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An Evaluation of the Bangko Sentral ng Pilipinas’ 2024
Forecasting Performance’

The Bangko Sentral ng Pilipinas (BSP) conducts an annual evaluation of its forecast
performances as part of its continuing efforts to enhance its suite of macroeconomic
forecasting models and to promote transparency in monetary policy formulation.?

This box article summarizes the BSP’s forecasting performance for 2024, focusing on
(@) month-ahead inflation forecasts, (b) annual inflation forecasts, and (c) standard
statistical tests and peer benchmarking.

Compared to 2023, forecast errors in 2024 were lower for both month- and year-ahead
forecasts, reflecting a more accurate assessment of evolving price conditions amid
easing supply pressures and reduced volatility.

Month-ahead inflation forecasts

The BSP’'s month-ahead inflation forecasts consistently outperformed private sector
consensus estimates. Forecast errors in 2024 were slightly lower than in 2023 and
below the historical average since 2010. Monthly inflation settled within the BSP’s
announced forecast range in 11 out of 12 months for 2024. The only exception was
September, when inflation (1.9 percent) fell below the BSP’s forecast range of
2.0-2.8 percent.

The lower-than-expected September inflation was due to faster declines in the prices
of vegetables and meat, along with lower transport costs.

The decline in the mean absolute error (MAE) in 2024 can be partly attributed to the
improved assessment of price conditions as well. This was supported by insights from
the BSP’'s complementary nowcasting models—the seasonal autoregressive integrated
moving average with exogenous variables (SARIMAX) and the state-space models. By
incorporating disaggregated price-level data on key commodities, these models
enhanced the assessment of inflation trends used in the BSP’s workhorse models.
A lower MAE signals improved forecasting performance.

From 2010 to 2024, actual inflation settled within the BSP’'s month-ahead inflation
forecast band 164 times out of 179 months, or 91.6 percent, with an MAE of
0.21 percentage point (ppt) (Figure 7). In 2024, the MAE of the BSP’'s month-ahead
inflation forecasts dropped significantly to 0.18 ppt from 0.28 ppt in 2023 and the
historical average of 0.21 ppt.*
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Figure 1
Mean Absolute Errors of Inflation Forecasts
in percentage points
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Annual inflation forecasts

The baseline annual inflation forecasts for 2024, presented to the Monetary Board and
announced to the public after each monetary policy meeting, were initially lower than
the actual full-year inflation outturn of 3.2 percent. However, the baseline forecasts
gradually increased as the upside inflation risks materialized (Figure 2).

The two-year-ahead inflation forecast of 2.8 percent for 2024 presented during the
15 December 2022 monetary policy meeting was lower than the 3.2 percent actual
outturn. The lower forecast could be attributed to the underestimation of actual global
crude oil and non-oil prices, as well as minimum wage adjustments. Actual domestic
output growth also exceeded projections.

The one-year-ahead inflation forecast of 3.7 percent for 2024 presented during the
14 December 2023 monetary policy meeting was higher than the actual inflation rate.
The forecast error can be attributed mainly to the weaker-than-expected impact of
E/ Nifio and the lower-than-expected rice tariff implemented in July 2024.
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Figure 2
Annual Baseline Inflation Forecasts
year-on-year headline inflation; in percent
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The BSP’s one-year-ahead baseline forecasts registered lower errors than those of the
private sector. However, its risk-adjusted forecasts had higher errors than those of both
the private sector and the International Monetary Fund (IMF). Meanwhile, the BSP’s
two-year-ahead forecasts showed lower errors relative to the private sector but
remained higher than the IMF's outlook (Figure 3).

For instance, the BSP’'s one-year-ahead baseline inflation forecast for 2024, made in
December 2023, was 3.7 percent compared with the private sector’'s forecast of
3.9 percent and the IMF's 3.2 percent. Meanwhile, the BSP’s two-year-ahead baseline
inflation forecast of 2.8 percent had a lower forecast error than the private sector’s
4.0 percent but a higher error than the IMF's 3.1 percent.
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Figure 3
One- and Two-Year-Ahead Absolute Errors
absolute error; in percentage points
2024
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In addition, the BSP’s inflation forecast performance remained on par with that of
regional peers. The Bank’s one-year-ahead inflation forecast error of 0.5 ppt was slightly
below the average error of 0.7 ppt among selected central banks.®

A counterfactual analysis using actual values of all explanatory variables was
conducted to show how the BSP’s workhorse model tracked the 2024 inflation path.
The exercise applied actual exogenous variables (e.g., oil prices, non-oil prices) to
generate an ex-post projected path of inflation. This tested the model’'s validity by
checking its fit to the data and eliminating the uncertainty from setting assumptions
for exogenous variables.

If the actual values of all exogenous variables and add-ons for food prices, electricity
rates, and others had been known beforehand, the one-year-ahead annual inflation
forecast for 2024 made in December 2023 would have been 3.5 percent. This
corresponds to an MAE of 0.3 ppt for 2024, lower than the 0.5 ppt MAE of the published
one-year ahead forecast.
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Statistical tests, benchmarking, and peer comparisons

Formal statistical evaluation confirms that the BSP’s inflation forecasts were generally
accurate, unbiased, and efficient for the period 2010 to 2024.

e Accuracy. Forecasts had a statistically adequate level of precision, with lower
forecast errors compared with benchmark statistical models over the sample

period.

o Unbiasedness and efficiency. Baseline forecasts did not systematically over- or
under-predict inflation across the sample period.

o Benchmarking. Against private sector and IMF forecasts from 2011 to 2024, BSP
forecasts registered lower errors (Figure 4). The MAEs of the one-year-ahead
baseline (0.88 ppt) and risk-adjusted (0.98 ppt) forecasts were both lower than
those of the private sector (1.04 ppts) and the IMF (1.26 ppts). Similarly, the MAEs of
the two-year-ahead baseline (1.17 ppts) and risk-adjusted (1.20 ppts) forecasts were
both lower than those of the private sector (1.47 ppts) and the IMF (1.28 ppts).

Figure 4
Annual Mean Absolute Errors
in percentage points
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To better guide monetary policy analysis and formulation, the BSP regularly refines its
suite of models to enhance forecasting. These initiatives include model development
and the ongoing external review of the BSP’s monetary policy framework.
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ENDNOTES

1/ This article was written by Dennis M. Bautista, Jasmin E. Dacio, Jan Christopher G.
Ocampo, Sanjeev A. Parmanand, Mark Rex S. Romaraog, and Maria Evette T.
Santos of the Department of Economic Research.

2/ Results of previous forecast evaluations were published in Abenoja et al. (2022)
and in the BSP's May 2024 Monetary Policy Report available at:

Price%20Stab MonetaryPo Repo 1lIRepo M

3/ Discussions on the BSP’s howcasting models have been previously published in
(@) Allon, J. C. S, Bautista, D. M., & Dacio, J. E. (2022). Nowcasting inflation:
A state-space approach using high-frequency data [Bangko Sentral ng Pilipinas
Working Paper No. 2022-02]. and (b) Allon, 3. C. S. (2015). Forecasting inflation: A
disaggregated approach using ARIMA models [Bangko Sentral ng Pilipinas
Economic Newsletter No. 15-02].

4/ The standard deviation of month-on-month inflation declined significantly from
0.6 percent in 2023 to 0.3 percent in 2024, reflecting more stable commodity
prices.

5/ Other central banks covered in the analysis include those of Thailand, South
Korea, Malaysia, New Zealand, and Australia.

Beyond the baseline forecasts, the BSP also considers alternative scenarios that account
for upside and downside risks to the inflation outlook, assigning probability values to
each. These risks are summarized in a risk matrix that forms the
risk-adjusted forecast (RAF), which is derived from the baseline inflation forecast plus
the probability-weighted impact of these risks. The first RAF was published in October
2023. Beginning June 2025, however, the BSP discontinued RAFs and now refers to
baseline forecasts as “central projections.” A discussion of the BSP’s central projections
is provided in the BSPs June 2025 Monetary Policy Report available at:
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