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Intertemporal Consistency

Data time lag. E.g company fundamental
data

— Limitation of economic data Data revisions. E.g GDP revision

Definition and calculation method change.
E.g. CPI calculation

~ Transcription Errors
I~ ¢ Survivorship Bias — SE s

£{Efd vol
|~ ¥ Appraisal (smoothed) Data -E

£{Ef correlation
f~ Data Measurement Erros and Biases =
[~ Data Mining Bias

[- Misinterpretation of Correlations

I~ Psyc ical Biases —— 17

— Challenges (ER) = ‘= Model Uncertainty
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Not normal-distributed

¢ Peso problem:
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Policy Change
New products and new technology
Exogenous Shock to Growth (SR, FAIH |~ ¢ Geopolitics
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‘S3{ regime change Natural disasters

Natural resource / critical inputs

Financial crises

Capital input (3[V188) — Capital deepening
Labour productivity {
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Fixed Income —— Real default-free rate = Trend rate

%&P = %>GDP + % (Earning / GDP) + %¢PE

KHBRE, Earning/GDPRIZZIAEM, tHE2
9% (Earning / GDP) = 0
- JB GDP growth ratePRETF=IaRABITR
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(— Structural model. EFHEIE, LLANBSM
I~ Reduced-form model. Lb3N[E1F#EAL

— Robust

I~ Quickly generate output

(— Economitric Model —— {53 =
I~ Quantitative estimates

‘- Disciplined and consistent

~ Complex and time consuming

|~ Data inputs not easy to forecast

\~ &1 —— Model mis-specified

I\~ False sense of precision

\~ Not good at forecasting turning points
Intuitive and simple

Good at forecasting turning points

o
Easy to track
b~ Economic Forecasting Approaches —— Leading Indicator May be available from third party

Binary output
Can provide false signals
Overfitted in-sample
Simple
e ‘E Flexible
Breadth
|- Check List Subjective
Time consuming
Manual process limits depth of analysis

No consistency
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quity

Cyclical assets (e.g. HY bond)
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Yield curve flattening
Early Expansion
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~ Phases of business cycle —|— Late Expansion -  Yid curve flattening
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Yield curve inverted
I~ Slow down
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¥ Cyclical assets
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target nominal policy rate =
neutral rate
+ expected inflation rate
+0.5 * (expected real gdp growth rate -

target real gdp growth rate)
I~ Monetary policy —| g gdpg )
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policy rate
loose: inflation up
\ % 8% inflation _E

tight: inflation down
loose: real interest rate up
- Fiscal policy — v ZEZEAM real interest rate —E
tight: real interest rate down
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(— Historical Statistics
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