How Clear is the Crystal Ball?
Reflections on the accuracy of growth forecasts
Prakash Loungani
“ … the ability to produce accurate predictions of the course of the economy in
the near-term future is probably the main criterion by which the public judges
the usefulness of our entire profession.”
Victor Zarnowitz (1986, p. 1)

Spotting the arrival of the next
recession has become a spectator
sport in financial and political circles in the United States.1 This article presents evidence that recessions generally arrive before the
forecast. This holds true not just for
US recessions since the 1970s but
for a large sample of countries over
the 1990s. Forecasters are quite
good at recognising slowdowns, but
lack either the information or the
incentives to call recessions.
Another striking feature of
growth forecasts discussed in this
article is the similarity of forecasts
between the private sector and the
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Vice-President Dick Cheney has suggested that the
US economy is on the “front-edge” of a recession.
Former President Clinton has countered that 49 out of
50 forecasters in the Blue Chip panel have predicted
positive growth for 2001 for the US economy.

‘official’ sector, where the latter
refers to forecasts issued by multilateral institutions such as the
World Bank, the International Monetary Fund and the Organization
for Economic Cooperation and
Development.

US evidence on spotting
recessions
The failure to predict recessions
prior to their occurrence is a wellknown phenomenon in the case of
the United States. Victor Zarnowitz,
the doyen of the field of economic
forecasting, wrote in a 1986 paper
that major “failures of forecasting
are related to the incidence of slowdowns and contractions in general
economic activity. Forecasts … go
seriously wrong when such setbacks occur”.
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An excellent forensic study by
Fintzen and Stekler (1999) describes
how forecasters failed to predict the
1990 recession. The forecasts were
taken from Business Week, the Wall
Street Journal, Blue Chip Indicator
Forecasts, and Economic Forecasts
(which was eventually replaced by
Consensus Forecasts, the publication
used in the cross-country evidence
discussed later).
The recession is dated as having
begun in July 1990. Forecasts made
between late 1989 and early 1990
showed that forecasters, on average,
expected a slowdown but did not
expect the economy to enter into a
recession. By September, following
the Iraqi invasion of Kuwait and the
resulting spike in oil prices, the possibility of a short recession starting
in the last quarter of 1990 was recognised. While a few individuals foresaw a recession in early 1990, “neither the number of individuals expressing this view nor the diversity of
predictions increased until August”
(Fintzen and Stekler, 1999, p. 312).
Forecasts by the US Federal
Reserve Board show the same pattern as the private ones. The Fed
forecasts made prior to the Gulf
War did not predict a downturn in
1990. The forecast made in midAugust 1990 predicted slow growth
for the fourth quarter followed by a
rapid return to positive growth. It
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was only toward the end of
September that a recession expected to last two quarters was forecast.

Cross-country evidence on
spotting recessions
Cross-country evidence on the
ability to spot recessions can be
assessed using data from the publication Consensus Forecasts. Many in
the ‘official’ sector are increasingly
relying on these forecasts as a summary of the private sector’s assessment of the macroeconomic outlook. In addition to being extensively used in the multilateral
institutions for this purpose,2
Consensus Forecasts are used by
national government agencies, as
revealed for example in the following quote from a speech by New
Zealand’s central bank governor
Donald Brash (1998):
We do not ourselves make forecasts of the international economy,
but instead use the monthly
Consensus Forecasts … We certainly
have no reason to believe that we
could produce better forecasts for
our overseas markets than can the
forecasters ‘on the ground’ in the
countries concerned.
2

Publications such as the IMF’s World Economic
Outlook (WEO), the World Bank’s Global Economic
Prospects (GEP) and the OECD’s Economic Outlook
(EO) contain references to the Consensus forecasts.
See, for instance, WEO: Interim Assessment
(December 1997, pp. 34–6), Staff Studies for the
WEO (December 1997, pp. 23–25) and GEP (1999, p. 9).
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