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by Riehard E. Just and Gordon C. Rausser**

Ccmnereial forecasts of spot agrieultural carrnodity markets have been

available since 1976. These forecasts are quarterly, refer to specifie cash

markets, and cover a number of carrnodities. The firms that generate and sell

these forecasts, largely to agribusiriess CO!l[>aTIies, include Chase ElOOno­

~trics,~nesA9ri~lturalservi<le, DatäResources:; InC. JlJRt), ana Wharton

E:c:(:jrgnet:l':ic l!'drwästihgAs~iates. tnaddi tidj'j,;t:he .I;I~·aisodeveloPs such

torwästs.~toft~se foreg(j;sts .•;;it:<l hasoo .~. l~ge....s~(,!, ti.s. agri~l~

tural sectornPdels whieh speeifyfotfnalHnks among individual Ci8Ittl'IClClities.

Other firms provide qualitative rather than quantitative forecasts, i.e.,

range forecasts under alternative scenarios. The purpose of this paper is to

cnJ1paI"e ana evaluate the price-forecasting experience and accuracy of the can--

mercial venders whieh produce point for~sts at this crucia~ juncture where

eno~h data on performance l1<1\ve·~ available to make a ~aningful o::m­

parison possible.

The quastions addresSed ir):';lude thefollMng. wtlat i5 t~. cmparative

and abSOlute accura.GY of the various venders? Poes the cnJ1paI"ative aceuracy

*'1'he authors gratefully express their afFreciation for the tlmely and ccm­
putational assistance and smestions of Efraim Gutk.ind, Joseph 'tassour ,
L. Joe M::1ffi;tt, andElaine rlörkon. Furthennore, this paper \«>llld 001:: have
beenpossibie withaU1: the l)e1pl:ul assistaf)OO oE Ra~ lJanieis 01: Chase ElOOno­
metdes; Allen lJever of l:JocUtes A9ri:eultural service, Irx::.; Bruce SCherr and
Bill ~rs of Data Resources,. Inc.; lJean Cl)en ofWhartQtl ~trie Fore­
castill9 AsSociates; and Ed Overton and Abfier ~h of ~ItJSOA.

**Richard E. Just is professor of agr icultural and resource E!CQI'J.(Jllics at
the University of Cali:fornia, Berkeiey, and Gordon C. Rausser is professor and
chairman of agrieultural and resource ecor'lCrnics at the University 01' Califor­
nia, Berkeley. NOte that senior authorship is not assigned.



of different models depend upon the forecast horizon, e.g., one more ac-

2.

curate for, say, a ooe-quarter forecast and another more aecurate for a tw::>­

quarter-or-longer tenn forecast? 1s the relative and absolute forecast

accuracy o:::mncdity dependent? What types of errors tend to be made by various

firms, and hCM does this relate to a user 's selection of forecast to purchase?

'l'he a:mnodities examined will include corn, wheat, soyl:)eans, soyl:)ean oil,

soybean meal, cotton, live cattle, and hogs. One~arter througl) ~ight­

quarter forecast hor i:1lons will .be investi,gatE!1d. Tb.eissues Of ~uracy are

addressed by cauputing two statistica1 measures Qfequa1ity~-rQot tneiill'lsqtlared

error and rcot meansqual'"ed percenta\le etror-of the Ch<l.M, Doanes, DlU,

Wharton, and USDA forecasts of average quarterly cash market prices over the

period 1976-1978.

Also, as a refel'"ence point, this paper ooosiders the price forecasting

information contained in futures market prices. same of the literature on

futures markets questions the quali ty of fl1tures prices as f9recasts (Working ,

1942: Tcmek ancl Gray: Labys and Granger). WOrking, for example, states that

"it is not true that fl1ture prices afford forecasts of pri~ change in the

sense in which one speaks of the price forecasts of a market analyst." He

9009 00 to state, however, that "neither is i t true th<lt future p\:ic:es provide

00 sort of forecast of price change." In addition, rouch of the recent con­

ceptual ~rk on futures markets views futures prices as rationally hased ex­

pectations (Danthine: Peck: Feder, Just, and SChmitz: Turoovsky: 1\ndersen and

Danthine). seme recent empirical evidence also strongly sugge9ts that futures
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prices play an irtportant role in the formation of producer price expectations

as weH (Feek; Gardner).l

In the oase of econornetric foreeasting, a simple analogy can be estab­

lished between the process of generating prices fram futures rnarkets and that

generated fran econcmetr ic m::x:'Iels. System econometric models atteropt to

specify the causal links between predeterrnined (both exogenous and lagged

endogenous) variables and jointly determined variables. In using these m::x:'Ie1s

tor fbr.;ca.stJ:n9pt:1lil?öSes,Plieaetennil1ed var iables must beforli"CastedwhiCh, Ü'l

turn, aretliansferred v,):aestimatedcausallinksinto för.;casted spot priceS.

Clearly, errors can arise at tli,K) levels: (1) in the foreeast of the prede­

terrnined variables and (2) in the estirnated causal links. Both types of

errors are frequently eno:>untered in econometric forecasting with the latter

fully d::x::urnented in the econcmetric literature as specification errors-e.g.,

anitted variables, inappropriate functional forms, rneasurement errors, aggre-

gatioo, and the like. In th:, case 013 futures markets, the processhas not

lMueh 013 the altailable literature on futures marketshas interpret.ed
futures prices .as ane~tation 017 the s)iX)t pr iee at. tl1e specHied contract
date. Sone 017 this 1iterature has suggested that, if t.his expectation has
appropriately fonrre.<!, thef·utUteS price is anef17iciel'1t price <samuelson).
~ntlY,hz!wever, Panthir:je has s~ t.hat, eilen lfthe futures priee is not
the expected spöt price 017 the oontraet date, the market nla.Y be efficient.
others have shi::lWn that, with wealth effects and risk preferences, futures
rnarkets are not generally efficient (Figlewski). The chief difficulty with
the literatureon futures markets is that nooonprehensive oonceptual forrnula­
tion has been adltaneed to explaJ:n theJ:r behavior. Of .course, numerous partial
oonoeptual fr~rks haveappeared in the literatulee including normal back­
wa.rdation (Keynes; Hicks), oonvenience (Käldor), storage (Working, 1949;
Brennan), and stochastic seärch orinformationally based theor ies (Grossman) •
None of these theories is sUfficiently oonprehensJ.ve to expla.in price levels
and variations in futures markets. For exanple, a oonprehensive forrnulation
must adrnit (1) several groups 01' markets, both rational and irrational and
inforrned and uninforrned; (2) risk aversion; (3) wealth limitations; (4) imper­
feet capital markets; aOO (5) transaction aOO information costs. For further
details along these lires, see Rausser and Just.
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been quantitatively specified; but in a qualitative or judglnental sense, the

aggregate mental process of the market must perform much the same role as the

econanetric model. The aggregate judglnental views of all participants must

form expectations 01' forecasts of imPortant exogenous influences, e.g., plan­

ning intentions, yields, consumption, export demand, etc., and transmit this

information into a futures price. Errors can be made in formulating forecasts

of the exogenous informqti<)l1 01' in tbe transmission of this information into

an ol)served futures priae.

With t!)is relati<)l1ship in mind, thl;> futures mar!';ets can s:erve as a basis

of ~iSi::tl for speci.fication error and exogenoas forecaS.ting error in

transmission of exogenous information into future price information. Note,

hcMever, that inefficiencies in futures market prices can emanate fran irra­

tional market participants, uninformed market participants, risk aversion,

wealth limitations, imperfect capital markets, and alternative transaction and

infor~tion costs. '!'hus, tbere is sctll€ ~.is fqr belief that ~tric

models can potentially outperform futures market prices as price forecasters.

I. '!'he eattnercial Forecasts

'Ib determine an awropriate set of time periods for cemparison, it is

necessary to consider the qperation of the crmnercial forecasting firms in

terms of longevity and frequency of forecast. All foul' crmnercial Urms

considered in this study began operation in terms of point forecasting of

agricultural prices during 1976 with the first crmnercial forecasts in each

case appearing in the latter half of 1976. The frequency and horizon of the

respective forecasts thereafter are indicated in Tab1e 1 for the eight major

agricu1tura1 o:xrmodities examined by our analysis. In each case, firms made



TAßLE 1

Forecast Frequency and Horhon of Major Commereial Econnlnet:r1c F(j,reC3f.lt-!ng Firm
,1u1:y~ 1976-Dece_mber, 1978

2

3

2

1

2

1
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' 7
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8 I I 8 i 6
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1
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8 .1

8 I 7
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.1
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6
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6

6

6

6

7

8

7
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8

B
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8

8

8
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8

8

8
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8
I
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2
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6

7

7

8

7

6

6

6

6

8

8

7

8

8

8

B

8

8

B

8

8

8

3

3

4

4

3

4

7

6

6

7

7

B

0/

B

8

8

-.---- Wh~t:---z~-ro, cotton .. ["'-·-----"-·,~ ..·-..-SOY"beMOi1 . '.,.. "----- Hogs an-d l
.. ~nE!.~J2!.~J'ta .. _._._. ._..._..~_~".__' ... . _J~!I~tt.!!!.eal _~.. _ . '.. livec~rttle

Ch.@,~_Do,an..5!~_I_DRI~r;-at:~I!."[~LSP~~L,..~J!jl..s~~G.~~1"JL_~I L\!b.ilJ~_~-c:n j. \fSDA." Q..~~ J.Do-anea. OR1 t What-ton I l)$-OA

~~~r~--- ..o-- I I I I ' I

I ! 3 I 8 '

I : ! 2 i 8

_._._-~---~---- -"--~_•..._._--,,,....,"",,"-~~,_ .._.__._._ ..

_._-------,
i Date of

f,.,.. k~s.~

I 1976

i July

I August

I
September

October

i November

I Dece1llber

I 1977

I JaUIJBry

I F~bruary

I March

April

May

June

July

August

September

October

November

December

(Continued on next page.)
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TABU: l--continued.

3

3

35

6

7

7

6

6

6

I

8 I 5

8

8

8

8

8

I
I 8
I

J ;
i

2 I

Hogs snd
live cattl~ 1

Doan.~ J DRl yhar:t~~l~A

8

8

8

3

27

5

6

6

688

~- I --I-- --1
I I I 8

I 8 8

I 7 3 I 8

6 8 8

6 3 8

688
I '

July 1
1

8 5 8
AugUR< 8 4 8 5 3 8 8 I 5 J I 8 3 I 8

~::::er 8 I: 7 8 : I 7 8 : I 7 I I
November 4 8 7 J : I 7 J 2 8 7 I 3

De<e""'er 8 8 8 8 ~ 8 8 I 8 ~_8_..1 .J.

I ~--~j Wheat, C{}rTI, cotto7n-'--'~--'-------[-----------" Soybe:an-~---

~_-'-__~~id l:JoY~~l1.!:IiS .'----LJ _:'_' and med

78 ----T~TI
ary 8 I 6 I

Marc:ary 8 3' 8 I 7 I

April I 8 4 I 8
M~ , 8

June

!!I Reports a forecast also for cotton price mad'e in April, 1976, out this forecast was excluded fr9m the analysis because other firms were not
operating in comp-ara:ble time periads.

~I Note that the U. S. Department of Agrlculture does not forecast cotton pr1ce.

~I Blanks lndlcate no forecasts were made.

~I Wheat price was only fQrecasted two quarters ahead by the U. S. DeRartment of Agriculture in Aug9$~, 1977.

'"
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forecasts on a somewhat irregu1ar basis initia11y but then sett1ed down to a

regular pattern in 1977. Since April, 1977, DRl's forecasts havetJe€,n IlPnth1y

and cover forecast horizons fram one to eight quarters. Since June, 1977

(October, 1977, for soybean oil and mea1), Chase has made forecasts wi th one

to eight-quarter horizons on a bimonth1y basis. Wharton has forecasted fram

one to six quarters ahead near1y everY month sinoe April, 1977. Doanes has

made forecasts less frequently--on a quarter],y basis--for six of the eight

~ities .artd has .~oree.:lstoo wH;ha lllll:Jh shorter·Jj;)dzoo of<:1l1y two, three,. , '". . " ,- ,'- ',-- ,.'. ," - "

01' foor quarters. The tlSI)t\ has also~n operatill9 >on a~arter1y OO8i$. .

throughout this pariodWi~h foteca$t 1J0d21ons or qne,t\iQ, 0r three quarters.
, . ,-', -

11. The Futures Market price as a Standard of Cg:rparison

Fer same ccmnodities, severa1 rutures markets exist, while for others only

a single futures market exists. Since our focus does not address a comparison

of futures markets, wenartew the alternative price forecast possibilities by

using the Chicago Board of Trade pricesfor Wheat, corn, soybeans, soybean

mea1, and soybean oil; the New York Cotton Exchange for cotton; and the

Chicago Mercantile Exchange for OOgs and live cattle.

Given the specified markets and the desite to generate price forecasts, an

issue arises as to the appropriate filter of futures market prices to usa as a

predictor of spot price for the contract month. One awroach to this problem

is to solve for an optimal filtex of fu.tures market prioes in current months

in predicting spot prioes in contract months. The awxoach taken here, !:lcM-

ever, is more intuitive and is designed to sarve as a standard of comparison

with ccmnercial forecasts for which easy access is availah1e. M:>reover, to
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make the ~ison fair for the econcrnetric forecasters, the futures market

price forecaster soould be constructed fran information available at about the

same time of the lllOnth as used by the econcmetric finns. Most econcmetric

finns collect information about the second ~k of the rnonth for formulation

of forecasts produced near the end of the month. Thus, for the purposes of

this paper, \oie select tOO average of futures market closing prioes for the

second week of tOO lllOnth. This information is both readily available to every

decision-maker but yet doesoot embodY oore exogeoous information than is sup­

posedly available to the econcmetric firms. 1t soould be kept in mind, hc»I­

ever, that decision-makers may actually have acoess to better information by

using futures prioes generated later in the oonth when econcrnetric forecasts

actually beccme available.

Due to the quarterly terrporal dimension of the econcmetric forecasts, a

further issue arises as to which contract month for a futures market should be

used to represent tOO forecast oorizon. That iSt soould an econcmetric fore­

cast for live cattle pr ice in tOO second quarter of, say, 1980 be ccmpared

with the corresponding April or June futures contract price? In seme quarters

only one contract exists so that no cooioe is available. In other quarters,

OOwever, two or three contracts may be ar;plicable. For the purposes of this

study, the midmonth in each quarter is used when available. If a contract

does not exist for the midlOClnth, then the contract for tOO latter rnonth is

used sinoe prioes of these contracts Irould tend to use oore of the information

that Irolild affect average quarterly spot market prioe than the first--m:Jl1th

contract. Of course, the first-month contract is used if no other contract

exists in the quarter. The futures contracts used in each case are indicated

in Table 2.
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Tlll3LE 2

Futures ~rket Contract Pdces UseAS
Predictors of Quarterly Spot Prices

IV

I:Rcember

-I,

mber December

mber INOvember

I
I December

I
II:Rcember

-i ~

~.ai~et·

1-" ~rket < I U !l:I'
.

WOO.at clJiC<lgqBoard
of Trade Mar.ch ~l' Septe

Corn Chicago Board
of Trade ~ch ~y Septe

Cotton New York Cotton
Exchange ~ch ~y July

Soybeans Chicago Board
Iof Trade Marc;h May Septe
I

SPybean meal Chicago Board I
of Trade

I
Mar ::h May August

SPl'bean oil Chici;lgo Board
of Trade ~ch Mal' August

Hags Chici;l9o Mercantile
Exchange February June August

Live cattle Chicago Mercantile
Exchange February June August



10.

II! . The Basis of C<::l)Ipar ison

Based on Tab1e 1, the choice of an appropriate time period for the can­

parison is unc1ear. On the one band, operations of the econometric forecast­

ing finns were erratic unti1 scmetime in the first part of 1977. On the other

band, the need for reliab1e comparisons necessitates using aS many forecasts

as possib1e. In addition, because not a11 forecasting firms have been making

ror~asts at the s~pointsin time, a COlWe'rn aris*s aOOtil: OOnparabt!ity.

ConditiClUS rnay etrat whiqh,by chance, fulPly more instability and invo1ve 1ess

fnformi'ltioo ror one fhlll's forecast than forano\:her 's. llror eltaJ1lple,j;lart of

DOanes' and DRT's forecasts for corn in 1976 are made befon!! the corn harvest,

while Wharton' s on1y corn forecast in 1976 was rnade after the corn barvest was

essentia11y ceflP1ete.

In view of these considerations, t\<>U sets of comparisons are deve10ped in

this paper. The first set of OOnparisons is bas.ed on the best forecast avail­

ab1e frem €lach source by rronth for tbe per iClCl December, 1976, tlltöngh

December, 1978. The forecasts prior to December, 1976, are exc1uded fran the

analysis since not 1'111 foor firms hegan forecasting on 1'1 cannercia1 basis

until that time. Also, at the time of this study, actua1 prices for the

second quarter 017 1979 were rot yet availab1e, so there was no point in 0011­

sidering forecasts made after December, 1978. The use 017 the term, "best

availab1e" forecast, fulPlies tbat €lach fim's forecast in each lIlOOth is taken

to be its 1atest published forecast. For exanp1e, if DoaneS makes a fore­

cast in April, 1977, and then does not make another forecast unH1 August,

1977, then the April forecast is used as Doanes' best avai1ab1e forecast in

the lIlOOths of May, June, and Ju1y. For customers who need price forecasts on



11.

a regular basis for decision~king purposes, it seems that this type of oom­

parison is !OC>re meaningful than simp1y canparing the forecasts only over the

set of months in which they are actua11y made. Admitted1y, however, the ccm­

parison should tend to be biased in favor of DRI which revises its forecasts

monthly and against Doanes which revises its forecasts only quarter1y.

Ta determine the extent of this bias and to deve10p more information about

tbe actual forecasting ability of each firm as opp<:>$ed to the futures market,

asecond set of canparisons is also ooilstrooted using 0\11y tboSe lIl:lllths in

which the major ~rcial €!COl'laTletriq Hirns (~xC11,\<:'ling Doan$'S and lJS);lAl ac­

tuany revised their förecasts. Thus, for all of the <:nllllödities except soy­

bean mea1 and oil, the canparab1e rnonths are February, Apr il, June, October,

and December of 1977 plus February, April, June, August, October, and December

of 1978 (Tab1e 11. The ccmparison for soybean mea1 and oil inc1udes only

these months beginning with October, 1977 (Tab1e 1). Ta deve10p strict1y fair

ccmparisons forDoanes and USDA, addition",l pairwise canparisons are made be­

tween OO! and Doanes and between DRI and USDA using on1y tboSe months in

which, respective1y, both made new forecasts. The DRI forecasts were se1ected

as a standard of canparison because the forecast more often, and thus more

observations, can be used in making fair canparisons.

These sets of canparisons are deve10ped using two statistica1 measures of

quality-root mean squared enor and root mean squared percentage error. Due

to practica1 limitations on computation and the desire to sirnplify the report­

ing of results, other measures of quality are not investigated here. More­

over, other types of measures-such as mean absolute deviation and Theil U

coefficients--generally lead to the same rankings of forecasts for the fore­

casting problem CXlllsidered here (St. George, et al.l.
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Finally, note that eaeh of the econcmetric firms do not forecast the same

actll1ll price series (J\j;:pendix A). Thus, probleros arise regarding canpara­

bility due to transportation costs end other such factors which cause a di­

vergence of prices in different markets. Also, in using futures market prices

as forecasts of spot market prices, one must consider other factors such as

capital costs, ccmnissions, and risk which may be reflected in futures

prices. To account for the effect of these factors in the ccmnercial fore­

casts, each econcrnetric forecast is ccxnpatedtö the actual rMpl;!Ötive pr ice

~ing forecasted. In ordl3r~o avoid tmdulyfa\rodng futures market pdees ;;jS

for~asts, the futures. prices are consideEed asf6recastsof thespot pdces

predicted by IIlOst of the econcmetric firms. These spot prices also appear to

be the ones most closely related to the futures market near the time of dl3­

livery as comparison of futures prices with other spot prices has revealed

(with the possible exception of soybeans).

IV. The Cgnpar ison of Fore<::asts

The statistics discussed above are reported in Tables 3 through 10 for the

eight respective o:mnodities. An examination of Tables 3 through 10 reveals

same interesting quantitative relationships between alternative forecasters.

For example, the variation in root mean squared errors and percentage errors

among econcmetric forecasters is faidy large for given forecasting hori~ons

for wheat, corn, and soybean meal, with differenees in rcot mean squared per­

centage error ranging up tö over 10 percent. For cattle-·-and tö a lesser ex­

tent cotton, soybeans, anä soybean oil-oo. the other band, all econametric

firms maintain stmilar magnitudl3s of error.

Generally, Chase forecasts perform better for wheat and live cattle,

Wharton or DRI for oorn, Wharton for cotton (in terms of cemparable fore­

casts), and OOI for hogs; but there is no clear Cbninance of one forecaster
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Wheat: Compnrison of Vari(>l~s Gommere{n1 Priel' Foreca:sters. f)ecem\H~t. --tq'7'6~ i1iTcHrgh DeeembE"r. 1978
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h/ Futun'5 priel' il!'l :l pTcdil'lor of No, t Hard Rpd "rfntPT wheat prin'.--!(;t!lrlaS City.

[=--'0r:'.6,----r .,~T ~,~=:~> ~'.;~~lr~t:~, ~C~;C:~:~~-C;::CT ~ -8-~--=
roolmean squared eTrnr--nttrrioe-r (ir ;o:bgf;'irvii·t;ion~

r ·r·-·--'""---~-r-·~----_·_~·_--"-_·""-""~(lr<"'.t J".'"c'!."-"~ill~"!r.o:11'""rs.•.n.t.~l''': <r,or):_'''_''_~·''__· - __~_r - ''

0.354--22 I 0./107--'19.. O.)07--1h! 0.5&2...-11 0-:5:99--10 I O.6.1S--4 I !,I
(1L9) . (12,7) I 05.3) I ()6.&) (]).6) 1 (18.7)

0.454--18 0.609--7 _

(16.1) i (20.8) I' ,

0.9,.7--19 1
1

' 1.101,--16 1.189--13 I 1,221--10 I
(25.9) (29.',) I (}1.') (32.2)



TAßLE 4

Corn: C'lmpariSl.lIl of Vartous {:o-mwprt'ial P!'1('f' F'or{;'ea~terg. [)e-(,f'mh{"r~ 1976, Tllttfllp;h Df>rember. 1978

<J.OS6--3
(2.4}

<J.S89--1
(26.3)

0.447--4
(20.1)

0.'l63--7
(7.4)

0.307--10
(13.8)

·0.287--10
(12.8)

C9mp"nfson of for-ecasts ma,,<ie _~n: t:n~::'Jil\m~, 'lli(in:t;:ns

0.4-19--7
(21.1)

0.397--22
(19.9)

0.218--25
(13.7)

0.246--25
(l2.0)

0.243--25
(11. 8)

0.392--8
(21. 5)

bl
Futures--

Cha!':<"

noanes

DRI

Wharton

USDA

--E
--.----~= ....-------~-===-~'-.-. '-' .. -.~,_. Best mon.thty [(~re~_as.t_.A~;..,.a:.J:t::~,~.le.."" - . ---;-I

_ . . ForeCil!'\t hortzüll (q.u:q;r:trnr:t· ._ . ~

I Foteca.?_'---_ --==--1-:::- --r----z --:r-==_L::: I _u_ 4 --=-_.L~_5H-! 6 I 7 L 8 -1
roal m"nn sqanred .orror--nomh..r n~ oh,'toa' ton' --1

O.28)--2'i I o.m--~-~;]-H9 (L,not ~::3:~::re"-I(.r-:",~::::~-:nr- 0.320--10 0.191--4 I f!-I I
Ol.l) (18.0)" I (15.5) 01.8) (jL(l) I (H.S) (8.7)

0.146--25 I 0.401--21 I 0.·1l8--1B I 0.173--7 i: i I
(lq.1) (22.4) i (lh.9} ! (8.2) i i I I

0.326--22 I 0.313--19 I 0.146--16 O.lH~-B
(16.0) I (g.3) '(6.4) (".0)

0.297--22 0.250-_19 I 0.25]--16 0~2BO';'~,{1
(14.3) I (lz.n I (11.3} ('{2.6)

" .

.1
11.238--5 I .

(H.5) , !
! 0.400~-19 I 0.049--3 IL (l8.B) _ (2.2) [-:===c::--

Chase 0.316--11
(I5.5)

0.323--9
/16.5)

0.209--8
(9.7)

0.242--6
(lOi5)

0.242--5
(10.7)

1 0 • 364--3
(16.6)

0.049--2
(2.2}

O.162--R
(7.1}

0 ..252--9
(11.9)

0.300--9
(14.5)

0.255--11
(12.9)

0.267--11
(13.3)

ORI

W'hartofl

0.134--6 0.143--5 I 0.445--3 I 0.063--3 0.040--1
(5.7) (6i}) (19.'l-J (2.7) (l.n., . I' II 0.209--8 I 0.160--6 0.305--5 0.246--3' 0.230--1 I

. . (9.5) I (6.9) (13.91! (11.2) (10.2)
hl I 'I Futures- 0.333--11 O.426~.-9' 0.354--8 ! O.0J2--1 I I'

I (16.7) 120.9) (16.3): (1.2) f, I
' - I ~_ ! I ,1 I

I Onane. 0.339--8 0.399--7! 0.264--6 I 0.171--3 1 I 1
(19.1) (22.5) I (12.6) (8.5} I I

'I "i ORr 0.266--8 0.110--7 0.252--6 0.125--5~', i

1' (13.3) (15.4) (10.3) ('.5) I
I li

-+--.. , I' II' I

I USDA 0.392--8 0.419--7' 0.138--5 I I i '
. (21. 5) (22.1} I (11. 5) I I I

'

lORI I 0.276--8 0.172--7 l' 0.3]2--6 I 1 JI I
-l (13.5) (17.9) (11.11) .. I f-'

~ . ~---_._- - ----"------------ -- .
~I Blanks indtcat~ no fot~castB were made.

'!2.! Futures priel:" as ,1 prvdictor of No. 2 Yello\'! C0rn prü:e~ ChicflgO.'



TAßl.E S

Cotton: COtllpari~'on of V'arlau:1 C6rtlml?rda!' Priel' ForecasterR, [J(>cemhe,r, '191'6, thnHfP.h T}l';ccmher. ]1"J78

.........----_...__._--
------- -,_. - .-
===6___1 7 I 8 --
r'ati{)n~

,-
I --,

I' .n81~~10 I 4.853--4 J!.I
(8.2) (7.7)

6.970--10

I
8.865~~7 11. 757~-3

(12.2) (15.4) (20.4)

8.lJ5~-1O 12.722-4 7.610~·-1

(H.9)
,

(20.3), (11.7)

I
:e Iilot'tthe

4.933~~3 4.579~~2

(7.6) (7.2)

5. 039~-3 5. 7l1-~3 8.800~-1

(8.6) 00.3) 06.2)

4.6B4~~3
I

1l.600~~1

(7.7) I (21.G)
I

~-

I
I
t
I

, I

_.....,--L....

5.19i,~-5

(9.7)

7. ~01~-5
(12.3)

4.9-86-.... 5
(8.4)

10.948~~13

(20.1)

8.073-,,,·6
(13.0)

12.442~~6

(20.0)

12. BJO~~6
(71.9)

13.190~~16

(24.8)

q.261--fl
(16.5)

lO.977--1Q
(2G.4)

12 .071~·8

(22.7)

12. 384-~8
(22.0l

-~-'-=-=J;~1&ta~~~"l2.n 0 f - fir~c_~!!.t,s." rrta:d'e:-',J.n.-~t._!!~Lfl'i1JM

I
t

I
10.687--8 J 8'570~~2

(20.7) (13.6)

"- ---- 1- --._~~- 1

9.332-~7 IO'I72,~~:6_1' 9.171~~l I(16.4) 07.4) (14.3)

9.696--7 13.098--6 ]3:.535---1

(16.8)J .•. (2~4_.3) _~~~__ _ ~__

8.564~~22

(15.6)

1I.504~~9

(20.9)

9.776--9
(17.9)

9.316-~9

(17.5)

11.6.9-~9

(22.71

5.456~~25

(9.6)

6.419--25 9.680~~22 10.95-8--19 9.92J~-16

I
8.503·~13

(15.6) (18.1) (20.1) (18.4) (15.0)

8.l90~~25 11.267~~22 11.65c2--19 11.534--6
(15.1) (21.6) (21.71 (21. 9)

5.6M--B
(10.0)

6.106·_··11
(10.9)

6. 388~~11
(11.0)

9 .198~~1l

(16.6)

7.281~~1l

(12.8)

6.546--8
01.4)

bl
Fut\lres'"

ORl

DRl

URl

[)oanes

Chase

Doanes

Chase

blfutures-

Wharton

\/harton

l"~-'-~-'--~-'-"'--T'"-.-- -- -- ~=~=--=--==,~~,='=~_~ .,.,_.. _~,w,,, ..,,,.,~=='Jf~~<;-t.~~!1th};Lf~.J;~S~_s',t-,?,~;1-J':~.ß1e:
I -? -~I--~----- I -- ..~- F'o!::,,~s.ß:.~~_}~2E!-]zo!'_lm""F\~·&~)bJ

__!'_'!r:.~~_~~ ---t --} -l_~ 2 - --- _.2. I __._.._4 .,,~.•...•......~.5_ .
'r'OQ-t t!lcan squared. error""-numh'e,l'" df: (}'-~er'

7. 417--~~- r--l~~42 __2~- r-~;?8~:·;lr"~t1~~:G::::rej-I~c~:~:::~:rr
(B.G) (19.2) (21.9) (20.0) (14.7)

6.84R--2'i S.796 -22 9.166--18 8.49'5--7
(11.9) (15.3) t (1'.8) (13.J)

i
i

f!1 Blanks indicate 00 fcrrecasts were made.

~/ Futures price as a p,redictor cf average prtce- recli'ived bv farmen., United State,s:.

>-'
U1.



TAHtE h

Soybf'ans: COmpa'fiROn of vartmJ!' C{lmll\('rcial VriC'P F'O'ff'C<lstf'rR. He,PlIlhe:x t 1??'6. Throogh J)ec'f'mher. 1978

r'-"'""--~"~ ''.----~"""'-.. -'---,-,~"---~

__~r,~s_~:>.t ,~ ._ )

0.190--1
(2.11)

1.620--3
(22.8)

1.053--7
(15. 1)

0.509--4
(8.5)

-l-'-~-----'-r~~-.889-=;~ _~/
(13.1)

L'035--1-0
(H .6)

1.165--10
(16.7)

1.J77--18- 1.079--7
( 18.l) (l7.0)

L 141--19 1.1<M---lf, I 1 ./~(jn--1 :I
( 17 . 'i)

I
(17.4) (19.9)

1.4h~1--19 1.1h(l--16 I I . 4l~q--O
(22.7) I (19. ') (2L ',)

1.414--22
(21 .5)

1.4-98--.'2
(21.9)

1.509--2 ')
(23.2)

1.411--25
(22.3)

'-~-1. 619--_,'-; 1---~;16--22-'--'1-- -~-.-168--1 9 I. J2,--16 I. W4--IJ L 200--10

(2,.,) (18.01 (17.2) (19.1) (19.") (17.R)

1.386--7) 1.13~--22

(21.2) (17.J)

Chase

UR I

Wha'fton

Düan'!!:>

). 740--1
(24.1)

·+------1
I

___ .l. J~

0.943--3
(13.ö)

0.699--1
(10.1)

0.~18--3

(12.2)

0.482--3
.(7.2)

1.474--6 1. I,H--!)
(21.1) (J~. 6)

1.181--R 1. 232--6 I. >22--5
(1". h) (17.") (2LJ)

1.5-87--8 J .478--6 l.~76__ 5

(24.7) (2l.2) (24.0)

LO](1--8 0.990--4
(17.'» (14.9)

------ "'._ ..._---,-~--.

1.211--6 1.15f)--1
(19. I) (18.2)

1.205--6 1.2SÜ--'l
(J8.1) 08.2)

---, --------...'- ~ --~---_.--.-

0.870-·-')
(1\. 4)

1.1{n--6
(17.0)

~ ...",--J..__

),001--7
(16.3)

LO!lQ--7
(17.';)

1.4()8--7
(22.4)

1.376--7
(27.2)

1. 624--9
(27.0)

1.179--9
(19.7)

1.()80--7
07.5)

L632--11
(26.5)

]. ,,>OO--ll
(24. I)

1.644--8
(2:8.6)

1. 644--8
(28.6)

),377--8
(21.0)

1. 522--8
(24.3)

1.448--8
(2J.1)

1. 560--11
(26.})

1. 6(}2--11
(25.4)

l,<~~O:)' I'

f--- l(i1:_:!7.J__ ~~~:~)_2~__ J_'~~~:;!.1.9:.L_l~~~:~~~~_ -~-.-, ~-_J~,~c-.-_l- J ~
·----~- .. '--I-~'"'' ~,-- .. S_~Ill;R~Lti';Jtl.11_,_?"LJ5!.r5tS.f!.~J:·::q_Tmrl_d.t:,-t!L~JI5'~:~'~~'~,t"',m,,~"o!!:.t,-~ I '--T ----i

, , -',f...,
L276--9 ' 1.141--8

(19.9) (16.9)

I
1.461--9

(23.4)

USOA

blFutures----

Chase

Futures!'/

DRI

DRI

HRI

USOA

Whart.on

Doanes

ClJ Blanks indicntp ao fnrf'easts weTf' madt,.

hl Fut.urE's prtcp as a predirf;tor or No. 1 ypilow sovhean flric(l'~ Chl':iyg:o.
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TAnLf. 7

Soybean ('Ill; CmnvarL~o:n cf Vaj'io.us Commt'TcfaJ f'riGf' Foreca~terR. D('{'€';tfhe:r. 1976. Through Deceniber, 1978

6.820--1
(26.5)

B.811--4
03.8)

6.194--10
(23.9)

6.290--13
(l3.5)

11.4-08--16
07.2)

4.4211--J9
(17.(\)

5.11111--22
(20.7)

5.329--25
(lO.7)

Wharton

r----~-------~-~--~-==-=~=--~=-~~-~- --_---~ --~~~ a~':.~~_'!!O~_t.!:~~'~t"r~'ls~~a:!.:1J}~~-=--===-------

1
__ For"Ca"-' L-==_~-L-::-=L 2~=~= -r= -~- _c1__ =r_!_O_I_,,__ca_~_t-_lcor_l.Ia_...l1l'_(::,,~,}e_1'!;_L_I -L_-_rl---'7---'l---"8-

~
r<:tnt 1lW>an squared <n"Tor - ITumber Qf Ob&~(v,fli(}na

(root mean snuared l'ertet:H:avE': errat)

Chase 5'1O~-~15-r-;:-;;~'6--1~ - - -~~2~5~-~--- - ·;.·;9~~~6 -- ~.I:2·4:1· ] ..__._-"-/-,-----r-
09.4) (26.2) (27.9) 01.8) 03.0) I I

DRI I 5.879--25 I 6.324--22 5.845__19 6.033--16 6.962--13 4.281--10 I 4.276--7 i 6.293--3
(21.3) (24.8) (22.1) (23.6) (2".7) ([6.3) (16.5) i (24.5)

I
USDA

FuturesP,1

5.591--7
(l0.8)

4.493--25
08.5)

4.998--6
(19.4)

4.949-22
(19.8)

5.652--3
(21.4)

5.101c-19
(19.6)

5.037--10
(19.1)

Co~dson of f:ore'ca.sts made:' Ht'the,,"same martths
-~ _..__.,---_.~,----.._- --I --
--8 7.103--6 6.951~5 A.326--3 8.251--1
,} (26.4) (26.5) (J2.3) (3i.))

--8 6.640--6 6.248c -5 7.782--3 9.315--2
4} (24.3) (23.6) (30.1) (36.5)

·-8 5.768--6 5.716--5 6.071--3 6.445--2
5) (11.4) (21.11) (23.6) (1~.1)

--8 5.537--6 5.559--5 5.625--2
6J (20.4) (2Ll) (21. 9)

----,------'~"'-- ---- ~-_.•.,------
--7 4.998--6 5.6S2~-1

8) (19.4) (21.4)

--8 6.285--7 6.161--6
3) (25.3) (2].]\

~'--- --,--,~-- ---,--,,-- ~--,-,,_.,-_....~-- '--_.

3.844
(14.

1.931
(15.

5.59l
(20.

5.569
(22 .

4.339
(16.

I 3.248

L~~
F\1t\lres~1

USDA

DRI

WharLon

Chase

DRI

l
~! Blanks indicate 00 forecaats were made.

~I Futures prtce as aprecHetor of crUflP tan:k Lo.h. flrfc",. Decntur.

I-'....



TAßLE 8

Soybean Meal: Comparison of Varto\ls Comtnercial Price Forecasters, Dece:mber, 1976. Through December. 1978

-_._- -

a:11allle '-~e:tal .-

S ! & I 7 I 8
Jbs-etwati-ons
~'i:Eq~______ .--------" -

Il I .~I

l3 27.456-10 27.318--7 I 40.391---3
(14.8) (14.8) (21. 5)

13 3·2.799--10 16.809--4 11.569--1
08.2) 00.0) (&.4)

I
1

I I
j

~ ...!. $.:J;~~ tPQ:tjth~

1

1

I I

-'-- _....

__L

46.44
(24

48.55'
(25

41. 55
( 22

61.64
(32

41.41
(21

32.287--16
08.1)

39.865--16
(22.3)

44.326--3
(24.0)

43.772--3
(23.9)

43.526--3 I
(23.3) I

24.467--2 I
(13.0) ,

-~t--

I
_____ ._.._L~ _

36.133--5
(19.6)

25.602--3
(1 J. 8)

30.765--5
(17.5)

27.271--19
(16.0)

27.877--5
(15.1)

1,5.424--6
(26.9)

42.145--19
(25.2)

15.813--5
(8,6)

25.602--3
(13.8), .

27.51.. 2--.19 I 2.3.359-.-10L
(17.l) -.J (13.7)

__,=-_==s.~f1r~n o.~~~_reC:!lS~}l,.......~"lde in
, i

Chase

DBI

DRI

bl
Futuret't'"'

DRI

FutureJ!/

USD.'

Wharton

Wharton

USDA

l='--~=---====~---=== ~..L!OOntJ!!l' for-'Ls.m. av
- ~_~ ~'_~'~~_"'__"'__"_ For~"ciIsUor:!,.-,~Qn-1~~l

I Fj>.!.~_ca8t~ 1 L___._2 I:~. L __l L ~_
root mean 9quared error--nUmPerf----·---

1
-1- .__"_,_,,.__,~l!.t?10'_~'.!fl~I!!U1.!L'H!E~~~_r~lt~ge E

Ch... I 18.893--15 22.398--12 31.>88--9 44.847--6 j 46.69
(10.6) ,(12.3) 07.2) (24.1) I (24

!"I Blanks iodieRte no foreCaqtA were made.

'Q/ Futures price 88 ß predlctor of bulk 44 perc.ent pro,h·ln prll:e, [)"ratuT,

'--'
00
•



'fATll,F; 9

Hbgs: Comparlson of Var10HS COnlnwrdal Prfcv Fon~caBtE'r~. D('('emh~~r, 1:9Ui;. ThrQügh 1)f'C'l"mher. ]978

~

""

240--IU 14. UP)--4 ~I I26.4) (28.3)
I

B48--10 8.4&4--7 8.{JQO--)
11.3) (16.4) (15.4)

i47--10 5.788--4 4.040--1
14 .1) (ll,5) (8.0)

....:_-_.- :----
I

"62--3 14.162--2
~5:. 7) (27.7)

169--3 9,539--) 9.240--1
,1.9) (18.4) (17.7)

.87--3 7.f,5-0·~-1

1.4) (IS.})

._.. __ .- " ~._ ..__.~..-_.~ .•.-~

...........
_L_..__ ,~<

l

7+
(

5.
(

:tl.
(

9.838-C5
(I9.2)

Q~7111-:~1:JCI9.])

1t. 9EH'l--,\
(2l.n

11.018c4 3
(21.• 5)

11 .62'1--6
(23.0)

10.667--6
(21. 3)

I.1 ]1•• 9)·'--2l' (:·,1

6.63'7--8
(J7. ))

lD.OOR--8
(20.1)

7.',92--9
(15.6)

8.625--9
(17. ))

).727--J1
(T2.0)

6.546--1 I
(13.7)

4.• 657--11 I 7.588--9 10,338--8
(9.R) (1')·.8) (21.2)

._~_._~........_.~- _.._.-._-- .._.. _.._~~~ ....._---

S.45-0--H 9.0001~'7 p.201--J
(11. 5) (18.9) (23. I)

5.228--8 7.102--7 B.4S!I--f)
(11.1) 04.8) (17.2)

7.386--8 I IO.bT2··6 13 ..880-·- 'l
(1'). 9} (2.1.8) (27.·,)

I~. 581--P.

I '.19Rc-l 7.Il')i--(j
(9.7) (12.9) (15.7)

FutureS"~/

Doanes

DRT

Whnrton

USDA

FlltureS""l?/

VRI

Doanes

Wharton

Chase

DRT

I>RI

USDA

~---~------J=-~- ~=---~~=----===---~:~ .-- -~~~~~~~;!!~ tlLt!ntJ~ly~~r~a~;t ava:!},~J~Lf' =~==--==~~=-~~==--=--==--- 1
_______ '_ __._ __~~ ':':f~!!'C'!..:<;~.Jl0~!!(m~S:.t1~_~'J:.:'0~~ __~~~__~ _ _

For,,!'a~, ,~ T _' "J _ ,I __,I "- L __ 5 ,J " L ,7__I H__
root ml'clO squan>J ~rror--number (lf observ1).tions

J.!OO_t::. mp3!t1_sEl:Ufr5'd E:f'r(':..~ta~(! e...:rro_tJ 1 1 ---
Chase '5.391--2'1 8.18'2'--22 10. 777--]<}: 13.013--16 I 11.7.76--0 1 13-. .

(11-5) (II.a) (21.9) (26.2) (27.7) I (
6.tl9'4--JS 8.53'6-·--18 J1.201--6 I

(12.9) (18.0) (23.1) i

5.1S2--ri I 6.Q04--:-22 8.2.38--19 fL926--16 I
(11.0) (T4.4) (16.8) (17.9) I

6.187--25 8.242--22 9.757--19 10.$17--J6
(13.2) (17.0) (T9.)) (2J .4) I

7.386--8 10.637--6 13.880--3 I
(15.9) (21.8) (27.,) I

4.799--,') 8.208'~-22 lO.ld4--19 11.i9R--q ..
(10.3) (17.2) (21.)) (27.J)

-------, - -'-'-.------_~ ,_.- ---.~. -.-~... ,' L..~
Comnar+son of foreCQsts made in th('::"!$RlJie'month

~(i1~;)11 l-~~i~9;)9--'r-~~-(~i~~:--1·-Jl(~,~~):~TI~c(ii:4;s-'~rl~(
!
)
t
f
I

al Blanks inrlicah~ no forpc,l"t;s WPft.' m::ldp.

bl Futurf'~ pricv as ;J pr"dh::foT of '~{'veft marlu,t a·"~·t",ag(' !lrtcp, bi'lrro-w~ and gilts.



TABI.E 10

Live Cattle: Compad.sQn of Varf.nus Commercia:l Prj,ce: Forecas:t~rß, D'c-c.eriIDe-t, 19-76_, 'Thr'ö-ugh December, 1978

~J

16.148--7 I 20.806--3
(26.0) 01.9)

6.057--4 I 5.790--1
(11.1) (10.6)

15.200--4
(25.6)

n.9Z0--10
(19.0)

11. 813--la
(19.1)

12.383-+13
(19.7)

lO.787--16
07.6)

10.65)--16
(t8.1)

B.09B-~19
(1l,.5)

ß.14]-...tQ
(14.7)

6. nR--b
(12.6)

7. '2-27--22
(13.6)

6.887--22
(12.4)

6.57~--Tß

(12.5)

S.7.RH--2S
(10.3)

6.026--25
(11.0)

6 .119~-2.5

(!l.9)

DRI

Wharton

Doanes

r------ ------- ---~--~---~--~~- . -'---~-,-- -.--"-.---~----~--.--."':-~~-_::-.-,,'-.--~""

I t---_.- -------~-__ ~~,,·_-'--~'----_~--B.-~~~r;~::~~;~~i-~;~·I~~i-~f}:~~~_e,,_, --~'-.-.-- ..,--------. _.."~
f ~r_es"a.§J: I~--=::cl- =~-:L==-2~:=-1=~~_3~ ;.=r~-'~u:r~d_.~~~f~;;.?"r:; o:.:~t::ltiört: ..... .. I 7 I. .8

I Ch;HW I 5 .19~- -_-''?-~ -1-~.~06-~;2--~~I'--- -~-~-:8-~~-191(root:~~-:~;~:E!~lP:e:~~:::~:irEI':\4.~l'5--1O --r- I I
(9.9) (12.7) (15.,,) 07.8) (21.1) (24.3)

I
13.449~-D.

C2LO)

25.280~-1

(38.6)

6.880--1
(12 .6)

17.399--2
(27.2)

19.769--3
01.4)

10.982--3
(20.2)

9.a32--3
(16.6)

I

I i I _.;'""l ---_.~-----I-----,.- 0-- .,_ ..,---- ._,,, .

15.717...-5
(25.1)

13.784--5
(n.4)

15.111--51 6.688--3
(2) . .6) (12.3)

---- --1· I I --4

10.53.3--6
(18.ll

15.263--3
(25.6)

1a.973--6
(18,8)

1l.192--6
(18.4)

7 •.562-c8
(11.0)

8.203-.,8
(l4.4)

8.192-"8
(13.9)

9.934--8
(l7.l)

7.03J--7
(12.4)

7.17a~-9
nZ.6)

7 .955~-9
(14.8)

8.561--9
(15.2)

Ifr.869--6
(18:'9)

7.332--8
(12.9)

5.154--11
(9.0)

6.026--8
00.6)

6.495--11
(11.8)

5.838--11
(10.2)

10.869--6 I 14.9U5~-3

(18.9) J (24.6)

7.860.... -22 lO.ü'4---19 I 12.7/,9--9 ,.
(14.J) n7.B) (21.8)

I ~::.===.....-_-,.~",- 'I ~---c-"",-g.adslon of for~tae.:;tf}_~'1;-"§a-__~:J~1_JJi!t)~-~I,_tflPl\th$ i : J
I I I' " """ I f

6.692--9
(12.4)

5.2'f8--11

~~·::;~t 6.681__716.928_-3 I'(11.1) (12.4) (12.8)

6.008--81 6.725--7 9.464--6
(10.\) (U.7) (16.5)

I ----- ---~-- --~--- -.

11•.905--31(24.6)

7.B7R-....,6
(11,.1)

---~---~ --~~---~-

7.33:2--8

Lj0
. 02.9)

. 5.245--25
(~.9)

Chase

Futures·~/

DRI

ORT

bl
Futu:res-·~

DRI

USDA

Wharton

Doanes

USDA

L- ""_'_.'__~_.__ ~ , __,.1. ,._~''''' ~_~__.. ,.,'_L_ ,__"--'-_~_."

~I Blanks fno:i,catt;> 00 [Ot;E"Cafolts w~rc made.

9/ Futureft pricf' aR fI pred1ctor of Choice 1,100-1,300 -po:..t~nd 81aHgn-ter s:teer priel'. onmha.
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over another in most Gases when a11 horizoos are considered. %roughout these

cnnpaJ: isons, !'lo'Ivever, ooe must hear in mind that very few observations were

available for soma 01' the longer horizoos. Moreover, for most 01' the four-

quarter-and-langer forecasts as well as soma three-quarter forecasts, the num-

her 01' observations differs among forecasters (Tables 3 through 10); thus,

results for the langer horizans are less reliable.

Finally, an the basis 01' Tables 3 thr9ugh lO,consid\'!:r the.quantitative

aceuracy öl' forecast$with1;es~ttotime b::\riZöl1. ~nerah;y, one t«llc!ld ex­

~ short horizan fore~ststö he ll10re acollr~te that'l 1009 horfzon forecasl:s.

FörecMt error, indem, tends 1:0. irK':reasewith fQl:ec:sthoriz6nfor wheat,

bogs, cattle, and most so1'hean derivative forecasts. on the other hand, the

forecasts for so;Yhean price $€leID to he rrnre accurate for langer horizons than

for short horizans. 'l1lis observation ma1' be due to an unusual market trend

over the particular period 01' this stud;Y. BIlt it could also he due to the

relatively vol$tile nature 01' t;he$ö;Yheanmar~et.Fot eXM1Pl\,!:, the~an

futures market is generally thought to he a rrnre active and fluctuatingmarket

which makes it relativel1' attracUve to speculator.s. For this reasoo, pne­

l"lOllIeI1a unrelated to the cash _ket may playa greater role in short-run

trading aOO price fluctuations so that the rrnre predictable mqrket rrnvements

01111' tend to cceur over a langer time oori.zan. Indeed, cnnparing across o:::m-

modit1' markets an the basis 01' root mean squared percentage enors, the 801'­

bean marke!:. seems tö he much lass predictable in the short run than other

ccmnoCIit1' markets (with the possible exception 01' soyhean derivativemar­

kets). The corn and wheat markets, which are generally toought to be mach

less active and rrnre stable, are rrnre predictable over all horizoos (in a mean

forecast sense) than the other ccmnoCIities.
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V. Ec<::)~tric Forecast,tl}9 Versus Futures Market!?

One objective 01' this paper is to examine performance 01' various econo­

metric models using the futures market prices as a standard 01' cnnparison. Tc

develop same summary information in this respect, rankings 01' the five econo­

metric and one futures forecasts were tabulated. Tc oonserve space, these

tai:>ulations are reported by OOTrnOdity only for the futures forecasts in

Table 11.1 The cnnp1ete tabu.l;ations reveal that 00 one modelperforl/lS.G'm-. .

sj.sct:ehtlybett~·· over~l1 ~ities (Ch1\.!:!e isqetter for whlilat ahd.C[;it:tle.,

Wbart9PorlillR! for rorh., ·WbartOl'\for rot:ton ftn terlilS 01' ~rablefOtecasts}.. ~ " '.' .

andDRI fOt hogs. This variatiOl'l in performance JmlY be due toa randanneSS in

characteristics vis-a-vis linportant market phenomena in 1977 and 1978.

GOmparing the econometric forecasts with the futures prices, however, re­

veals seme interesting observations. First 01' aU, futures prices tend to

dcminate the econanetric models in forecasting soybean oil and SOybean meal

prices. In fact.i soybean meal is tqe only carroodity .re any ·fOrecast *
pletely dcminates aU others over aU time horizons (in the canparable fore­

cest cese}. Also, however, futures prices perforlll .guite 1!ieU as forecasters

for wheat, SOybeans, and hogs. OIrer aU OOTrnOdities and horizQns, the average

rank 01' tm futures..for~st ilil ~roximately 2.5 which Suggests that, at the

mode, the eeonometric models are oot able to forecast as weU as the futures

market. In terms 01' the earHer discussion, it awears that either futures

market inefficiencies are not serious and/or that eeonometr ic models do a

poorer job 01' ioolOOing aU relevant ex0genous forces, forecasting them, and

1..rhe cnnplete tabulations are available LIpC!1 reguest.



tABLE 11

Ranking of Futures Root Mean Squared Errors
of V;uious GOlJl1tl()tlities by H,?riz,on .

Decem\>er, 1976, 'ThroughJ)a.ctelllbe1:, 197&

Best m911thlyforecast,LFore~astmade. in the
available .. same. month

. Forecast horizon {qtiarters)~
Gomm9dity 1 2 3 4 1 2 3 4

Wheat 4~ 2 1 2 3 3 1 1

eorn 3 4 6 1 4 6 6 1

Gotton 4 5 4 3 5 5 2 2

Soybeans 1 3 2 1 3 2 1 1

Hogs 1 3 3 4 1 2 3 4

Live cattle 2 5 5 4 2 5 5 4

Soybean oil 1 1 2 2 1 2 1 1

Soybean mea1 3 3 3 1 1 1 1 1

23.
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transforming thern into price forecasts than the aggregate inte1ligence of too

futures market. By o::mparison,alleri;lgeranks of~,rable forecasts over too

first three forecast horizons (these horizons where aH foreca.<;ters produce

forecasts) for each respective forecaster are: Chase, 3.27, J):)anes, 3.17,

ORI, 3.5, Wharton, 3.19, USOA, 4.19, and futures, 2.75. 1

Turning to issues related to time horizon, since traders in too futures

market are oHen closer to cash market J?henomena and are often able to make

use of new informatJos~re .qtlic~lythan~.trie firIll$, ooe .mi~bt e~t

flitlllresmarketl!r .tpl'lerform~tter asas~J;'t"'b~tn\f\'ie!Z$ster. Q!1the otoor

halid, ecol1CUletricfitlr~sti; ma,Ybe basedoo better strut:)tural infotrtiaUosand

ITOre careful, longer run forecasts of tOO ITOre iItlportant exogenous forces.

Thus, econometr ic forecasts may be expected to be super ior for a longer fore­

casting horizon.

Indeed, examining on1y tOO results for o::mparable forecasts on tOO right-

hand side of 'J,\a~le H, tl:!e~tric forecasts are generally favored On,-- . - . -- .. ... .. . .

average for a one-quarter fx:lrizoo in tOO case of coru andcotton, corn, cot-

too, and cattle for a t~arter horizoo, corn and eattle tor a three-quarter

hor izon , and hbgs end cat.tle for a four-quarter horizon.. on tOO otOO'l' l:!aoo,

tOO futures market outr<m/{s an a:mneroial ~tde forecasts in three of

eight cases for a one-quarter horizon, one of eight cases for a ~rter

horizon, four of eight cases for a threEHJUarter horizon,and finaHy five of

eight cases for a four-quarter norizoo. Thus, there is no apparent inorease

in superiority of too econometrie forecasts with time horizon as one might

expect.

lNote tOOt these average ranks are slightly biased against Doanes and, to
a lesser extent, USDA since tooy do not prodooe forecasts for sane of too ccm­
modities, thus, average ranks are a bit higher in tOO commodities whieh tOOy
forecast than in those tooy do not.
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In fact, it appears that the futures markets prices carry a significant

arrount of uzeful information even on the long-term rontracts. If eronometric

I110dels can develop better forecasts than futures rnarkets for 1009 forecasting

horizons, it rnay be only at oonsiderably longer time horizons than for which

futures rontracts presently exist. The results of this paper thus suggest

that there may be some positive social benefits to the developnent of longer

term cOl1tract;6 in t!;le futuJ:"es .rna+kets. Q·f rourse, Ol1e mus,t. bear inmind, bow,..

etTer, that these resu1ts ate deve1~OP the hasisofa rat!:lersl1OrtPeriOd ..

of observation oftoo CQllner.cipl ~tricforecastil'l9fi.rrns, ana perhaps

.their performance wiUirllprove wit,ht±me andfurtber refinement.

VI. ~itionof Forecast Efror

sane additional information regarding too value of various price forecasts

for individual decision'"ITIakers can be gleaned frcrn a deccmposition of forecast

errors. For thecaE;e w)1erei:loth estilllilted andactuiü priceE; are vaxyil'l9 in

time, the rnean squared error can be deccmposed follooing

1 n
- 1:

n t=l
- - 2 In= (Y- Xl +-.- 1:

n t=1

n
(X - x) 2 + -L 1:

t n t"'l

- - 2 2 2= (Y - Xl + 0 + 0 . - 20X Y xy

where Y and x are predicted and actuaI prices, n is the numher of observations

for a given forecaster and time horizon, Y and X represent respective sanple

rneans, ~ and ~ represent respective sanp1e var iances, and 0xy is the
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samp1e covariance of X and Y. Thus, the mean squared error decaoposes ioto

the bias squared, the varianee of the förecast, the variance of the actua1

priee, and the covariance between the two. These decaopositions are rep<::>rted

in Tab1es 12 through 15 in terms of the absolute p<::>rtion of mean squared error

attributab1e to each ccmponent. ObservatiönS eorresp<::>nding. to only new fore­

cests .are useO in each cese for the ce1eulaticns,

One of the interesting implicetions of Tables 12 through 15 isthGit I'IQt

allförecaiilters seemtobemallirtgtbe s~t~löl of errors, l'.'or ex:~le,.in

wliei'lt the futuNs foreeast makes llPs.töfitseÖ:orstkcause of variabH.iJ,y in

futures pri~s. This itmPliesthal: a longer filtet miglit,. aIthOugh not neces­

sarily, average out seme of the variiilbility and provide a better forecast.

The USDA, on tbe other hand, makes a large share of its wheat price forecast­

ing errors because of covariance between aetual and prOOieted prices, such as

might be the cese when tuming p<::>ints are missOO. The o::xnmereial firms such

aB Chase, DlU, ·andwnarton make alarger. shqre Qf· theh whe.at price et'rörs

hecause of bias. Sanewhat similar conclusions hold for soybeans.

These same conclusions do not hOld for other Ci:;ttIlIOdities, however. For

example, the ecorlOl"fletrie firms areremark/ilbly u.nbiased fot cotton, While före­

cesterrors for l11Qst ecorlOl"fletrie mödels are muoh rnQre atl:rl.butable to Cövari­

ance viz-a-viz l:he futures market, All forecasters o::mnit most öf tbeir

errors because of bias in bog price forecasting.

It is intetesting to o::>nsider tbe exl:ent to wIlieh bias can be traded off

for lower forecast variance or for lower covariance between föreca$tand ae-

tua1 prices hy choosing one forecast versus anötber. In p<::>int of fact, if a

firm's profits are inversely relatOO to forecast error, then a risk-neutral
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TAHLE 12

Decomposit1vIl of FOl"ecast. Error bV Form,u8t:er. !h>eembeT. 1976, ThrQ:ttgh Uecember, 11)78

------'-. -----r _.•.•-.-----...=----.-.--:.-------~Whea l " eorn':f-J-·-- ""'~' ."",,-, "·;~""~--'------'=r· ,,=.Fotecast Comp~uwnt; 1
-~-~-- ------- --

Cnase Bias 0.013 O.03B -0,.09 O.2fH O.,QO~ I 0.008 O.(j{J9 0.OU6 1
ForecasL var1ance 0.075 0.059 0.044 0.018 0.061 0.043 0.037 U.O'41

l
Act.ual vari'anc,e 0.1,3 0.)41 0.094 0.0" 0 •.037 0.036 0.021 0.017 I
Covaria.nce -0.158 -0.114 -0.063 -0.017 -0.023 0.035 0.026 fI.O()~ I

I
1----- ._----1------- ---- ---'--'~- -------- -_...- -----j

Doanes Bias 0.007 0.037 tl.093 0.338 0.m2 0.014 0.001 0.002 I
Forecaat varfance 0.069 0.051 0.074 O.Olb {LOb7 0.059 0.0')4 D.075 I
Actual varian:Cl!; 0.llJ6 0.102 O.O{,4 0.006 (l.on 0.030 0.020 0.011
Covariance -0.076 -0.02) -().024 0.01 0.005 0.056 tl.U24 -0.O'9J

1---------- -------, _.' -~~~ -

~IDRI Bias 0.308 0.434 0.666 0.992 D.M3 0.010 0.008
Forecast variance 0.169 0.2m 0.123 0.099 O,.{f}2 O.O4l 0.041 0.,024 i

Actual var!an"ce 0.149 0.142 0.11·6 0.06ü Ü,.,,(:)17 O.03b 0.027 0.017
tCovarianc'e -0.218 -0.116 -0.009 0.067 -0.012 0.018 0.020 -0.022

--- ------ _._.- ---
Wharton Bias 0.015 0.0508 o.1ÜS 0.261 0.D07 0.018 0.026 0.033

Forecast vari~nce 0.116 0.075 (UJ51 0.043 0.017 0.024 0.021 0.028
Actual variante 0.153 0.141 0.094 O.(),3 ().ÖJ7 0.036 0.027 0.017
Covariance -0.209 -0.127 -0.041 0.015 -o.ön ().008 -0.012 0.016

- - -~---

! ._--------------r---
USDA Bias 0.001 0.007 (U;76 <;!/ O~(}]O 0.023 i 0

ForecaeL variance (l.100 0.081 0.015 0.065 0.062 ! 0.072
Ac'tual varianee 0.109 0 •.108 Ö.029 0.034 0.ü33

!
0.007

Covartance 0.043 0.109 0.092 0.024 0.064
i

-0.017

f--- ---- ----
Futures Bias 0.001 o.mo 0.032 0.116 (l,016 0.041 0.049 0.001

Forecaat var1ance O.1l8 o.\)), 0.064 0.008 0.034 0.037 0.045 0.030
Actual var1aqce 0.1,3 0.141 0.M4 0 0.037 0.036 0.027 0.027
Covarianc'e -0.197 -0.098 -0.03, 0.001 .0.011 0.042 0.037 -0.056

---,,~ _.~-"-
.. _., ...~ ---_._-- -------- ----

al Blanks lndicate 00 foreC8sta were made. _IV....



TABLE 13

Cotton anl! Soybean: Decompositton of Forecast Error by rorecaster, Decemher, 1976, 'nuough Decemher, 1978

"'------Soybean _

Doanes

I I I I I I --+ I -I I i

r -- ,- CO'tton ,L _ _ _
Fort!c;;!,:st hor':iz();u .((f\$(l:::fl:e.rs)

I Forecas t i Compooent 1 2 3 4 1 2 1- 3 1 4

Chase Bias 0.51 2.35 2.11 13.71 0.125 0.278" 0.408 0.781
Forec8st variance 68.67 49.16 57.88 54.81 1.462 0.343 0.316 l 0.487
Actual variance 43.2'8 30.02 26.34 20.33 1.075 0.641 0.331+*244
Covariance -57.45 29.61 64.89 52.51 -0.040 0.218 0.309 0.243

Blas 5.06 ].06 16.80 )7.730.221 0.277 0.342 0.418
Forecast variance 44.85- I 33.11 I 16.30 1

1

6.24 "l.090 0.487 0.551 - L057
Actual vß-riance 43.28, 30.02 23.76 11.60 0.917 0.502 0.198 I" 0.02:8
Covariaoce -46.30 [ 7.17 I 30.84 16.58 -0.308 0.030 0.293 -0.340

I

ORI Bias
Forecast v~riance

Ac t ual variance
Covariance

6.97
49.63
23.35

-50.19

9.57
49.50
15.24

- 0.97

4.21
68.70
10.35
)7.21

0.55
115.42

9.43
48.56

0.086
1.156
1.075

-0.270

0.169
0.699
0.641
0.491

0.196
0.611
0.331
0.16\

0.572
0.765
0.244

-0.157

I i I I I - I I I I
Wharton Bias

Forecast variance
Actual vartance
Covariance

0.01
27.53
43.28

0.05

2.49
35.72
30.02
25.47

3.80
45.47
26.34
44.47

0.33
42.95
20.33
34.81

0.:.27
1.048
1.045
0.026

0.129
0.938
0.641
0.536

0.188
1.034
0.331
0.592

0.308
1.182
0.244
0.140

USDA

L'"'·
Bias
Forecas t variance
Actual varia:nce
Covariance:

Bias
Forecast varlance
Ac tual v'srlance
Covarlance

'!!

26.169
75.770
43.282

-74.822

38.374
63.666
30.022

- 5.102

30.052
43.133
26.346
]0.042

!
o

39.029
30.240
63.766

0.006
1.53'8
0.886
0.159

0.001
1.297
1.075

-0.522

0.271
0.520
0.654
0.799

o
0.560
0.641 I·

0.275
I

0.220
0.185
0.152
0.125

0.005
0.407
0.331
0.495

0.308
1.182
0.244
0.140

0.056
0.438
0.30.5
0.t06

2.1 Blanks indic.ate 00 for:~ca8,ts were tMde.

IV

'"



TAIlLE 14

Soybean Heal and Soyb'ean 011: UeeoJllpositton of F():,recaet Error by Forec.<lster, -Dee:~mbe'r. li916, Through December. 1978

SQ'y'bean meat

Forecast I Co P'Mt:tt •
Chase J Bias 236.3

Fore~a8t vartance 146.9
Actüal va·rlance ltl0'.4
Covarian'ce . 126.7

I
i ,

DRI I Bias 21.3

IFQrec'8S't varianee 1,160'.3
Ac:tual varl~nce 976.6
Covarianc.e - 263;8

I

Wharton I Biaa 9.9
Forecast va~tance 1 , 448.5
ActWil variance 976.6
covarlance - 391.9

IUSDA lU•• 51. 7
Forecast vartance 820.4
Actu.al varlance 1,053.0
Cov.r1ance - 363,2

IFutures M .•• 35.9,
Fot6C4st variance 1,238.5
Actual var:t•.Ii'ce 976.6

I
Cov.dance - 570.5

~/ Blanks indicate no forecasts wereroade.

0.5
1,412.3

499.0
410.9

86.8
545.5
785;6
871.-.2

36.5
527 .•
499.0
169,0

0.9
1 .. 067.4
. 169.5

538.3

27.8
20'0.0
130.6
297.0

26.8
286.3
169.5
274.2

1.8
1.118.4

123.3
345.5

'e!

o
274 . .l
145.6
125.6

30.2öl
7.9:36
3.489
5.223

3,664 4.886 6.529 14.,n
9.1.59 6.936 5.564 6.05.2
.ga~2 6.959 5.5>2 3.489
.T.4t8 8.135 1.964

i
- 4.695

7.4m213 28.693 14.592
14.T65 . 5.645 0 6.052
.6.• 69> I 7.278 3.251 3.489

-3.9:>7 9.796 0 - 4.695

1.083 4 ;469 7.408 lJ.886
1l.436 6.601 5.855 5.079
8•.1,62 6.959 5.552 3.867

- 1.48& 6.462 7.213 2.541

.~..



TADLE 15

Live Cattle and Hogs: Decomposition uf Fümcast Error by Fbrecaster. De~~emb:(H:~ 1976,. Through December. 1978

COllij)onent

Olase

IFore::]

I Live.c~ttle
1 1-- . ,... 1 .'2tr- .·orec-<lst 1-10' -I'~.--.-'-'-'._.- ..--'.~~. . H. --_.,"ßias . . 3 -'-~--4-z::.E.::,~_(ffua:J,<~crs)· '1-.-- .---~_..--._-- "_ ...- -.__.....-.,.-

; Foreea.t vartanee 2.11 5.12 I .~---'- 2 .- -------~~-~:--

F
Aetnal vartanee 34.47 16.99 19.51 I 66.17 . l_ f-'4Covariance 71.24 66 77 9.27. 3 47 16.85 54 0 - ---~~

r~:~ l __-~8~0~'8~7~_.+' _~_~45~'~'2~6_JI_~S8'98 45'82 3tl.59 1l'7~ 98.96 157~.6i -H." - . ".'~ . '.0< .•
_._ ". '-"" -~.ro "." "" •. ", • " -H.n " '.n. ._.< _... . ,.. - ... ,"~,., ..._ H.n H.n ".". "." ..

Covarianee 71.24 61 " tl.66 I ' 25.30-62.30 I ..91 )J.87 3.47 '.220 66.42 lOB-45.48 45 82 ... 3 12 85 .64 157 06
_ 8.tl1 • 15.82 • 4 &6 .

._ ------t------
J

- 6.40 -26.01 13.10 I 13:53 3.30... -19.51 1 6.13- .35 2.83

8.16
38.70
66.77

-66.20

DRI

Wharton

USDA

Bias
Forecast variance
Actual variance
Covsrlance

Biu
Forecas't vari-ance
Actual varianee
Cov_riance

13,1811

Forecast variance
Actu61 variarrce
Covariaoce

4.06
49.26
71.24

-91.06

3.16
36.59
71.24

-74.67

11.35
36.:n
74.47

-79.40

34.72 I 79.467.8....5. ,. 21.79 43.6.3 i 57.44
'1 31U2 9.25 38.02 32.44 22.43 16.92

58.98 45.82 15.82 12.44 10.95 6.13
-57.92 -21.05 -35.15 r-19.00 - 9.15 - 0.82

7.63 28.14 66.18 n.39 42.02 72.97 90.D8
25.96 1l.68 1.40 21.22 12.89 7.08 11.4966'~ 5.8.98 45.82 L5.82 12.44 10.95 I. 6.13

-48.13 -13.21 2.93 -21.15 tl.57 4.19' 9.l0

·1 ~-,-,

49.78 211.81 06.18 25.95 71.88 19t1.49 I 90.t18
8.22 1.20 1.1.0 32.25 22.02 0.23 11.49

65.08 I 3l.4B 45.B2 17.JO 14.35 2.40 I 6.13
-lI,.15 - 8.79 2.93 ,,30.29 - 7.65 I - 1.41 9.30

~ I I I -+-.-.---{--_. I --~-.~-. I ···~+----Ir---~

'li! _ ~ .-L.-......_. ---'-- _

Futures IUII'
Foreeast variance
Actual vartance
Covariance

7.96
53.03
71.24

104.72

27.4]
38.48:
66.77
10.89

60. J1 I 12/•. 7.4
24.m 9.10

58~~~ I 51.\4
42.~ 22.65

_.~~-.- --------

.9.02
13.91
15.82
35.73

51.13
23.33
12.44
19.53

94.11
18.68
10.95
14.87

163.84
9.66
7.62
6.91

~
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firm may prefer lCMer bias and be wi11ing to live with higher variance. A

risk-averse firm, h<Jwever, l'Ilay bewil1ing to U$e bia500 forecasts to get

greater precision. Also, if cestly adjusl::1llents are incurred when forecasts

are highly variable, then oost-efficiency criteria may also favor lower fore-

cast variance over reduced bias, etc. With this in l'Ilind, the resu1l:s in

Table 12, for example, imply thet. a risk-neutral firm dea1ing in shPrt-term

wheat may find futures prices quiteadequate forecasters, while a similar

ri~k-avel;se J3iJml.witn.highcXlSt o'f..oojus~t maYf<;tr",:r:<;!fer tOO.lower varia­

bÜil:;yof thifl Chase, Doanes, oreven l1l~:J:for~st eventt~~l~h thifl bias issUb­

stantiaUy h ighe·r;

These considerations soggest thet econom€!l:ric forecasters with similar

overall forecasl:ing ability may be ab1e to substantially differentiate their

proouct to captUre specific segments of the market. For examp1e, in soybean

price forecasting, the futures prices may appeal to a risk-neutral decision­

maker, while iooreasingly J;isk~a\lifl\rse dec~si~-mak€!rs o.r .thPslj!with higher

adjustment cests may turn to Wharton and then to Chase or Doanes as bias is

traded for reduced forecast variance (based on one- to three-quarter hori­

zons). Same of these trad~ffs· are particu1ar1y remarkable for soybean oil

and mea1 W!Jere Chase makesfIOStof itse.rrorsdue !:Obias, whileother fore­

casters are nearly unbiased.

In the latter case partieularly, however, it must be borne in mind that

the Chese resu1ts are based on fewer observations-a situation which will

naturally tend to reflect forecast errors as bias rather tl'1<lp variance. This

1atter phencmena is clear1y manifest by the tendency toward bias as forecast

horizons increase in each of Tables 12 through 15. For a11 longer horizons,
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the predicted and actual pric:es are much closer in time and thus tMd to have

l~r respective variances. For this reason, most of .the diseussion in this

sectioo is in the conteltt of one- to three-quaxter horizons where the number

of observations is IlPre cemparable across forecasters. This, of course,

exrlaihs why results for rorecast horlzoos of length five through €light are

rot reported here.

Finally, cemparing the decorrq;Josition of errors across corrmodities, it is

intere$ting·to ob$er",ethe€\pjJarent ability. ltoonrrelilte. foreeasb, withadtual. . '. ". '.' . ~ ..

prions ilftertemz,ving faötbrssLlChasbiil$ i\nd IIa1'~ability.F<::l1' fit'ijlS inte1'-

est~in turningpc>cints .Zlnd !\iil!jnit:ude$orahange$, this QOl'lsi<letiltiön, 1'e­

flected l;y the onvilriance canpooent, may have overriding importooce. A high

correlation is 1'eflected l;y a negative covariance cx::mponent, 1.e., one that

makes up fo1'errors due to bias and variance. In TOClSt casesthe rorrelation

declines with forecast horizon, thus indicating IlPre forecast ability in the

short run.; OOt ocxneof this decUneway !:Je dt:Ie .~.saltPle si~eför the same

rea500s citedaböve. C'.onparing across corrmodities, hoWever, it appears that·

onrrelations are highest for live catHe and are .also quite high for wheat,

cotton, ··and bogs. onthe other hand, onvariances generally offer nö ~n­

satin<jl influence (the cxlvarianöe ~nt 1s positive) for soybean deriva­

1:111es and onttl and partlcularly for soybeans. In the laUer cases the results

thus imPly that either the distinguishable canpooents in $uch prices cannot !:Je

indentified or that grea~r !OCldeling effort is needed to capture turning

points.

VII. SUlmIary and conclusions

The results of this paper may be SU!l1llarized by returning to the questions

raised in the introduction. Are futures markets more or less accurate than

the econcrnetrica11y based forecast? The evidence is rot overwhelmingly in
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favor of either. However, the results as a whole suggest surprising accuracy

in the futures markets prices as forecasters in oomparison with the econo-

metric forecasts. Futures lllarkets prices seen to be a clear favor for soybean

meal and oil. On the other hand, some of the econometr ic forecasts seem to be

preferable for livestock commcdities where results for other commcdities are

mixed. I

Does the absolute and =nparative accuracy depend upon the forecast hori­

zon? t8 the relative and absolute forecasttn<3 accuracy ~ity dependent?

The effact of the foracast horizon on absolute fOfecalilt accuracy awarently

depends to a large extMt on the characteristics of individual markets. Spe-

cifically, the change in forecasting accuracy over alternative horizon links

depends critically upon the volatility of the underlying market. For active

and fluctuating markets such as soybeans, the langer term forecasts are more

accurate than short-term forecast. For more stable markets such as wheat and

hogs, on the other hand, absolute accuracy äecreases dramatically for forecast

horizon. Examining relative accuracy, there are also same striking differ-

ences among commcdities. For the commcdities, the accuracy of ~tric

forecasts relative to futures market prices seems to clearly improve with the

time hol' b!on of the forecast as we would ex:pect. The fact that these trends

are not awarent for the grain markets may reflect greater (relative)

lrt Shotlld be pointed outthat the llPdels examined here, viz., by Chase,
Doanes, DRI, Wharton, and the USDA, have nUJllerous purposes in addition to
fOfecasting prices. Thepurpose fOf constructing these m:x'lels include fore­
castingacreage response, <bnestic demand, el(pört demand, inventory carry­
Oller, etc., as well as performing evaluations of policy impacts or general
scenario analysis. Hence, it is quite possible that an eeonanetric llPdel de­
signed with the specific p.lrpose of forecasting prices oould outperform the
large-scale models examined in this paper.



34.

availability infonu<ltian in the futures trading of grains.. This result is

perhaps associated with IlOre inelastic short-term supply response and IlOre

accurate estimates of the acreages than of cattle numbers. The fact that

econometric forecasts do rot dominate futures market prices for any of the

existing contract horizans seems to indicate that positive social benefits may

be forthcoming fram trading of langer horizan futures contracts.

The deecmpositian of the forecast error into bias squared, the variance of

the foreca$t, tile Varli'IDce of the actual1?rice, annthe CQV~riMcebet~n teile

In partl.cti1a:r, the

metric models weremore accurate in tenns of varianee. Henee, a risk-neutral

participant in the cash wheat market may find futures prices quite adequate

forecasters while a similar risk-averse participant with a high Cbst of ad­

justment may prefer the lower variability of Chase, Doanes, or even the DRI

forecast..Forfirms interested in turning points and:rnagnitudesof changes,

the covar iance o::!llpotlentobtained fram the deccxnpoSition of the forecast error

has overriding inp:>rtance. For seme ccmnodity forecasts, a high correlation

reflected wanegative covariance o::!llJ?Otlent canpensates for tbe errors due to

bias and variance.

Of course, before the results presented in this paper are operatianalized

in an actual decision context, much remains tobe a~lished. First, com-

posite forecasts of futures markets and econometdc models using vadaus time-

varying parameter schemes (conditianal upon the perfonnances of individual

forecasters) soould be examined (Rausser and Just). l3econd, same attenpt

should be made to deal directly with the "basis" detenninatian as weH as the

magnitude of the bias and its changing strllcture over the forecast horizan for
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l:xJth econcmetric and futures market forecasts. Third, once the aOOve tasks

are o::xnpleted, the results soould !:Je integrated with risk management frame­

works to assess the real value of information provided by individual econo­

metric forecasts, futures market forecasts, or by composites of these various

individual forecasts.
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The price series forecasted by the ec0l101l1etric firms considered in this

study are as follCMS:

Wheat:

cornI-

Chase and Whartqn-No. 1 Rard Red Winter wheat, Kansas City
(dollars per bushel).

Doanes-Average prii:::e received by farmers, united States
(dollars perblishd).

DRI-Average qf~<msasCity; Mi~i;tpolis, Portland, and
51:;. I:.oUispriC!?s (ebllarsper busoo~l.. .

Gh~s,e,~~,>i'tidt'1harton-No. 2 Yell.OO <;Qrr!:, ChiQilgo
(~l1arsperbushel). •

Doanes--Average price received by farmers, United States
(dOllars per bushel).

COtton: Chase, Doanes, and Wharton--Average price received by
farmers, United States (cents per pound) •

.DRI--upliUld cotton lint pd<:;e, U.5. DeP;artrnent of
Agriculture (cents per .pound);

SOybeans: Chase, DRI, and Wharton-No. 1 Yellow soybean price,
Chicago (dOllars per bushel).

ooanes--Average price received by farmers, United States
(dOllars per \':usOOl).

SOybean meal:

SOYbean oil:

Chase, DRt, and Wharton--Bulk, 44 percent protein pdce,
Decatur (dOllars per ton).

Chase, DRt, and Wharton---<;rude tank f .o.b. price, Decatur
(cents per pound).

~: Chase, Doanes, DRI, and Wharton-7-market average price,
barrCMS and gUts (dOllars per hundredweight).

Live cattle: Chase, noanes, DRI, and Wharton--choice 1,100-1,300 pounds
slaughter steer pdce, cmaha (dOllars per hundredweight).
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