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ternative Forecasts of Savin L7 -

In a review of Robert Ferber's A Study of Aggregste Consumption
Functiong, published in the American Economic Review, September 1954,
pp. 667-671, I presented computations of the errors of three naive
forecasts and four formula forecasts for the years 1947-1953. These
computations have now been extended through 1955, and are shown in
Table 1 attached. (The figures for 1353 have been recomputed on the
basls of revised data.) In oxtending th#rs computations, 1t was found
that the third and fourth lines for formula 2.10 were in error in the
original Table., Had these been correctly computed, the flrst-difference
version of formula 2.10 would have had the lowest average error of all
formulas in 1948-5%, as it does for 1948-56. With this correction, the
generel pattern of results remains much the same as before. The peak-
income formula 2.22 is easily the best of the regular 1923-40 regressions,
so far as post-war predictions are concerned. But it is not the best
predictor emong the regular '"recomputed regressions' or among the
first-difference regressions of either variety. IHaive forecasts are
as good as any of the 1923-40 regular regressions, with the possible
exception of the peak-income formula 2.22. But on the basis of each of
the three other methods of calculations, any of the formulas predicts
better than any of the naive methods. First-differencing is clearly a
superior procedure, judging from the results of the 1923-40 regressions.
But its superiority is not clear in the case of the "recomputed

regressions.”



- X 1948 1949 1930 1951
ACTUAL AGCREGATE PERSOFAL SAVING, (9) 3.9 10.5 6.7 i1.2 17.0
FATVZ FORECASTS 5% (FIRCEITACH SREORS TH PARICHTHISES)
5% = 3-4 Projection cf oogresate povrsonal
soving (-207.7)12.C0 | (¢2.8)3.9 | (-56.7)10.5 | (L¢.2)o.7 | (3k.1)11.2
S*ﬁf:(S/Y)—l Projzcticn of saving-disposaola )
) ‘ncone ratic _ (-230.8)12.¢ | (55.0)%.3 | (-55.7)30.5 | (33.9)7.h | (27.1)12.4
g /iP=($/5P} -1 Projection of per capita reci ,
: scving (-255.0)1k.0 | (32.0)%.5 | (-38.2)10.5 | (38.4)5.3 | (27.6)12.3
FORMUTA FORECASTS S (PENCINTACE TRIVCRS TN PARTHTHISIS)
(Ferier formuls 2.4) S¥/lP=a+h ¥/HP
1225-k0 rogression (-500.0)15.C {/-68.0) 7.7 (-138.2)17.5 |(-E2.1)on L|(-31.2)22.5
Recompuicl regressicas (-500.6}:5 5 1( 7.0) a.7|(- u7.8) 2.0 | &.0)1c.3|( 33.8)11.¢6
192%-40 regression of first differences (-151.3) 9.8 |( 52.%) 5.0[(-47.8) <.9 {( 7.1)10.4|( 28.8)12.1
Recomputed regressions of first (-151.3) 9.8 |( 50.5) 5.2|(-k4.8) 9.7 (- 0.9)21.31( 28.8)12.1
differences
' g% Y Y
(Ferber formula 2.8) = =a +b; 55 * b ("Fp) -1
1923-40 regression (-205.6)12.7 1(-53.3)16.1[(-128.4)15.3 |(-73.2)19.4](-17.1)19.9
Recomputed regressions (-223.1)12.6 {( 0.0)10.5{(~ 40.3) 9.4 [(-14.3)12.8]( 35.9)10.9
1924-40 regression of first differences ( 43.8) 5.9](~ 44.8) 9.7 {{ 3.6)10.8|( 32.9)11.4
Recomputed regressions of first differences ( 43.8) 5.9{(- 41.8) 9.5 (- 0.9)11.3|( 37.6)10.6
*
(Ferber formula 2.10) “S- =a+b — o+ b, N
1923-40 regression (-241.0)13.3 | (-42.0)14.8{(-109.0)1k.0 |(-51.8)17.C}{- 5.9)18.0
Recomputed regressions (-246.2)13.5 1( 30.5) 7.3{(- 14.9) 7.7 [( 18.8) 9.1[( 41.8) 9.9
1923-40 regression of first differences (-148.7) 9.7 {( 19.0) 8.5{(- 32.8) 8.9 |( 12.5) 9.8|( 34.7)11.1
Recomputed regressions of first differ- (-148.7) 9.7 !( 16.2) 8.8 {(- 23.9) 8.3 {( 7.1)10.4 I 38.8)10.4
ences ax Y/NP T ) o )
(Ferber formula.2.22) <~ = & * b (y/§p)o
1925-40 regression (-/17.2) b6 | ( 16.2) €.8((- 14.9) 7.7 |( 0.0)11 2|( 42.9) 9.7
Recomputed regressions (- 17.9) 4.6 | ( 17.1) 8.7|(- 6.0) 7.1 |( o©.0)1l.2|( 42.9) 9.7
1924-%0 regression of first differences (O 1k.3) 9.00(- 37.3) 9.2 {{ 3.6)10.8|( 45.9) 9.2
Recomputed regresgions of first differences ( 14.3) 9.0 (- 37.3) 9.2 '( 1.8)11.~{( u7.1) 9:0

Taiie 1.

Alternative Forecasts of Saving J9L47.56
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Zxplanation of Table L

Sﬁmbc—-ua S aZ2gregats Hersonql SV

Bw. Torecast vaive of 3
¥ ageregate disposablie incoan

N midvear poouletion

5 peongwners’ price imdow 153539 o 100

(X ),.,1 velae of x in precetinr vear.  For 1L9LT. this is taken o Le 1904
)

"

highe S'L oreviows valuz of x, svaivding the cays TOn-1906,
sxorph that, Jollowirg ™ tha 1945 value 45 wsed as the

;1.43,hodb valuge prior otn 1847,

r"oref:a.-?n; oy albsimativs mnet DOMPES minte by a‘.q; esslaz 2ll
oF tnem Az ferecaste of AFET . AL Lforecasts are comouk

o - L-rt
on the asmuwaption that the velus of il rizbjes other than 8§ are Known 1
advatice,

o PR . P .
Percemtage srrors of forscast are 10U Jo- . Thus aver appear with 2
sizre  Averages ofFf these enrord, wiath signo disreyurded, are given in

[
sat two eolumad.

sasts of saving sre obtained Trom alterna-

Neive torecasis, Thies d1ffc
lavls whosge value Ln the preaceding vear is taken as the

o
tive definitions of the varia
foracast,

Formula Torecssts

—

Fomawlas selscted.  [four of the fyrmmulas studied by Ferber have been selcoted
Tor tnese caieulabionz. ALL {ov U.lc.u." Wat fall fo maks allowanoe for orice and
poputati ov ei‘*"'au""* have bear, exolids 433 rormulas involvirg timgt en oa

variatle nove Lesn exclude 'Ln:Lp*e, that zimel s an wnsatvisiactory

,A'pl.:;*a oy verdabda, TE bhasaust or e gap due to Lae war.
¢f the ten M2 tyroe not e excluwded by these criteria, 224
I Al I T -

=Ry 1&;,;145. endy dode DLE DECH DITCSENTE 2.2 leads Lo very similar but oot ogua

e ovond hreeasts,



caioha Lhat wse ail the dats from 1923-L0 are
essione® have whe following periods of fit:

1’\

ﬁegressions ysed. Only
ToT et VHesomputed regy

"'5"‘1

Period of fit

e = Formulas 2.8 and 252 A1l olhier "reconme
firvet differences puted regressLong”

29l7 192340
J -y Ly o oa ¥ '
:‘LE?'}-#’J 1}?..'.’{,.--«!.5':1 lc;:i;:/-ubo , 4 Q.‘!'?

o HAN ¥ 0 < . P R ,
1940 1SR S, 1948 192300, 19L7-18

' s 17 ] I TohRL LD M -
1950 i92hedd, r-ud L5 TQCJWhG Re Iy SRRt

J.951 ]9:"{*"}4"}’ L &" | 5:) "’C "'”4—‘-} i r”-i-'? ,;O
1952 192h-40, 19L3-51 192 ;wzo, 190751
1553 1720, ~52 1923-LG, 194750

The shorter perinds of fit for first difference wersions of 2.8 and 2.22
were necessitated by their use of ligged varlables.

Pirsh gifferﬁ ce regressions ore JLo with no constant term, since a constant
Term would imp.Ly @ tama Lvrend in the savirg varialde,




