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OECD Forecasting during and after the financial 
crisis: a Post Mortem

Theme of The projecT

The recent crisis, its length and characteristics, 
were largely unexpected …

The Great Recession presented strong chal-
lenges to economic forecasters. The crisis, its 
timing, depth, and ramifications proved excep-
tionally difficult to project. In addition, ten-
sions and imbalances that were building in the 
lead up to the crisis, and their impact on real 
activities were not fully appreciated. Forecast-
ers underestimated the depth of the intercon-
nections between the financial sector and the 
real economy, the complexity of cross-country 
connections, and the implications of these fac-
tors once the crisis began.

… so the OECD conducted a post-mortem on its 
forecasting work …

The OECD ‘’post-mortem’’ was a primarily 
stock-taking exercise assessing the perfor-
mance of OECD projections for GDP growth 
and inflation over the period 2007-2012. The 
objective of the exercise was to learn lessons 
from the cross-country differences in projec-
tion errors and to identify necessary changes 
to OECD forecasting models and procedures in 
order to better inform policy advice.

… to assess its performance and learn lessons for 
the future

The growth projection errors were also com-
pared to those since the early 1970s. The OECD 
forecasts during the recent crisis were no worse 
than those during the crisis of the early 1970s, 
a period of sharp inflation and oil price shocks 
which posed similar difficulties for accurate 
global forecasting.

resulTs of The work sTream

Projections repeatedly overestimated growth… 
On average, GDP growth projections for the 
period 2007-2012 over-estimated growth, both 
at the height of the financial crisis in 2008 and 
in the subsequent recovery. The projections for 
the vulnerable euro area economies exhibited 
the largest errors. Errors in the projections for 
the BRIICS were, on average, similar to those 
for the typical OECD member country.

…underestimated inflation…

Despite growth being weaker than expected, 
inflation projections underestimated the ac-
tual rate during 2007-2012, especially for the 
OECD member countries in Europe. One possi-
bility is that the extent of spare capacity in the 
economy may have been overestimated. Sim-
ilarly, there may have been a weaker-than-ex-
pected impact of economic slack on wages and 
prices, or an underestimate of the impact of 
the post-crisis indirect tax increases in many 
countries. This is consistent with the findings 
of Project C2, which suggests that some social 
institutions in Europe worked well in minimis-
ing income loss. 

…underestimated the fall in trade, the size of 
capital flight, the negative impact of rigid regu-
lation and the repeated deterioration in the euro 
area…

Growth forecasts performed worse typically in 
countries that had greater exposure to trade 
and higher levels of foreign bank presence, 
and therefore felt the crisis contagion faster 
and more sharply. This suggests that the pro-
jections failed to fully reflect the importance 
of economic complexity and global finan-
cial interconnectedness. Growth projections 
were also overoptimistic during the recovery 
in countries where banks had lower pre-crisis 
capital ratios and where post-crisis non-per-
forming loans have risen sharply.
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There was also greater volatility and larger er-
rors in the growth estimates for countries with 
tightly regulated product and labour markets. 
This may reflect insufficient attention being 
paid to the extent to which tighter regulation 
affects resource reallocation and dampens eco-
nomic efficiency during the recovery phase. 

The errors in the euro area economies during 
the 2010-12 stemmed largely from the repeat-
ed (and necessary) conditioning assumption for 
the forecast that the euro area crisis would dis-
sipate over time and that sovereign bond yields 
would not rise further. There is little evidence 
that the forecast errors stemmed from a ten-
dency to under-estimate the impact of fiscal 
consolidation. 

…consistent with other International Organisa-
tions

Importantly, the difficulties and errors of 
growth and inflation forecasting were wide-
spread across private sector forecasters and 
other International Organisations (IOs). The 
OECD projection errors in terms of magnitude, 
direction, and profile, were strikingly similar to 
others. 

New approaches / policy implica-
TioNs

New forecasting procedures have been estab-
lished…

The challenges encountered in forecasting in 
the recent crisis have led to changes in fore-
casting techniques in the OECD, drawing on 
OECD experience and in consultations with 
experts form the IMF, World Bank, European 
Commission and European Central Bank. These 
improvements are ongoing. 

… the monitoring of near-term developments 
has been enhanced…

Enhanced monitoring of near-term market de-
velopments is conducted and considered along 

with statistical techniques, private sector per-
spectives, and complementary models.  

… better account is taken of international link-
ages…

The forecasting process has becomes more cen-
tralised, so that global economic developments 
and cross-country spillover effects are reflect-
ed consistently in the projections for individual 
countries.

… financial market developments are factored in

There is a greater focus on financial market de-
velopments, both in the projections and in em-
pirical analysis, including macroeconomic mod-
els.   

… with an enhanced focus on risk assessments 
Reflecting the underlying uncertainty of fore-
casts, more information is now provided on the 
distribution of risks around the central projec-
tions. Quantitative scenario analyses are also 
being used more frequently to illustrate alter-
native outcomes and their global implications. 


