RMSFE of recursive forecasts from 2002:5 to 2007:9) 

 

 

 

 

 

 

Table 3 Comparing predictive accuracy: Diebold Mariano forecasting test 
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Table 4 Forecast encompassing test: combination weights 
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Table 5 RMSFE of combined daily predictions 

 
Notes: Estimated weights are those of forecast encompassing regressions (Table 4). 
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Figure 1 Daily forecasts 

 

 

 

 

current month 

 
 

 

 

 

one month ahead 

 
Legend: 
HICP futures= Monthly inflation rate implied in the daily HICP future contracts (source: Bloomberg). 
HICP = HICP inflation rate projected on daily data (source: Eurostat). 
m1 = Daily inflation predictions of model 1. 
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Figure 2 Box-Plots of daily forecast errors 

 

 Current month One month ahead 

 

Legend: 
Futures = Forecast errors of the daily HICP future contracts (source: Bloomberg) 
Model 1,2,3 = Forecast errors of the MIDAS models. 
The blu box portion represents the first and third quartiles. The median is the red line through the center of the box. The 
staple is a black line drawn at the last data point within (or equal to) each of the inner fences. 
Sample period: October 3, 2005 - September 30, 2007. 
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