Week 3 - Macroeconomic Forecast Outline
Among the details asked for In this assignment, the most important is an outline. You should clearly indicate the firm you plan to focus on, the economic indicators you will use, the sources of historical economic data that will be used for each indicator, and sources for forecasts related to each indicator. You should try to find at least two different forecasts for each of the economic indicators that you will focus on. This allows for efforts to make comparisons. By looking at historical data then it is easier to understand how the economy will affect your firm in the future.
The economic indicators that you will want to focus on include real GDP (annual percent changes will better illustrates trends), the inflation rate (measured as the annual percent change in the Consumer Price Index or CPI), the unemployment rate, and select two others. I suggest that these additional indicators be clearly related to the firm you focus on. For example, if you select a home builder like Pulte, then the mortgage rate and housing starts are logical choices. On the other hand, if you select an airline like Southwest Airlines, then a long-term interest rate like the 10-year U.S. Treasury rate and oil prices are logical choices. I suggest the 10-year U.S. Treasury rate as a long-term interest rate because all long-term interest rates are indexed against this rate including the rate airlines pay when they finance big capital purchases, and the rates we pay when we finance big purchases, including buying cars.
There are very good sources for historical economic data that will help you with this assignment. My suggestion is that you start with the Federal Reserve Bank of St. Louis (http://research.stlouisfed.org/) as it is a very good comprehensive resource that allows you to download data into Excel and includes graphs you can format. The Bureau of Economic Analysis (http://bea.gov/index.htm) and the Bureau of Labor Statistics (http://stats.bls.gov/) are also very good resources for some data. The Board of Governors of the Federal Reserve System (http://www.federalreserve.gov/) is also a good starting resource.
There are also very good sources for forecasts for the next two years for important economic indicators. Fortunately many good resources are free to use. My suggestion is that you start with the Federal Reserve Ban of Philadelphia’s Livingston Survey (http://www.philadelphiafed.org/research-and-data/real-time-center/livingston-survey/), the Congressional Budget Office (http://www.cbo.gov/), the National Association of Home Builders (http://www.nahb.org/), and the Mortgage Bankers Association (http://www.mbaa.org/default.htm). One nice thing about the Federal Reserve Ban of Philadelphia’s Livingston Survey and the Congressional Budget Office is that they include details related to their assumptions and opinions about the economy. This will help you with your work.
