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An overview of the

. definition

. historical background
. uses and applications
. characteristics

. methodologies
.examples

.future developments

of nowcasting



now + forecasting

Assessment of the current state of a
target variable based on information
provided by relevant indicators



Similarities and overlap with other
related concepts

. forecasting
.flash estimates
. scenario building

. early warnings systems
. Imputation



Greater demand for more up-to-date
information for monitoring development
and guiding policy

More opportunities created by
innovations and new sources of data



Nowecasting is originally a term
from meteorology

14 Nowcasting comprises the detailed description of the
current weather along with forecasts obtained by
extrapolation for a period of 0 to 6 hours ahead [...] A
forecaster using the latest radar, satellite and
observational data is able to make analysis of the small-
scale features present in a small area such as a city and
make an accurate forecast for the following few hours. ))

-WMO



Process undertaken, formally or
informally, every time we take a decision
about the present state with only partial
information



Information about the current state of

the economy is essential for policy
makers

Since the 1930s, economists have
systematically studied the co-movements
of time series to predict the current
state of the economy
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CHAPTER 6

Statistical Indicators of Cyclical Revivals
Wesley C. Mitchell and Arthur F. Burns

The Aims of This Bulletin

THis bulletin rests upon an analysis of the timing of cyclical revivals in
the United States of 4B7 statistical series in monthly or quarterly form,
of which many cover the postwar period alone, while a few run back to the
1880°s or earlier. What we have to offer is a digest of past experience,
which we take to be on the whole the best teacher of what to expect in
the near future.

But one of the clearest teachings of experience is that every business
cycle has features that are peculiar to it. Accordingly, no one who knows
the past expects that what happened during any earlier business revival
will repeat itself exactly during the next revival. Even average experience
over several revivals establishes no more than a presumption concerning

ltional Bureaw of Ecomomic Researeh, Ine.
0S5E FOR WHICH THE MEASURES ARE MADE

bycles consist of interrelated fluctuations in
bnomic processes—the production of commodi-
, miners and manufacturers ; the transporting
passengers by land and water; the pricing of
t successive stages of their journeys to business
i households; marketing merchandise at home
arrying stocks of raw materials and finished
bloying men and disbursing wages; borrow-
d paying interest; making profits or losses

dividends; saving and investing capital;
t expenses and maturing debts with money

That the cyelical fluctuations in these di-
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The National Bureaw’s Measures of
Cyclical Behavior

WESLEY C. MITCHELL
and

ARTHUR F. BURNS

Business Cycles: The Prablem and Its Setting. Since that
volume appeared in 1927, a small staff has been developing
a technique for measuring cyclical behavior and has been
applying it to some eight hundred time series from the
United States, Great Britain, France and Germany The
task of rechecking this analysis and bringing it up to the
close of the last completed cycles in the four countries
should be finished before the end of the year.

This Bulletin gives a brief explanation of the leading
features of the technique and a few illustrations of the re-
sults. The first three chapters of the book in preparation—
Business Cycles, Volume I, dnalysis of Cyclical Behavior
—will be available in mimeographed form by August or
September. They explain the technique in full detail, inter-




Composite indices of
leading, coincident and
lagging indicators by the
U.S. Department of
Commerce (1977, 1984)
and the Conference
Board



Treatment of the nowcasting problem in
a formal statistical framework

|. Stock and Watson (1988)

Testing for Common Trends

JAMES H. STOCK and MARK W. WATSON*
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1. INTRODUCTION

There is considerable empirical evidence that many
macroeconomic time series are well described by univari-
ate autoregressive integrated moving average (ARIMA)}
models, so differencing the data produces a series that
appears to be covariance stationary. It has been less clear
what transformation should be applied to data used in
multivariate models, since (loosely speaking) the number
of unit roots in a multiple time series may be less than the
sum of the number of unit roots in the constituent univari-
ate series. Equivalently, although each univariate series
might contain a stochastic trend, in a vector process these

astic trends might be common to several of the vari-

against the alternative that it has m .
Tt is assumed that each component of X, is integrated of
order 1, but that there are n — k linear combinations of
X, that are integrated of order 0. Engle and Granger (1987)
defined such a process to be cointegrated of order (1, 1).
If the stationary linear combinations are «'X,, then the
columns of a are termed the col
Engle and Granger showed that if X, is cointegrated,
it has a representation in terms of an error-correction
model, as developed by Sargan (1964), Davidson, Hendry,
Srba, and Yeo (19

that some linear combinatiol

< k common trend

egrating vectors of X,.
then

), and others.
The concept of cointegration formalizes an older notion
of time series variables ap-



statistical framework
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statistical framework

Nowecasting: The real-time informational content
of macroeconomic data
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Recent explosion of nowcasting
applications in economics

. GDP

.value added by sector
. trade

. labour market
.inflation



Applications in other areas, including
social variables and other aspects of
development

. poverty and inequality
. mortality

. transport

. GHG emissions



Nowecasts are useful to give real-time
information on a target variable

. published after a long delay
.available at low frequency
. subject to revisions



Other applications

.inputs to forecasting frameworks
. Imputation

. backcasting

.series with structural changes



Nowcasts exploit all information
provided by a set of indicators

. relevant

. timely available

. different frequencies

. non-synchronised publication
.varying publication lags

. many sources

. possibly a large set



Indicators are not selected because of
their causal or theoretical/structural
relationship to the target variable, but
because of their

. correlation with the target variable
.timeliness



Nowcasts rely on statistical models that
link the flow of data releases in real-time



More than a one-off projection, what’s
interesting is the evolution of estimates
as new data arrive



Challenges in developing a nowcasting
application

. identifying relevant data sources
.working in a data-rich environment

. separating signal from noise
. summarise the information into a

meaningful estimate



Common methodologies

. cycle analysis

. blocked linear systems

. bridge equations

. dynamic factor models

. mixed frequency (Bayesian) VARs
. mixed-data sampling (MIDAS)



Examples of howcasting applications in
economics

. €-coin, CEPR

. business conditions index, Fed Phil.
. GDP nowcasting, Fed NY
.inflation nowcasting, Fed Cleveland
. how-casting.com


https://eurocoin.cepr.org/
https://www.philadelphiafed.org/research-and-data/real-time-center/business-conditions-index
https://www.newyorkfed.org/research/policy/nowcast
https://www.clevelandfed.org/our-research/indicators-and-data/inflation-nowcasting.aspx
https://www.now-casting.com/home

Potential future developments of
nowcasting

. proliferation of data sources

. modelling high frequency data

.links with structural models

. parameter instability and other time-
varying features

. theoretical development in statistics
.Al methods



Potential future developments of
nowcasting

. extensions to other target variables
with limited data sources and larger
publication gaps

.linking various approaches and
methodologies



CCS-UN
V N

E)
= J/’

\

UNITED NATIONS

Committee of the Chief Statistic UNCTAD

of the United Natio Sytm

Nowcasting

Overview of concepts, definitions and
current practices

fernando.cantu@un.org


mailto:fernando.cantu@un.org

