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Prediction

• Once we have characterized the trend and 
the cycle of a variables we can use this 
information to different purposes.

• It is possible to draw some economic 
conclusions (persistence, unit root 
consequences…)

• It is also possible to predict the future 
values of the series.



Persistence



Unit Root

• In some situations the presence of a unit 
root may invalidate some economic 
restrictions. 

• This is the case of the purchasing power 
parity or the Fisher effect

• Then, if we may reject the unit root null 
hypothesis in real exchange rate or in the 
real interest rate, these economic 
restrictions hold. 



Prediction

• We can use the ARIMA information in 
order to predict the future values of a 
variable.

• To that end, we need a sample size (T), to 
determine the number of periods ahead 
we want to predict (m) and the set of 
available information (T)
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Prediction Error
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Prediction Error. AR(1)
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Prediction Error. MA(1)
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Forecast accuracy
We dispose some statistics which can help 
us to assess the goodness of the prediction 
fit.
The most popular ones are MSE and the 
Theil’s U.



Forecast accuracy. MSE


