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IMPLEMENTATION PLAN IN RESPONSE TO THE
BOARD-ENDORSED RECOMMENDATIONS FOR THE
IEO EVALUATION OF IMF FORECASTS—PROCESS,
QUALITY, AND COUNTRY PERSPECTIVE

EXECUTIVE SUMMARY

This paper sets out Management's response to the Independent Evaluation Office's
(IEO) evaluation of IMF Forecasts: Process, Quality, and Country Perspectives.

The implementation plan proposes specific actions to address the five
recommendations that received broad support from the Executive Board, namely

(i) maintaining the practice of commissioning external evaluations of IMF forecasts,

(i) enhancing the processes and incentives for learning from past forecast performance,
(iii) extending guidance to desk economists on forecasting methodologies,

(iv) publishing a description of the WEO forecasting process, and (iv) improving the
public availability of data related to forecasts and outturns.

Several of the proposed actions to address the Board-endorsed IEO recommendations
have already been implemented following the Board discussion, while the
implementation of some other actions is underway. This paper also explains how
implementation will be monitored.



MIP IN RESPONSE TO IEO EVALUATION OF FUND'S FORECASTS

Approved By Prepared by the Strategy, Policy, and Review Department.
Siddharth Tiwari

CONTENTS

INTRODUCTION 3
IEO RECOMMENDATIONS AND BOARD REACTIONS 3
IMPLEMENTATION PLAN 4
RESOURCE IMPLICATIONS 7
ANNEXES

I. IEO Evaluation of IMF Forecasts: Recommendations,

Board Response, and Proposed Follow-Up 8

II. Resource Implications of the Management Implementation
Plan 11

2 INTERNATIONAL MONETARY FUND



MIP IN RESPONSE TO IEO EVALUATION OF FUND'S FORECASTS

I INTRODUCTION

1. This paper lays out a forward-looking management implementation plan (MIP) for the
IEO evaluation “IMF Forecasts: Process, Quality, and Country Perspectives”. During the Board
discussion of the report, Executive Directors welcomed the evaluation and its findings. They were
encouraged by the broadly positive findings about the quality of Fund staff forecasts and that
country authorities generally have confidence in the integrity of Fund forecasts and place high value
on the Fund's analyses of scenarios and risks for the world economy. At the same time, Directors
noted that additional efforts are needed to enhance the Fund's process and quality of forecasts and
supported the evaluation’s high level recommendations to further improve learning from the
assessment of forecast errors and independently commissioned studies, increase the transparency of
Fund forecasts, and ensure that best practices and latest methodologies are followed. This
implementation plan proposes a range of actions to address these recommendations.

2. Implementation of this plan will be monitored primarily through forthcoming Periodic
Monitoring Reports (PMRs), which provide updates on the implementation of IEO
evaluations. In addition, regularly commissioned external evaluations will help ensure that IMF
forecasts remain of high quality and that the forecasting process follows best practices. Staff
evaluations of training courses on forecasting techniques offered by the Institute for Capacity
Development (ICD) will assess on an ongoing basis whether the course offering is relevant for the
day-to-day needs of country desk economists.

N IEO RECOMMENDATIONS AND BOARD REACTIONS

3. The IEO evaluation contains five high level recommendations which aim to enhance
the credibility of the forecasting process and ensure that high quality standards are
maintained. The specific recommendations were:

e Maintain the practice of commissioning external evaluations of IMF forecasts by recognized
experts.

e Enhance processes and incentives for learning from past forecast performance.

e Extend guidance to desk economists about how best to incorporate advances in forecasting
methodologies for both short- and medium-term forecasts.

e Publish online a general description of the WEO forecasting process, which should be reviewed
and revised as needed.

e Make available to the public data related to forecasts and outturns that are readily available
internally.
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4. During the Board discussion, Executive Directors broadly endorsed all five IEO
recommendations. While they supported the recommendation of facilitating public access to
historical forecast and outturn data, most Directors recognized that, in light of existing resource
constraints, decisions on further steps needed to take into account both expected benefits to users
and costs. In her statement, the Managing Director supported all five recommendations. At the
same time, the Managing Director cautioned that in a few areas the implementation of specific
actions suggested by the IEO report may not be practical or their expected payoffs would need to
be weighed against the associated resource costs.

IMPLEMENTATION PLAN

5. This MIP proposes specific actions to address the IEO’s recommendations and sets out
how these will be monitored. Several of the proposed measures are being or have already been
implemented as part of ongoing or additional efforts to increase data disclosure and enhance the
quality of staff forecasts.!

Recommendation 1: Maintain the practice of commissioning external evaluations of IMF forecasts by
recognized experts.

e Commissioned reports: An external evaluation of IMF forecasts will be released by end-
2015. Moving forward, the Research Department (RES) will commission and publish similar
studies by recognized external experts in regular intervals (every 5 to 8 years) broadly in line
with the cycle now in place for most policy reviews. The terms of reference for the external
evaluations will establish that the studies (i) spell out clearly their recommendations,

(i) include an assessment of the implementation status of previously accepted
recommendations, and (iii) include an assessment of the forecasting process itself. The staff's
response to the studies’ recommendations will also be published.

e Circulation to the Board: The commissioned external evaluation reports will be issued to
the Executive Board for information, in the understanding that, if requested, a Board briefing
could follow.

Recommendation 2: Enhance processes and incentives for learning from past forecast performance.

¢ More systematic review of forecasts: RES has developed a beta version of a data
processing tool to display forecast errors for key variables. Reports on forecast errors for real
GDP growth, inflation, and current account balances generated by this tool will be regularly
provided to country desks at the beginning of each WEO round to encourage learning from
past forecast performance (this practice already started in July 2014). From January 2016
onward, policy consultation meetings for Article IV consultations and program reviews will

L Annex 1 provides more detail on the evaluation’s recommendations, Director's responses, proposed measures, and
the timeline for implementation.
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discuss the underlying causes of significant forecast errors for key macroeconomic variables.
Strategy Policy and Review (SPR) reviewers will monitor implementation of this requirement.
The modalities will be developed by SPR in consultation with area and relevant functional
departments and posted by end-November on the SPR website about the Review process. In
addition, forecast errors will be discussed in the WEO, following significant revisions to
global growth forecasts. This practice was initiated with the October 2014 WEO.2

* Knowledge transfer: As noted in the sixth PMR, all area and functional departments have
issued guidelines establishing minimum requirements and recommending best practices for
the handover of country assignments. The requirements include a checklist with information,
including on the forecasting process, to be handed by the outgoing economist to his/her
successor. The guidelines will be integrated in area department data management
guidelines by end-2016 to ensure proper monitoring of implementation as part of the bi-
annual audit of data management guidelines. In the meantime, the SPR department will
conduct a survey in the fall of 2015 to assess the experience and progress in implementation
and compliance with the guidelines, two years after their initial implementation. Staff
guidelines will be updated based on the survey findings, as warranted. An assessment of
how well staff and managers assist with desk transitions is expected to be included by
managers in the Annual Performance Review (APR) of desk economists.

e Training: Management has mandated the ICD and the Human Resources Department (HRD)
to strengthen the learning environment in the Fund to help make the institution more
responsive to its changing needs. An interdepartmental working group led by ICD has
developed and is implementing a proposal to revamp and enhance the current internal
economics training program (IET), focused on a structured curriculum with courses in
surveillance, finance, monetary and fiscal policy, macro-financial linkages, statistics and
empirical methods (at introductory, intermediate, and advanced levels) that are relevant for
the applied work of country desks. The new curriculum, which builds on existing training in
empirical methods, added an online course on macroeconomic forecasting in May 2015. This
course, which will be opened to outside audiences in October 2015 as part of the Fund'’s
offering of Massive Open Online Courses (MOOCs), is complemented by five self-contained
modules on advanced empirical methods that train staff in the use of common forecasting
techniques for country work and research. Over 130 Fund staff signed up for the first
offering of the online forecasting course.

Recommendation 3: Extend guidance to desk economists about how best to incorporate advances in
forecasting methodologies for both short- and medium-term forecasts.

e Top-down guidance for forecasts: RES will establish a process for top-down guidance as
an input in medium-term forecasts, in the spirit of the approach used for short-term

2 See Box 1.2 at http://www.imf.org/external/pubs/ft/weo/2014/02/.
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forecasts. For that purpose, a multi-country macro-econometric forecasting model with
stock-flow consistency (for example, between current account balances and net foreign
assets) has been developed. The process will be tested in a pilot of several country desks in
the run-up to the October 2015 WEO. The pilot will be extended to more country desks for
the April 2016 WEO and gradually applied to most major economies and country groups.
These medium-term forecasting consistency checks will complement the existing short-term
checks. The revamped curriculum on empirical methods will also help country desks better
incorporate advances in forecasting methodologies in their daily activities.

Recommendation 4: Publish online a general description of the WEO forecasting process, which will
be reviewed and revised as needed.

Description of WEO process: A general description of the WEO forecasting process will be
posted on the external IMF website with the release of the October 2015 WEO, drawing on
inputs from the IEO report on IMF Forecasts: Process, Quality, and Country Perspectives. The
material will be periodically reviewed and revised.

Recommendation 5: Make available to the public data related to forecasts and outturns that are
readily available internally.

6.

WEO data: A database showing current and past forecasts and outcomes for real GDP
growth, CPI inflation, and current account balances was posted on the IMF's external website
in April 2015.3 The database will be updated annually and could be later extended to other
series depending on demand and resource costs.

Program data: The Monitoring of Fund Arrangements (MONA) database was extended last
summer in line with the Board-endorsed recommendation and now includes all past
forecasts linked to each program review.* The database will be updated on a continuous
basis.

Progress in implementing the proposed actions will be evaluated in future PMRs.

Implementation of the MIP will be coordinated by SPR, in close collaboration with RES and ICD. The
commissioned external evaluations of IMF forecasts will monitor on a regular basis the quality and
process of IMF forecasts. In addition, ICD will continue to regularly evaluate the relevance of the
internal course offerings, including based on feedback provided by participants.

3 See https://www.imf.org/external/pubs/ft/weo/2015/01/weodata/index.aspx.

4 See http://www.imf.org/external/np/pdr/mona/index.aspx.
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I RESOURCE IMPLICATIONS

7. The initiatives outlined above have significant resource implications. Resources
allocated so far (including in the FY2016 budget) for the implementation of the measures laid out in
the MIP amount to about 7 FTEs and an additional 0.25 FTE would still need to be accommodated
(Annex 2). The bulk of these costs relate to the development and rollout of the medium-term
macro-econometric forecasting model that will provide top-down guidance to country teams.®> The
recurrent annual costs from FY2017 onward for the measures included in the MIP amount to about
4.9 FTEs, with an additional ¥ FTE required every 5-8 years to prepare the commissioned study on
IMF forecasts. This estimate includes the time country desks will spend in implementing the
recommendations of the MIP, including processing and responding to the guidance provided by the
medium-term forecasting model. For training, it is assumed that the costs will be accommodated
within the existing resource envelope, possibly by refocusing training priorities. The resource
implications of the proposals will be reassessed once a critical mass of pilot cases in the application
of the new medium-term forecast model have been completed.

> The model development was part of a RES capital project.
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Annex I. IEO Evaluation of IMF Forecasts: Recommendations,

Board Response, and Proposed Follow-Up

IEO Executive Follow-Up Plan and Timeline Accountability
Recommendation Directors’
Responses
1. Maintain the Directors endorsed | Commissioned studies will be RES will be

practice of
commissioning
external evaluations
of IMF forecasts by
recognized experts.

this
recommendation,
noting that the
Fund should
maintain the
practice of
commissioning
external
evaluations of IMF
forecasts by
recognized
experts.

undertaken on a regular schedule, every
5-8 years. The next study is due by end-
2015.

Future studies will clearly spell out the
recommendations, and provide an
assessment of (i) whether accepted past
recommendations have been
implemented, and (ii) the forecasting
process itself.

Staff will respond to the
recommendations in a published
statement.

The studies will be issued to the Board
for information prior to external
publication, with a briefing of the
Executive Board upon request.

responsible for
commissioning
the studies and
will take the lead
in preparing staff
responses, as well
as developing and
implementing
follow-up actions
to the
recommendations.

2. Enhance
processes and
incentives for
learning from past
forecast
performance.

Directors endorsed
this
recommendation,
noting that the
implementation of
the handover
procedures for
country
assignments is a
welcome step.

Since July 2014, RES shares updated
reports on forecast errors for real
growth, inflation, and current account
balances with desks at the beginning of
each WEO round.

From January 2016 onward, policy
consultation meetings for Article IV
consultations and program reviews will
discuss the underlying causes of
significant forecast errors (not
pertaining to data revisions) for key
macroeconomic variables. SPR reviewers
will monitor implementation of this
requirement.

WEO publications will include a
discussion of forecast errors regularly,
following significant revisions to global
growth forecasts. This practice was
started with the October 2014 WEO.

RES will be
responsible for
maintaining
actions related to
the monitoring of
forecast errors.

SPR will take the
lead in monitoring
compliance with
desk handover
procedures.

Area departments
will be responsible
to discuss
significant forecast
errors in policy
consultation
meetings and SPR
will monitor the
proposals’
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IEO Executive Follow-Up Plan and Timeline Accountability
Recommendation Directors’
Responses

implementation.
All area and functional departments
have issued guidelines establishing
minimum requirements and SPR will conduct a
recommending best practices for the survey to .assess
handover of country assignments. SPR progress in

] i handover

will conduct a survey in the Fall 2015 to practices. Relevant
assess progress in implementation. Staff departments will
guidelines will be updated based on the | ensure that these
survey findings, as warranted. The practices are
guidelines will be integrated in area assessed in the
department data management APRs of country
guidelines by end-2016 to ensure desks.
proper monitoring of implementation as
part of the bi-annual audit of data
management guidelines. Under the
guidelines, an assessment of how well
staff and managers assist with desk
transitions is expected to be included by
managers in the Annual Performance
Review (APR) of desk economists.

ICD will be
The internal economics training responsible for
program (IET) is being revamped; an delivering (and
online course on macroeconomic keeping updated)
forecasting has been made available to the course
staff since May 2015, complemented by offering on
five self-contained modules on forecasting
advanced empirical methods of methods.
forecasting. The course offering will
remain under review and will be
updated as needed.

3. Extend guidance Directors RES will start a pilot process with top- RES and Area

to desk economists
about how best to
incorporate
advances in
forecasting
methodologies for
both short- and
medium-term

supported this
recommendation.
They underscored
that strengthening
macroeconomic
consistency in
medium-term
forecasts is

down guidance for medium-term
forecasts in the Fall of 2015, in the spirit
of the approach used for short-term
forecasts for a group of pilot cases.
These checks, which will be broadened
gradually for most major economies and
country groups, will complement
existing consistency checks for short-

departments
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IEO Executive Follow-Up Plan and Timeline Accountability
Recommendation Directors’
Responses
forecasts. desirable, but term forecasts.
some noted that it . .
A multi-country macro-econometric
would have ) .
forecasting model was developed in
Tesof‘rc‘? FY 2015 to ensure medium-term
implications. .
consistency of forecasts.
4. Publish online a Directors A general description of the WEO RES

general description
of the WEO
forecasting process,
which will be
reviewed and
revised as needed.

supported this
recommendation.

forecasting process will be posted on
the external IMF website at the time of
the October 2015 WEOQ. The material will
be reviewed and revised periodically.

5. Make available to
the public data
related to forecasts
and outturns that
are readily available
internally.

Directors
supported the
recommendation
of facilitating
public access to
historical forecast
and outturn data,
although most
Directors
recognized that, in
light of existing
resource
constraints, further
steps need to
weigh both
expected benefits
to users and costs.
Some Directors
thought that the
costs of
dissemination of
these data would
be low.

A WEO database showing current and
past forecasts and outcomes for real
GDP growth, CPI inflation, and current
account balances has been created and
been posted on the IMF website in

April 2015. The database will be updated
annually.

The Monitoring of Fund Arrangements
(MONA) database has been extended
and now includes all past forecasts
linked to each program review. The
database will be updated on a regular
basis.

RES and SPR will
be responsible for
updating the WEO
and MONA
databases,
respectively.
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Annex II. Resource Implications of the Management
Implementation Plan

IEO Recommendation Resource Cost Future Recurrent
through FY 2016, Costs
(FTEs) (FTEs per year)
1. Maintain the practice of 0.25 0.25 (every 5-8 years)

commissioning external evaluations of
IMF forecasts by recognized experts.

2. Enhance processes and incentives for 0.60 0.35
learning from past forecast performance.

Development of a data processing tool for 0.10 0.10
forecasts.
Dissemination of forecast errors to desks and 0.05 0.05

discussion in WEO publications
Discussion of major forecast errors in policy 0.05 0.15
consultation meetings by country desks
starting in January 2016

Staff Survey on handover process 0.10 0.00

Development of an online course on

macroeconomic forecasting 0.25 0.00
Teaching online course 0.05 0.05
3. Extend guidance to desk economists 6.25 4.50
about how best to incorporate advances

in forecasting methodologies for both

short- and medium-term forecasts.

Refining, maintaining and applying the 3.00 3.00
model to pilot country cases (does not

include country desk time).

Processing and responding to the guidance 0.25 150

provided by the medium-term forecasting
model by country desks in pilot country
cases.
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IEO Recommendation

Resource Cost

Future Recurrent

through FY 2016, Costs
(FTEs) (FTEs per year)

Initial development of multi-country macro- 3.00 0.00
econometric forecasting model.
4. Publish online a general description of 0.01 0.00
the WEO forecasting process, which will
be reviewed and revised as needed.
5. Make available to the public data 0.20 0.05
related to forecasts and outturns that are
readily available internally.
Developing WEO historical database 0.10 0.00
Extending MONA database 0.05 0.00
Maintaining WEO and MONA databases 0.05 0.05
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