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Examining the Beliefs of Professional Forecasters

This Economic Commentary studies how professional forecasters update their forecasts in
response to macroeconomic news. We find that the two most important news releases for how
professionals update their short-term forecasts are the unemployment rate and the three-
month Treasury bill rate. News about the unemployment rate is particularly important when
updating forecasts about real GDP growth or unemployment, whereas news about the short-
term Treasury bill rate tends to be more informative for revisions of inflation and three-month
Treasury bill rate forecasts.
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Introduction

Economic theory suggests that agents in the economy update their views about the economy as new
information, such as data releases about key macroeconomic variables, arrives. This continual
stream of economic indicators creates a dynamic environment wherein forecasters must determine
the relative importance of various pieces of news when updating previously held forecasts.
Understanding how professionals update their belief systems can reveal potential biases in their
forecasting processes, highlight which economic indicators are viewed as most informative by
professionals, and ultimately improve our understanding of how their expectations are formed. This
Economic Commentary explores the extent to which professional forecasters react to news about
specific macroeconomic variables and examines the patterns that emerge in forecasters’ revision
processes. We rely on data from the Survey of Professional Forecasters in the United States to
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construct news and forecast revisions about key macroeconomic variables: the inflation rate, the
unemployment rate, real GDP growth, and the three-month Treasury bill (TBill) rate. Our analysis
highlights two main findings.

First, professionals revise their forecasts most strongly in response to news about the current
unemployment rate and short-term TBill rate, whereas news about inflation or real GDP growth has
little to no effect on professionals’ forecast updates. Second, news about the unemployment rate is
especially informative for updating forecasts about real GDP growth or unemployment itself such that
an unanticipated increase in the unemployment rate is associated with a downward forecast revision
in the real GDP growth rate and an upward forecast revision in the unemployment rate. On the other
hand, news about the three-month TBill rate is particularly important for how professionals update
their inflation or TBIll rate forecasts. Specifically, an unanticipated increase in the TBill rate is
associated with an upward forecast revision of the inflation rate and short-term TBill rate. We use
professionals’ forecasts for the three-month TBill rate as a proxy of their federal funds rate forecast.
The positive association between news about the TBill rate and inflation forecast revisions would then
reflect the information effect, as documented in Nakamura and Steinsson (2018): changes in the TBill
rate contain pertinent information about other economic variables, with increases in the TBill rate
leading forecasters to believe that the outlook is stronger. Consistent with this view, we find that
professional forecasters revise their unemployment outlook downward following an unexpected rise
inthe TBIll rate.

Data

Our analysis focuses on data from the Survey of Professional Forecasters (SPF), a quarterly survey
that collects macroeconomic forecasts from a panel of professional economists in the United States,
making it one of the oldest continual surveys of macroeconomic expectations in the country. Each
guarter, professional economists submit projections for various time horizons for macroeconomic
variables, typically including forecasts for the past quarter; current quarter; the next one, two, three,
and four quarters ahead; and annual forecasts for the current year, next year, and several years into
the future. 1 The rich temporal structure allows us to examine how these professional forecasters’
expectations at different horizons respond to new information. We focus on data beginning in the third
quarter of 1981 through the third quarter of 2024. z

Each period, we compute the mean h-quarters ahead forecast about inflation, real GDP growth, the
unemployment rate, and the three-month TBill rate, where h € {1, 2, 3, 4}. While professional
forecasters in the SPF report forecasts about several measures of inflation, we compute their inflation
forecasts implied by their expectations of the GDP price deflator. 3 Moreover, we note that the three-
month TBiIll rate is highly correlated with the federal funds rate, set by the Federal Open Market
Committee. Since the SPF does not collect forecasts of the federal funds rate, we think of forecasts of
the three-month TBill rate as its proxy. The notation for the average h-quarter-ahead forecast about
variable x, formed in period t, is given by F;x;. . News about variable x in period t equals the
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difference between period t’s realization of x and professionals’ forecast of x, that is reported in the
middle of period t, that is, newsf =T, — Fi qx;. 4 Quarter-ahead forecast revisions at different
horizons are computed as the change in the average forecast for a variable at a specific time, that is,
Revision{ = F,x;.1 — F;_1x1. Finally, we construct the average forecast revision over the next
year as follows: Revision} = Zizl (Ft$t+h — Fy_qx4,1,) /4. Having constructed our news
series and forecast revisions at different horizons for each one of our four macroeconomic variables of
interest, we next turn to our empirical analysis and results.

Empirical Analysis and Results

We are interested in understanding how news about one variable affects forecasts of other variables.
To do so, we employ a two-step analysis. First, we compute raw correlations between quarter-ahead
forecast revisions about any variable y and news about any variable x:

Revision? = a+ B x newsy +¢&; (1)

where €. is the error term and a is a constant term. Our coefficient of interest 8 represents the change
in the current quarter-ahead forecast for variable y in response to current news about variable x. Table
1reports the OLS estimates of §.

Table 1: Relationship between Forecast Revisions and News

Revision

Real GDP growth Unemployment Inflation Three-month TBiIll

News
Real GDP growth 0 0.16 0.0 0.0
(0.03) (0.03) (0.02) (0.01)
-1.20%** 2.62%* -0.20* -0.54%**
Unemployment
(0.23) (0.10) (0.11) (0.09)
. 0.02 -0.14%%* 0.09*** 0.05%**
Inflation
(0.05) (0.05) (0.02) (0.02)
0.771%** -0.76%** 0.20%** 0.67***
Three-month TBill
(0.13) (0.11) (0.06) (0.02)

Note: The table reports the OLS estimates of 8 in equation (1).
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We find that professionals’ quarter-ahead forecasts are particularly sensitive to news about the
unemployment rate and the short-term TBiIll rate. When the unemployment rate is higher than
expected, forecasters revise downward their quarter-ahead expectations for real GDP growth,
inflation, and interest rates, but they revise upward their quarter-ahead expectations for the
unemployment rate. This result is consistent with professional forecasters’ having a demand-side
view of the economy, as documented in Candia, Coibion, and Gorodnichenko (2023). S Ifthe three-
month TBill rate is higher than expected, forecasters revise upward their expectations for real GDP
growth, inflation, and future interest rates, and revise downward their expectations for the
unemployment rate. 6 On the other hand, we find that news about inflation or real GDP growth has a
relatively small effect on professionals’ quarter-ahead forecast updates.

We then consider a richer setting: we regress the average forecast revisions of variable y on news
about any of the four variables, that is, real GDP growth, the unemployment rate, inflation, and three-
month TBiIll rate:

) GDP

— y
Cod _ y U y ™ y TB
Revision; = a + Bopp X newsy ™" + B, X news; + Bz X newsy + Brp X news; 7 + &

(2)
Our coefficients of interest BZ,DP, ?{] Y and B%B capture the associations between forecast
revisions of variable y and news about real GDP growth, unemployment rate, inflation, and the three-
month TBill rate, respectively; ais a constant term, and €; is an error term. Because news about
different variables is likely correlated with one another, we estimate equation (2) using the least
absolute shrinkage and selection operator (LASSO) technique. 7 This prevents the model from being
too sensitive to the data (overfitting), and it sets the weight of irrelevant news to 0.
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Figure 1: Response of Real GDP Growth and Unemployment Rate Forecast Revisions to News
Panel (a), revisions of real GDP growth
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Sources: Survey of Professional Forecasters, real-time data set for macroeconomists (Federal Reserve Bank of Philadelphia), and authors' calculations

Motes: The bars in each ploi visualize the effect of a 1 perceniage point unanticipated increase in the unemployment rate (blue), inflation (green), and short-term TEill rate
(yellow) on forecast revisions of inflation in panel (a) and on forecast revisions of the three-month TBill rate in panel (b). The eftect of news about the real GDP (RGDP)
growth on revisions of inflation or the TBill rate is estimated to be 0.

We summarize our findings in Figures 1 and 2. Each subplot reports the optimal 8 estimates resulting
from the LASSO technique applied to equation (2). Figure 1 reports the 8 estimates pertaining to
forecast revisions in real GDP growth and unemployment, whereas Figure 2 plots the estimates
related to forecast revisions in the inflation and three-month TBill rates. & The figures highlight two
key findings. First, news about the unemployment rate or the short-term TBill rate is the relatively
more important news in terms of professionals’ updating their forecasts, while news about inflation or
the real GDP growth has little to no effect on professionals’ forecast updates.
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Figure 2: Response of Inflation and TBill Rate Forecast Revisions to News

Panel (a), revisions of inflation
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Sources: Survey of Professional Forecasters, real-time data set for macroeconomists (Federal Reserve Bank of Philadelphia), and authors' calculations
Motes: The bars in each plot visualize the efiect of a 1 percentage point unanticipated increase in the unemployment rate (blue), inflation (green), and shori-term TBill rate

(yellow) on forecast revisions of inflation in panel (a) and on forecast revisions of the three-month TBill rate in panel (b). The eftect of news about the real GDP (RGDP)
growth on revisions of inflation or the TBill rate is estimated to be 0.

Second, news about the unemployment rate carries a particularly important weight when
professionals update their annual forecasts about real GDP growth or unemployment itself, whereas
news about the three-month TBill rate is important for how professionals update their inflation or TBiIll
rate forecasts. A 10-basis-point increase in the unemployment rate is associated with 4.6-basis-point
decrease in the forecast for year-ahead annual real GDP growth and with a 27-basis-point increase in
the average forecast for the unemployment rate in the next year. The latter effect is relatively big, and it
could reflect the fact that, historically, once unemployment has started to increase, the sustained rise
has been generally steep. On the other hand, news about the short-term TBill rate carries a relatively
higher importance for updates of inflation or TBill rate forecasts. Specifically, a 1 percentage point
unanticipated increase in the TBill rate is associated with a 14-basis-point increase in the forecast for
the year-ahead annual inflation rate and with a 73-basis-point increase in the average forecast for the
TBill rate during the next year. As we argued earlier, the effects of news about the short-term TBill rate
are likely a reflection of the information effect discussed in Nakamura and Steinsson (2018). Namely,
if professionals associate a positive surprise in the TBill rate with an unexpected increase in the
federal funds rate, they might interpret that to mean that policymakers anticipate a stronger economy
featuring stronger real GDP growth, a lower unemployment rate, or higher inflation. This interpretation
can prompt professionals to revise their own forecasts and report higher real GDP forecasts and lower
unemployment rate forecasts. Consistent with this view, Figure 1 shows that an unexpected rise in the
TBill rate is associated with a slight downward revision of the unemployment forecast but an upward
revision of the real GDP growth outlook. 9


https://www.clevelandfed.org/publications/economic-commentary/2026/ec-202624-examining-the-beliefs-of-professional-forecasters#cf-fn-9
https://www.clevelandfed.org/publications/economic-commentary/2026/ec-202624-examining-the-beliefs-of-professional-forecasters#cf-fn-9

Finally, our results indicate that inflation news has little effect on professionals' outlook for real activity,
and unemployment news has little bearing on their inflation outlook. This contrasts with some existing
findings in the literature that look at the correlation between inflation and real GDP growth forecasts
for consumers and firms in the United States. For instance, Kamdar (2019) finds that US consumers
associate higher future inflation with lower real GDP growth, whereas Candia et al. (2026) document a
negative correlation between firms’ inflation and real GDP growth outlooks in the United States. 10
Consistent with the results of this Economic Commentary, Candia et al. (2023) document a weak link
between inflation and the real GDP growth outlook of professional forecasters in the Livingston
survey.

Conclusion

Our analysis reveals patterns in how professional forecasters update their forecasts in response to
macroeconomic news. The evidence demonstrates that forecasters are particularly responsive to
surprises in unemployment and the three-month TBill rate, with these variables serving as powerful
signals that trigger substantial revisions across multiple forecast dimensions. When the rate of
unemployment is higher than expected, forecasters revise downward their outlook for real GDP
growth and upward their unemployment outlook. On the other hand, and what is likely a reflection of
the information effect, we find that unexpected increases in the three-month TBill rate lead
professionals to anticipate higher future inflation and TBill rates but lower future unemployment.
While the literature has documented a strong, negative link between firms’ or consumers’ outlooks for
inflation and real GDP growth, we find a weak relationship between professionals’ outlook for inflation
and real GDP growth.

This Economic Commentary sheds new light on modeling expectations formation processes that, as
economic theory shows, affect macroeconomic fluctuations and the transmission of monetary policy.
Professionals tend to compartmentalize their forecast updates by economic domain: they use news
about the real side of the economy to update forecasts about real variables, while they rely on news
about nominal variables to update forecasts about nominal variables.
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Endnotes

1.

Professional forecasters also submit “forecasts” for the past quarter, which we do not make use of
in this Economic Commentary. Returnto 1

We exclude the second, third, and fourth quarter of 2020 from our analysis because of big swings
in forecast errors in light of the COVID-19 pandemic. Return to 2

Our main results are qualitatively robust when we use the growth rate of the consumer price index
(CPI) instead of the GDP deflator as a measure of inflation. Return to 3

Each quarter, the SPF questionnaire is sent out at the end of the first month, the responses are
due during the second or third week of the middle month, and the data is published during the
second half of the second month. For instance, at the time of reporting, professionals could have
observed the unemployment rate of only the first month of the quarter and the daily TBill rates up
to the date of reporting. We refer the reader to the SPF documentation £ for more details. Finally,
we note that for the realized value of the variables, we use the real-time data set for
macroeconomists from the Federal Reserve Bank of Philadelphia. Return to 4

Other papers have measured the relationships between different forecasts of macroeconomic
variables, with a particular focus on consumers or firms. See, for instance, Andre et al. (2022),
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Hajdini et al. (2023), Candia et al. (2026), Gautier et al. (2026), among many others. Returnto 5

6. As we explain later in detail, this finding is consistent with the information effect documented in
Nakamura and Steinsson (2018). Return to 6

7. LASSO is aregression analysis method that performs variable selection and regularization to
enhance the prediction accuracy and interpretability of our statistical model in equation (2). Return
to7

8. Specifically, we compute the prediction accuracy implied by the LASSO regression for different
values of the regularization parameter A and pick the value of A that maximizes the prediction
accuracy. Returnto 8

9. Using forecast data from Blue Chip Economic Indicators, Janson and Jia (2020) similarly find that
short-term output growth forecasts increase in response to an unanticipated increase in the
federal funds rate. Return to 9

10. On the other hand, Pfajfar and Winkler (2025) find that US households believe that a 1 percentage
point reduction in inflation must be accompanied by less than a 0.6 percentage point rise in the
unemployment rate. Return to 10
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