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Outline

▪ Why are we doing this?

▪ How we are doing it

▪ Was it any good?

▪ How it can be useful
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Why are we doing this?

▪ Decision making relies on forecasts, which 
hinges on initial conditions that come with lags.
• Market players and policy makers periodically update 

their views (forecasts/nowcasts) for decision making
• Real time monitoring of economic activity helps to check 

if a particular forecast is still on track, or has become 
outdated i.e. implausible

▪ Plenty of information available to gauge the 
most current state of economic activity.

▪ Lack of personnel and resources to do the 
monitoring.
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How we are doing it
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How we are we doing it

▪ Collect relevant available information with 
mixed frequency.

▪ Predict Economic Activity with mixed-frequency 
DFM in a pseudo Real-Time manner.
• Assume that the common factors follow a VAR process
• Apply an Expectation-Maximization algorithm (the one 

proposed by Banbura and Mondugno, JAE 2014) to fill 
up missing values, then maximize the likelihood 

▪ Setting up an excel interface to make it user 
friendly.
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The nowcasting process:
by the statistical agency
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The nowcasting process:
by the rest, i.e. nowcasters = private and public analysts

How does Ωt
SO relate to Ωt

Now?
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Tracking Indonesia's GDP

• Following the AFC, GDP fell dramatically in Indonesia

• Growth stabilized somewhat only in 2002

• Post-GFC, growth picked up but decelerating since then
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Issues with the GDP data

• Documentation on inputs, methodology and 

coverage is lacking
• Detailed information on sources of data, proxies, surveys 

used is not readily available

• No clear information on data adjustments and corrections

• GDP data released with a delay of 5 weeks. Not 

bad compared to some other economies, but 

still insufficient for monitoring

• Data suffers from a number of deficiencies
• No available long series

• No official seasonally adjusted series
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What variables to select?
Bloomberg Calendar: follow the market revealed preferences (Banbura, et.al, 2013)
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What variables to select?
Bloomberg Calendar plus Judgment

28
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Root Mean Squared Error
What variables to select?

Month Automatic Bloomberg Our 

Approach

Forecast 1 0.916 0.591 0.587

2 0.805 0.526 0.516

3 0.724 0.531 0.444

Nowcast 1 0.725 0.541 0.449

2 0.541 0.424 0.325

3 0.483 0.434 0.287

Backcast 1 0.486 0.409 0.288

Comparing Different Selection Strategies
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The Dynamic Factor Models
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Dynamic Factor Models in Real-Time
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Actual Growth Rates
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Data Flow

X
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Prediction of Current Quarter
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Data Flow

X X
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Prediction of Current Quarter
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Data Flow

X X
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Prediction of Current Quarter
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How good is it?
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Root Mean Squared Error
End of month

Month DFM AR RW

Forecast 1 0.587 0.692 0.847

2 0.516 0.612 0.661

3 0.444 0.612 0.661

Nowcast 1 0.449 0.600 0.666

2 0.325 0.443 0.430

3 0.287 0.443 0.430

Backcast 1 0.288 0.446 0.459
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Institutional benchmarks

We also compare the prediction obtained with the DFM with the 

prediction of annual growth rate published by policy institutions:

• Asian Development Bank

• International Monetary Fund

• Consensus Forecasts
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Prediction of Current Annual GDP Growth
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Prediction of Current Annual GDP Growth
Root Mean Squared Error at each month
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How it can be useful
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Tracking changes in growth momentum



29

Projected growth rate: 2019



30

Tracking changes in the data/data revisions
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Users (nowcasting framework for Indonesia)

▪ ADB 
▪ National planning agency of the Republic of 

Indonesia
▪ Ministry of Finance – Fiscal policy office
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Thank you!


