
Econ 522a

Unconditional Forecasting Variances

For the linear model Yf = Xfβ + uf , the unconditional forecast of Yf is

Ŷf = X̂f β̂

where E(X̂f) = Xf (non random),E(β̂) = β, and X̂f and β̂ are independently dis-

tributed. The unconditional forecast error is given by

ef = Yf − Ŷf

= Xfβ − X̂f β̂ + uf
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where Σβ̂ and ΣX̂f
are the variance/covariance matrices for β̂ and X̂f .

1 In practice

one would replace unknown values by estimated values:
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