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representation of the economy and that the structure of the economy would remain relatively unchanged. In reality, forecast models are mis-
specified, the economy is subject to unanticipated shifts, and the failure to make accurate predictions is relatively common. In the last decade,
economists have developed new theories of economic forecasting and additional methods of forecast evaluation that make less stringent
assumptions. These theories and methods acknowledge that the economy is dynamic and prone to sudden shifts. They also recognize that
forecasting models, however good, are greatly simplified representations that will be incorrect in some respects. One advantage of these newer
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forecast errors. They also describe how econometric models for forecasting are constructed, how properties of forecasting methods can be
analyzed, and what the future of economic forecasting may bring.
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