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JTOBIPYMI IHTEPBAJI U151 CKJAJAHHS EKOHOMIYHHNX
ITPOT'HO3IB

Anomauia. B cmammi onucano poiv 008ipu020 IHMeP8any y NpocHO3V8AHHI eKOHOMIUHUX
Odanux. Bpaxoeyiouu me, w0 0OHUM i3 KIIOYOBUX YUHHUKIE NPUUHAMMS eKOHOMIUHO 0OIPYHMOBAHUX
ma payioHanrbHUX YAPAGIIHCLKUX pIiUleHb € MOYHUL NPOSHO3, MO 3POONEHO BUCHOBOK, WO
NPOCHO3VBAHHS 3 THMEPBAIOM 008IpU O0A€ YIHHY IHGOpMAYilo Npo HeBU3HAYEHICMb MOUKOB8020
npocHo3y ma ¢hopmye HaditiHy 6a3y 011 CKIa0awHsa Oinbwt mounux npoeuosis. Kopucuicmo
iHmepeanbHoi OYIHKU O CKAAOAHHS NPOSHO318 8KazaHa 6 cmammi. B cmammi po3’sacueno sk
GopmysanHs NpocHO3i6 HA OCHOBI 008IpYU020 I[HMEPBANY BNIUBAE HA OOCHIONCEHHS DPUHKY),
VIPAGNIHHA PUSUKAMU MA NAAHY8AHHA O0100xcemy opeanizayii. 3a3naveno, wo iHmMepeanrbHUull
NPOCHO3 € OOHUM 3 Memo0dis, AKULl 00380JAE YCYHYMU NPoOeMy MOYKOB020 OYIHIOBAHHS, OCKIIbKU
Micmumb 084 3HAYEHHA — B6EPXHI0O MA HUJCHIO NpOocHO3HI Mmedcl. (OcHoeHi emanu, SKi
BUKOPUCMOBYIOMbCA 07151 NOOYO08U NPOSHO3Y 3 IHMep8aiom 008ipu onucaui 8 cmammi. [Josedeno,
Wo iHmMepB8aNbHUL NPOSHO3 CMAHOBUMb YIHHY IHGHOPMAYIIHY OCHOBY OJisl KEPIBHUKIE NIONPUEMCNEA.
IIpaxmuune 3acmocygants 008ip4u020 inmepeany 08 CKIA0AHHL eKOHOMIYHUX NPOSHO3I8 NOKA3AHO
6 cmammi.

Knrouoei cnosa: inmepsan 008ipu, inmepsanvHull NPOSHO3, MOYKOBUL NPOSHO3, eKOHOMIYHE
NPOCHO3YBAHHA, NOMUIKA NPOCHO3Y, MOYHICIb NPOCHO3).
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Almomauuﬂ. B cmamwe onucamno poJio dogepumeﬂbHoeo unmepeaila 6 nNPpocHO3IUpoOeaHUU
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IKOHOMUYECKU O0OOCHOBAHHBIX U PAYUOHATILHBIX YNPABGIEHYECKUX PeuleHUll A6IsAemcs MOYHbL
NPOcHO3, MO COENaH BblB00, YMO NPOCHOZUPOBAHUE C UHMEPBALOM 008epus. Odem YEeHHYIO
uHoOpMayUIo 0 HeonpedereHHOCmU MOYeYHO20 NPOSHO3Ad U opmupyem HadedcHylo 6aszy 0is
cocmaeienusi bonee MouHbIX NpocHo308. [lone3nocmes UHMEPBANbHOU OYeHKU O/l COCMABIeHUs
NpPOCHO308 YKA3aHa 8 cmamve. B cmamve pasvicheno kax gopmuposanue npocHo308 HA OCHOGe
006epUMENbHO20 UHMEPBALA GlUsem HA UCCIe008AHUSL PbIHKA, YAPAGIEHUs. PUCKAMU U
NIAHUPOBAHUS DI00JCEMa OP2aHU3AYUY. YKA3AHO, YMO UHMEPBAIbHbIU NPOSHO3 ABNAEMCA 0OHUM
U3 Memooos, KOMopbill NO380Jsien YCMPAHUms Npooiemy MOYeYyHO020 OYEHUBAHUS, NOCKOIbKY
codepocum 084 3HAYEHUs — 6EPXHIOI U HUMICHIOI NpOocHO3Hble epanuybl. OCHOGHble mansi,
KOMopble UCNOb3YVIOMCS Ol NOCMPOEHUSI NPOZHO3A C UHMEPBATIOM 008epusi, ONUCAHbL 8 CIAMbe.
Jokazano, umo uHmepeanvbHbili NPOSHO3 COCMABIAEM YEHHYIO UHQDOPMAYUOHHYIO OCHOBY OJis
pyKkosooumeneil npeonpusmus. IIpakmuyeckoe npumeHeHue 008EPUMENbHO20 UHMEPBALd OJis
COCMAgieHUsi IKOHOMUHLECKUX NPOSHO308 NOKA3AHO 8 CMAMbe.

Knwuesvie cnosa: unmepean 006epus, UHMEPSANbHLIL NPOSHO3, MOYEUHbI NPOSHO3,
IKOHOMUYECKOe NPOSCHOZUPOBAHUE, OWUOKA NPOSHO3A, MOYHOCHb NPOCHO3A.
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CONFIDENCE INTERVAL FOR ECONOMIC FORECASTING

Abstract. This article examines the role of confidence interval for making economic
forecasts. Taking into account that the most basic keys to good decision-making is accurate
forecasting of the future it can be said that the confidence interval conveys valuable information
regarding the uncertainty of point estimate and forms reliable base for making good forecast.
Utility of interval estimation to users of business forecasts is emphasized in the article. The paper
shows how the confidence interval affects business such as market research, risk management,
budget planning. Range forecast as a way to counteract the problem of point estimation is
explained in this article. These ranges consist of two points, representing the reasonable “best
case” and ‘“‘worst case” scenarios. Because no estimate can be 100 percent reliable, businesses
must be able to know how confident they should be in their estimates and whether or not to act on
them. The main steps used to construct the forecast with confidence interval are described in this
article. It was proved that probability, measured in a confidence interval, is another piece of data
that can help the end user make an informed decision. Also, the practical application of the
confidence interval for making business forecast is shown in the article.

Keywords: confidence interval; range forecast; point estimation; business; forecast error;
forecast accuracy.

Introduction. One of the most basic keys to rational decision-making is accurate forecasting
of the future. In order to bring about the best outcomes, a company must correctly anticipate the
most likely future states of the economic data. Yet despite its importance, companies routinely
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make basic forecasting mistakes by applying procedures that make accurate predictions harder to
achieve. The future, to state the obvious, is uncertain. We may want to know precisely what the
future will hold, but we realize that the best we can settle for is having some idea of the range of
possible outcomes and how likely these outcomes are. Yet most companies seem to ignore this fact
and ask employees to provide point predictions of what will happen — the exact price of a stock, the
precise level of growth of a country’s GDP next year, or the estimated return, to the dollar, on an
investment.

Recent research and publications analysis. The main task in business is to predict the
movement direction of business activity so as to provide valuable decision information for top
managers and investors. One way to counteract this problem of point estimation is to ask for range
forecasts, or confidence intervals. Thus, many scientists, researches [2], [3], [5] and business
practitioners have developed various types of forecasting methods. Of the various techniques, the
forecasting with confidence interval has been found to be an effective method for the economic data
prediction by business forecasters [5]. However, a problem of explaining such forecasting approach
that could provide both accuracy and informativeness is not being completely covered, which
determines the need for its deeper study.

The goal of this article is to explain the importance of confidence interval for economic
forecasting.

Key research findings. Business, like many other fields, can benefit from the use of
statistics in estimating or predicting future events. An important tool for business statistics is a
confidence interval, which helps a business evaluate the reliability of a particular estimate. Because
no estimate can be 100 percent reliable, businesses must be able to know how confident they should
be in their estimates and whether or not to act on them [10].

One effect of confidence intervals in businesses is in determining the reliability of market
research. Marketing is an important function for most firms, particularly when estimating their level
of future sales. A company will want to have an idea of how many products it will sell in a given
financial period, but cannot know the true number with certainty until after the end of the period.
By collecting data from customers, past sales numbers and other sources, a company can
statistically estimate the value of future sales. By using a confidence interval, the company can
determine the range its sales are likely to fall.

Because it is impossible to predict a future event with 100 percent accuracy, confidence
intervals are used by businesses to manage risk. For example, if a company is 95 percent confident
that sales in the next period will be between 5 million and 6 million units, there is still a 5 percent
chance that they will be above or below that number. By understanding how likely a given risk is to
occur, the business can manage the risks of a non-occurrence accordingly.

When a business forecasts a budget for a fiscal period, it will need to estimate both revenues
and costs. If a company is significantly off the mark on either estimation, it could get in financial
trouble. By using a range of possible values for revenues and costs and finding the confidence
interval of those values, a business can have the information it needs to make important financial
decisions while still being able to reasonably prepare for the possibility that its estimates may be
incorrect.

In statistics, a confidence interval gives the percentage probability that an estimated range of
possible values in fact includes the actual value being estimated. These ranges consist of two points,
representing the reasonable “best case” and “worst case” scenarios. Range forecasts are more useful
than point predictions [2].

Let’s take a look at forecasting with application the confidence interval. Confidence interval
is a particular kind of interval estimate of an economic parameter and is used to indicate the
reliability of an estimate. The confidence interval with a particular confidence level is intended to
give the assurance that, if the forecasting model is correct, then taken over all the data that might
have been obtained, the procedure for constructing the interval would deliver a confidence interval
that included the true value of the parameter with specified confidence level. More specifically, the
meaning of the term “confidence level” is that, if confidence intervals are constructed across many
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separate data analyses of repeated experiments, the proportion of such intervals that contain the true
forecast value of the parameter will approximately match the confidence level; this is guaranteed by
the reasoning underlying the construction of confidence intervals [5].

So, a confidence interval shows the range within which the true forecast value of socio-
economic parameter is likely to lie. The confidence interval is a range of values for a variable of
interest constructed so that this range has a specified probability of including the true forecast value
of the variable. The specified probability is called the confidence level, and the end points of the
confidence interval are called the confidence limits (bounds) [5].

One of the advantages of confidence intervals over traditional forecasting methods is the
additional information that they convey. The upper and lower bounds of the interval give us
information on how big or small the true forecast value might plausibly be, and the width of the
confidence interval also conveys some useful information [8].

The following steps are used to construct the forecast with confidence interval:

1-st step. Point forecast calculation is a process of defining the quantitative forecast value.
To find the point forecast we can use the simple regression model in the case of one independent
variable and one dependent variable or multiple regression in the case of several independent
variables and single dependent variable.

2-d step. Confidence level selection is a process of determining the probability that the
confidence interval will contain the true forecast value. A confidence level is statistical measure of
the number of times out of 100% that test results can be expected to be within a specified range.
The confidence level ranges from 0% to 100%. The higher confidence level, the forecast is
accurate. If confidence level is 95%, we are 95% sure that the forecast is accurate with the
probability of 95%.

3-d step. Making interval forecast is a process of defining the upper and lower bounds of the
confidence interval.

The upper bound of the confidence interval is calculated by adding the point forecast and the
permissible forecast error by the formula (1):

UB = PF +PFE’ (1)

where UB — is the upper bound of the confidence interval;

PF — is the point forecast made with application the regression model;

PFE - is the permissible forecast error.
The lower bound of the confidence interval is defined by subtracting the permissible forecast
error from the point forecast by the formula (2):

LB = PF - PFE, @)

where LB — is the lower bound of the confidence interval.
Permissible error is the amount of error that we can tolerate in the forecast. It is calculated
by multiplying the critical #-score by the standard forecast error (3):
PFE =C

t—score

-SFE, 3)

where PFE —is the permissible forecast error;

Ciseore ~ s the critical t-score;

Critical #-score allows to calculate various statistics within a specific sample and to test
various hypotheses about samples. It can be defined using Data Analysis or specific statistical
tables.

SFE — is the standard forecast error.
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Standard forecast error is a standard deviation of the interval estimate of a dependent
variable for a given value of an independent variable.

The standard forecast error SFM) s defined by the formula (4):

A_f 2
SFM =5, - 144420

n N2
Z(xi_x) , (4)

e

where - is the standard regression error is a measure of error in the regression model;

Yi _is the quantitative values of independent variable x;

A

X s the forecast of independent variable (x);

X - is the average value of independent variable x;

n — is the number of observations (periods).

Let’s take a look at application the confidence interval for making retail sales forecast. A
company must develop interval forecast for the next month. It has collected data on retail sales and
advertising costs for 10 months (table 1).

Table 1
Statistics on retail sales and advertising costs
Months Retail sales, Advertising costs,
thousand dollars thousand dollars
Mart 125 12,5
April 126 12,7
May 128 12,8
June 130 13,0
July 131 13,2
August 133 13,5
September 139 13,7
October 142 13,8
November 145 14,0
December 150 14,4

To find the retail sales forecast (point forecast) with regression model for January we can
use the simple regression model (5):

Y=b0+b1-X1t’ 5)

where Y — is the forecast of retail sales, thousand dollars;
X

b

I — is the forecast of advertising costs for the next period ¢, thousand dollars;

b ) )
0> I — are the regression coefficients.

To calculate the coefficients %> 21 is imperative to use computer software (Data Analysis)

to the prediction equation. Corresponding to the regression equation, software finds a forecast
equation by estimating the model parameters using sample data.

The regression output has three components: Regression statistics table, ANOVA table,
Regression coefficients table. Figure 1 contains the information that can be used for the simple
regression model building. Quantitative values of the coefficients are given on Regression
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coefficients table: by is opposite “Intercept” (by= — 46,6); b; is opposite “X Variable 17 (b;=

13,585).
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% Total 9 664,9
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Fig. 1. Forecast output
The simple regression model that estimates the retail sales for the next month (Y) looks like:
Y =—46,602 +13,585- X, ©)

The simple regression model (6) is a basis to make the retail sales forecast, but quantitative
value of the forecast using Data Analysis we can not find.

To check the simple regression model on the goodness of fit we can use the information on
Regression statistics table (Figure 1). Correlation coefficient (r=0,98) means approximately 98%
(0,98*100%) of the variation in the dependent variable (retail sales) can be explained by the simple
regression model (6).

Coefficient of determination (R*=0,961) means approximately 96,1% (0,961*100%) of the
variation in the dependent variable (retail sales) can be explained by the independent variable (the
advertising costs).

Adjusted coefficient of determination (adjusted R*=0,956) means approximately 95,6%
(0,956*100%) of the variation in the dependent variable (retail sales) caused by the independent
variable (the advertising costs).

To validate the simple regression model on the statistical significance we can use the
information on ANOVA table (Figure 1). In this case, the value of “Significance F” is lower than
0,05, the simple regression model (6) is acceptable and statistically significant to make the retail
sales forecast (6,073*107 <0,05).

To estimate each coefficient on the statistical significance we can use Regression
coefficients table (Figure 1). In this case, “P-value” for coefficient by is 0,006 (lower than 0,05), “P-
value” for coefficient b; is 6,07*107 <0,05 (lower than 0,05); the simple regression model (6) is
statistically significant and reliable to make the retail sales forecast.

167>



ISSN 2223-3822 © Socio-Economic Problems and the State, Vol. 11, No. 2, 2014

To find the point retail sales forecast for January we need to calculate the quantitative
forecast of advertising costs for January.
Trend equation that estimates the advertising costs is given below (7):

xi=a+b-t (7)
where X~ is the forecast of advertising costs;
a and b — are the linear coefficients;

t — is the time unit.
Trend equation is shown on Figure 2.
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Fig. 2. Trend equation

Forecast of advertising costs for January based on trend equation equals:

xu =12,24+0,203-11=14,473 41, ;1cand dollars.

Point retail sales forecast for January with application the simple regression model equals:
Y =-46,602 +13,585 -14,473 = 150,014 4 4 dollars.

To calculate the retail sales forecast for January with confidence interval we need to find the
standard forecast error by the formula (4):

1 (14,47 -1336)°
+—+
3,46

SFE=1,78-\/1 ~ 2,158

The permissible error by the formula (3) equals:

PFE =2,306-2,158~4,98

The upper bound of the confidence interval (the retail sales forecast plus permissible error)
by the formula (1):

UB = 150,014 + 4,98 = 154,99 thousand dollars.
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The lower bound of the confidence interval (the retail sales forecast minus permissible error)
by the formula (2):

LB =150,014-4,98 =145,03 4 . cand dollars.

Conclusion is that the retail sales forecast for January ranges from 145,03 to 154,99
thousand dollars with probability of 95%.

Conclusions. Based on the mentioned above it can be said that the confidence interval can
help the end user make an informed decision valuable information regarding the uncertainty of
point estimate and forms reliable base for making accurate forecast. It was proved that the range
forecast is a good tool to counteract the problem of point estimation. Thus, the range forecasts are
more useful than point predictions in providing the valuable decision information for managers and
business practitioners.
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