Forecasting Project 3

ECO 346  Fall 2002

For this project you will consider two potential linear regression models (data file Proj3.xls). The data file has four variables: Y1, Y2 
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  The two models to consider are

    Y1
 = (0 + (1X1 and Y2 =  (0 + (2X2
For each of the regression models

1. Determine if a statistically significant relationship exists between 
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 and Y1 using the p—value.  Do the same for 
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 and Y2.

2. The p—value often suggests that there is a statistically significant relationship between Y1 and 
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 as well  as one between Y2 and 
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.  If so, we will want to determine which might be the best forecasting model. To do this

· Compare the aggregate error statistics(MAPE, RMSE,and R2) for both models.

· Use the Durbin Watson statistic.

· Plot actual, fitted and forecast for each model

· Plot the autocorrelations for the residuals for both models.

· Make an out of sample forecast with a hold out period of 8  time periods.

· See if these provide evidence to conclude one will forecast better than the other.

3.   Make a forecast for 4 periods ahead for both models (use all the data including the hold out period).  You can do this by adding  additional observations (forecasts) for X1 and X2.  Actually ForecastX will do this task for you.  Comment on which you think should do a better forecasting job. 

_1095352233.unknown

_1095352497.unknown

_1095490403.unknown

_1095352196.unknown

