Econ 522a

Unconditional Forecasting Variances

For the linear model Y; = X /3 4 uy, the unconditional forecast of Y} is
A
where E(X;) = X; (non random),E(3) = f, and X; and /3 are independently dis-
tributed. The unconditional forecast error is given by
e; = Yi—Y;
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Var(ey) = Var (Xfﬁ — X}B) + Var (ug) + 2Cov [(Xfﬁ — X}B) ,uf}
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where Y5 and X %, are the variance/covariance matrices for B and X 7.1 In practice

one would replace unknown values by estimated values:
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