Dear Mr Cuthbert
 

Thank you very much for sending me your paper, which I enjoyed very much. Your suggestions on how we characterise the central forecast, on presenting long-term time series, and on the content of the macro model are all very interesting and I will discuss them with colleagues a head of future forecasts. (By the way, we will be publishing proper documentation for the current macro model on October 8.)
 

Some observations on your broader points, in no particular order: 
 

1. We have to emphasise a central forecast in part because, like it or not, the primary task we have been given is to judge whether the government has a better than 50% chance of hitting its targets, which implies comparing those targets to a median forecast. 
 

2. Given the detailed forecasts we require for the income and expenditure measures of GDP - to drive the various tax and welfare forecasts - I don't think we have much scope to replace the current process for coming up with the central forecast with a less time/labour intensive one that would free up significant resources for use elsewhere.
 

2. In terms of the resources we devote to macro analysis in general, it is important to remember that we are a small organisation and that we only undertake macro analysis in order to drive the fiscal analysis and not to provide broader advice on macroeconomic policy and how it should limit or respond to potential risks. The Treasury and the Bank will be doing a lot of that and with only 18 staff we have to focus our resources where we can add value rather than on activity that other forecasters - inside or outside government - could do just as well or better. (Major systemic risks would of course have big fiscal implications, but if they unfold the fiscal implications may also not be the biggest problems.)
 

4. The fact that on-one should expect us to be better macro forecasters than anyone else - and that we are not ourselves policymakers - means I would not worry too much about the potential feedback effects you mention. You suggest that our forecasts are an important influence on the market's view of the future - while that may be true of the fiscal forecasts, I doubt it is true of the macro forecasts.
 

5. The scenario analysis we publish is limited to one or two examples alongside each forecast, although the scenarios change from forecast to forecast depending on which judgements are currently the subject of debate. In practice, our schedule ahead of Budgets and Autumn Statements leaves us with very limited time to undertake these, and the sensitivity analyses, after the Chancellor's policy decisions have been finalised, allowing us to complete the central forecast.
 

6. You are of course right that the output gap cannot be observed. But we do have to make a transparent assessment/forecast of this in order to forecast the cyclically adjusted balance that the Government has decided to target. More generally, it is hard to produce a five year forecast for growth without some view of the path of potential. And I worry that when forecasters don't do this explicitly, they are still doing it implicitly - and less transparently.
 

7. Regarding the fan charts, we are always clear to say that they show the probabilities of particular outcomes IF future forecasts are as accurate as past ones. We never make the claim that they are likely to be.
 

8. I am sure that we could do more to highlight and discuss particular risks, and that would be a good thing, but there is a limit to how concrete we could be about the consequences of some of them and therefore how useful it would be for us to spend a lot of time explaining exactly how they might unfold. 
 

Thanks again for sending the paper.
 

Best regards, Robert
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