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Ihc forecastiiiji pc'rlormuncc ol livestock iuiures prices is a subjccl
ol consitlerablc Intercsl. A numher ol stiKlics c{)mj;)are the accurac)
111 livcslDck Inturcs prices and timc-scrics inotlcls arul/or ccononiflrii'
models in lorecasling spot lixcslock prici's |c.g., I,cut hold and I larlniann
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( l ' ) / 9 ) : koppenhaver, (198^) ; Shonkwiler (!^*S6); I .eulhold, ( iarcia,

. \d, in i . and Park ( i 9S* ' i j . Many studies f ind that !i\est{jck fulures

prices (live hogs antl l i \e cattle) j ier toni ! poorK relative to I'x post

model lorecasls, and hence, pricino el l ieiency is rejected. Public po!ic\

concerns have been raised re^ardin^ lhe supposed!) poor lorecasting

perlorniance In these marki'ts [e.g.. l l eh iu i l h (1981) .

(l ixeri the el! ieienc\ irnplicatioris o! previous lorecast comparison

studies, a relevant issue is whether alternative toniparisons yield similar

results. One atternati\-e is lo eoni|>are the acciirac\' oi livest(»ek tutures

prices <ind expert predictions, lh i s appriuich is appealing, in that

ex ante lutnres prites are compared io c\ ante torecasts. rather tfiafi

ex [>ost ioreeasfs."" Note that espert predictions are based on the jndge-

meni ol an analyst or s^roup ol anaKsts, Such predictions mav be hasctl

entireK on expertise in a niarket, or thev ma\ ine()rj)orate in iormat ion

from a \ar iet \ oi sourtt 's. iTieludirig tirne-series antl econometric niotlels

Rrandl and Bessler i M'8 ŝ .

Severai stntlles compare the forecasting periormanec ol livestock

Intures prices and ex ante expert predictions |e,g.. Marcjnartlt (I')"*-*);

.\loe (i^)SSl; Aldinger { i ' i 8 6 i ; I r u i n and (.erlovv l l ' * 89 } ; P,ess!er and

Brantit n 9 9 2 ) | . Predictions in ihese studies are generated by experts

employed in the public and private sectors. Interestingly, researebers

generailv HTICI tbat the iorecasting perlorrnance ol livestock tuUircs

prices is equivalent to the performance ot expert [)redictions, and hersee,

prieing effieienev is noi reiet ted. I his is markediv i l i l i iTcnt tban the

outcome o! studies based on ex post mode! loreeasts.

Whi le several studies comj»are tbe aceuraev ol torecasiing livestock

prices throLigh the nse ol iutures versus the predictions of e\|)erts, ibere

are a nuniber ol reasons to eonsider lur ther researeb. I irst, several of

ibe expert studies are fiasetl on sniall samples. Monte C ar!o analvsis

intliiNites tbat accnracv comparisons inay be bighlv s()urious in small

sam|)les | \ \ i l l i ams \ ! ' ) 9 ^ ) i . In adt l i t io i i , smal! sampie problems mav be

exacerbated by idiosvncratic C'vt-nts. especially those occurr ing dur ing

ibc nsid-1 "^'"Os. Secoiid. several oi the ex|)erl sttitlies do not contku t

Iornuil statistiea I tc^ts of the signil icance ol tl i lterenees in loreeast

aceurac\\ I bird, some studies make basis adjustments to futures prices.

'Si-MT.i l < iu(hnc ptnui nul U L I ! n k i U ' i - l o i i ' i . l^ i l l !^ : , i i iL ! r .n . \ ss ,i ( i rv( 'ss, i r \ , liiH mi l -u ih i -Jcn l ,

.•oiKi i l tui i !'(!( ;>!!( int; *TSii H'!K V ' r 1̂ . ( . . i l l ta, t <'uilii>l<i, I orU-riii!TV. <inii Sar.iSMiro I l ' 'S,Si, i I ' l i i h i i ld .

( . i iT i i i i , \ ( ] ,nn. (inii l^trk i i '^S'i^i

- [ hi.' I'X ,Hi(c ci.is'.JiJCMlion ot <\i>iTf l o r e .isis tloi.", .issLiiiM' k n n w l c d ^ f oJ l i i r i L i l t n j i i i l l u r t ' t a^K ,

II l l i r ri'li'^iM- i l .Hi ' 1)! f \ j ' t T l f i ^ m ,(sls sv unkiio'.MK l i u n l i te I'^perl lorct .i^ls i . i i i i int hi- in. iU hi't j In



Futures vs Experts 863

while other do not. lhe sensjti\it\ ol rcsuhs to hnsis iissurnplioiis has
not bet-R iriM'stigatcd.

Ihis study coni|>ares tlu- toretastin^ atcuracy oi live hn^ and ii\t'
callle IuUires prices to L.S, Department of Agrieuiture (USDA) expert
predietions, I he L SI)/\ tlevotes considerable resoiirees lo preparing the
jjtedietions.^ * 1 lenee, the predidions should provide a uselul bench-
mark for assessing the forecasting perioriiianee o! lutures markets. Ihe
L'SDA hog and cattle priee Iorecasts are quantitative and subject to little.
il any, interpretalion; and, the foreeasls are issued al regular iriler\als,
which facilitates com[>arison wilii luiures prices.

The sani]>!e ]>erio(i is llie l i -xcar [>eri(K! hcginning in the first
(luarter ot I'̂ )S() antl ending with lhe iourth c|tiarter o! 1991. lhis
provides a sullieient ruiniber ol ol)ser\alions to conduet \alid statistical
tests jVViliianis (I99.^)|, hut axoids the idi(isyneratic period ol the mid-
1 97()s. /\ test developed hy Ashlex, Cranger. and Schmalensee ( I 9S()j is
used lo assess the signilicance ol dif lerenees in Iorecasting perhjrniance.
Both basis adjusted and unadjusted luiures prices arc eonsJilered in tlie
analvsis.

DAIA

USDA cjuar te rk pr iec Iorecas ts lor hogs and ca t t le are oh ta ined from

various issues ol the Livestock urid Meat Sitiuition Report. Data are
collected over the U- \ea r period |48():i I 9 9 ! ; l \ \ It should he noted
ihat tiic USDA did n((l report Iorecasts lor all 48 tjuarters of the sani[)le
period. Three OEie-C|uarler ahead forecasts lor hoth hogs and cattle are
unavailable, lour leen and thirteen tuo-quartcr ahead torecasls lor hogs
and cattle, respectively, are IKM available,

,MI LS1),\ forecasts are refxirletl on a calendar cpiartcr basis (e.g.,
Iirst cjLiarter: January, [ehruar \ , March), lhe price lorecasl.s are tjuar-
terly average prices lor Barrov\s tk (lilts (T-market weighted price) and
900 i IOO Ih. C'hoiee Steers (Omaha). Point estimates are geiicraletl as
the mean of the rcjiortcd loreeast range.'' Ihe actual quarterK average

^ i i i i * i ' * ( l . > . i U j , i i ! < H i a i u i o u l l c i o k a i n \ j l i c v i n i h r ! c c i n n m j i K t - s f . i r t l i S i ' n i i i - n i ' i h r L S D A h . i i i .1

l i H i t ^ r l . i M o i M l i o n i ' s l H n , i I i ' i l t i i i h t ' r . i n m ' n t S M ! I 1 m i l I i n n | ( ) ' B r ! , i n ! I ^ ' M I H

" ' S u r l s a n d ( . . f j i ' v i s k t i | ' > ' M J 5 u l i ' f r H i i - U i l h n v H i ^ ; j u s l L i i i ^ a i d d l o r L S I ) - \ s i i i i a l i o n d \ a \ u i i l l o d k

| i r i * s ; r , i [ i i s . i . i ) i h t ' L ' S D A i s I L H K J I U ' K s i l u . i t > * i l U i g a l l K ' r i n l o n i i a i i u n n n i l ' i i i i f M i f J i u i u i U T r i i i l i d r i L i l

c o n u i i i j t l i l v n i a r k f i s d u v i n t i s b t r ^ t - i i i ' i v v u r k n ! a g r j t n i l t i r a i e \ | i t ' r l s m t h e L , S . i n t l i h r a i i ^ l i o L i l i h i '

m i r l t h ' 1 ) ' il . i l l l i > r i ' i ; ' ; i s ! i n t ; i s I c l l i o p r i v . i t i - l i r n i s , i h r n s m a l l t i i , i r k i ' l j i l i u c r s n i j \ m i l h a v v j t i c s s I n

I n n t ' a s l s ; k } L S l ) \ l i i r c i . i s i s . i r t ' u s r i l d s ii i ) t - n c ! i m . i r k !>v n m s l p t i v a l c l o n n a s i e r s , , m i ! i i l 1 L S D A

l o i r t a s i s a r c u s t ' d l o r p l a n n u i g l> \ g i n r n i i n i ' n i . i \ u ] p r i v a l t ' t k ' t i s i o i ! i i i i i k t ' f s

" • M i l s ( . a L u h i t J n n i s h a s t ' i l o n i h f a s s i i f i i p i i n n l l i a i l o r c f . i s i j i r j r t ' s ss i t i i i i i i h c l u r c i a s l r , i i i ^ ; < ' t n l l o u

a s \ i i i n u M f i f t i i s i r i h i i l i n n
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c.isli prit'fs corrt'sp(»[uliii^ lu \\w L SDA Jorccasis also arc- ohtaincd h'oni

thf.' i,!ies!aek tind Weai Sitnaiinu Uepori,

Oil ilu- sanif c!a\ Uial ihc L SI) \ report is issiK-cl. the dosing

futures price Inr tin.' appropriate eontract is lound- Ihese prices are

ohiallied ironi variims issues ol lhe (liieti'^t/ Wereaniile \.xehuw^e

Stiili.siitiil .Kiuniid a n d Uie WnU Sirect jniiruul. L s i n ^ ( h e s n i n e

p r o e e d u r e a s l l e s s l e r a n d B r a i u i t ! l ' - J 9 2 i , t h e h \ e h o g •.UMI \ \ \ V CL i t l l e

I ' l l t u r e s prif. c " I c r e t a s t " l o r i h c l i i ' s l < : | u a r U ' r b t h e p r i e c o ! i h c

r e s p e c t i v e l t ' h r u a r \ c o n l r . t c t : h i r I l i e s e e o n t ! ( | n i i r t e r i h e a v e r a g e

n l p r i c e s o l t h e r c s p c c n \ e A p r i l a n t i J u n ( , ' c o r U r a c t s ; i o r t h e t h i r d

t j u . i r i c r t h e p r i c e o i i h c r e s p e c t i \ e V i i ^ n s l e o n l r a c t ; a n d l o r t h e

i o i i r l h t i u a r t e r l h e a \ e r a g e o l l h ( ^ p r i c e s o t t h e r e s p c e l i v c ( ) i . i o h e r a m . ]

D e t e m b e r e o n t r a i t s ,

,\ b a s i s e s l i n i a t e i^ g e n c r a l e d l o r e a t h l u l u r t ' s p r i e c . I n i h c C i i s c o j

e a l t i c , t b e d a i K d i l l e r c r u c h c l w c e n t h e p r k x ' o l l h e i K e c a t t l e i u i u r e s

c o n l r a c t n e a r e s t t o n i a l u r i t \ U i c a r b ) c o n t r a c i i a n d t l u - O n i a b a p r i c e of

c a t t i c is c a i c u i a t c t i Un t i i c p e r i o d l ' ) " 7 : l l 9 ' - ) ( ) : f \ \ I h c n , l h e ( i a i K l i a s i s

( i u t n r e s e a s i i ) i s a x e r a g c d i o r e a e h ( j u a r t c r . i o i l o w i n g l i i c j i r o c e d u r e i n

i e u t i i o l d . ( . a r c i i l , X c i a i i i . a n s f I ' a r k i i ' ' S 9 j , .i t h r e e - s e a r h i s t o r i c a l [ n o \ i n g

a v e r a g e ^ o i i h e q u a r t c i - K n e a r h \ e , t i t l e l ) ; ) s i s i s s u b i r a e l e d I r o i i i ( h e l i \ e

c-aUlc- i u i u r e s p r i e e s . I n r c x a i n p i c , il l h e l o r e c a s t c | U i i r E c r i s I ' - ' S O : ! , t h e n

t h e b a s i s a t i j u s t n u - n t i s t a l e t d a l e d a s t l i e a v e r a g e o l i i i c n c a r h \ i ) a s i s i n

l ' ) 7 - : l , 1 9 - S : ! , a n d h ' " ' ) : ! ,

I h e s ; n i i e p r o e e d u r e i s l o H o w t H l l o r m a k i n g t l i e h a s i s a c i j i i s t n t e n t Eo

l i \ e h o g I ' u l i i r c s p r u ' e s . u i l h o n e e x c e p t i o n . S i n c e t b e 7 - i n a r k e l . n e n i g e

h o g p r i e e i s o n K a \ a i l a h l e w e e k h . t h e h a s i s i n t h e i i r s t s t c j ) is c a l c u l a t e d

a s l h e d i f l e r e n c - e h e t \ s e e n t h e w e e k l y a v e r a g e <)! i h e li\<.' h o g f u l u r e s

e o n t r a t t n e a r e s t t o n i a 1 i i r i t \ .ind i l i e \ \ e e k l \ T - n i ^ i r k e t h o g p r i c e , I l i e n .

w c e k K i->asis i s a v e r a g i - d l o r e . t e h c | L K i r t e r .

O n a v e r a g e , i h c a h o v c p r o c e d u r e s g e n e r a t e r e l a t i \ e i \ s n i a l l b a s i s

l e v e l s ; S O . - ^ O p e r c w t . l o r l i v e c a i t i c i u t n r e s p r i e e s a n c i S 0 - ~ ( ) p e r c w t .

f o r i i v c l i o g i u i u r e s p r i c e s , l l o w c v c r , t b e r a n g e o l l ) a s i s e s t i m a t e s i s

s u l ) s l i U i t i a i ; S S . I I l o S ' 2.'>.-> p e r e v \ t , l o r i i v e e a t t l e i t i t t f i ' c s p r i c e s a n d

•̂  S , 2 0 i n S - 4 - 9 6 p e i c v \ l , l o r b v c h o g l u t n r e s p r i e e s .

tA AIL VI ION Ol IOKIX ASI At ( UHAC \

Descriptive Viiiilysis

(.raphs ol' lhe lutnres and L'SDA forecast errors iire presented in

I iuiircs i 4. lo eoiiscr\c spac(\ onK hasis-adjusted lutinx's errors arc
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prcsenled, lhe errors associated ui th tttlures and LSDA iorecasts

are conipiited hv sifhtrattitig the loreciisl price (rotii the

actual prici'.

llie graphs suggest sevvfiil interesting obscrvalions.'' \ irst. the

p.iucrn oi forfcast errors in each j^raph appears to be ijuite simi-

lar lor both series. This is borne onl by the eross-correlations

ol basis-adjusled lutures and LJSD.A Forecast errors, which range

from 0.69 to 0.72. Ibis is clear evideiKC that futures and LSDA

foteeasts are not independent, an important point lor assessing

lhe signiiieanee of dilTercnccs in lorecasling aceuraey. Seeonci,

tbe time-series l)eba\i(tr of the various series seems to indicate

autoregressive components are present, wberebx positive errors tend

lo be Followed l>\ positive errors and \iee \ersa. l louever, statistieal

tests tor autocorrelation confirm significant aiitttregrcssive l)ehavior

lor only one of the eigbt grai)hed lorecast error series, LSDA

()iie-(iuarter abead cattle price loreeast errors bave a signilicant

autoregressive component, evident in a first-order autocorrelation

coefficient of +0.S I,

Descri]nive accuracy statistics lor ail lorecast series are presented

in lai>le 1. Mean error measuns tiie i>ias in a iorecast series, in general,

tiie ahsolute level of bias is not large, altbough. it is generailv smaller

lor b<igs as comparecl Xo cattle. The largest bias is associated with LSDA

one-(|i!arter ahead forecasts oi" cattle prices, vvhieb, in absolute terms.

is over ^'r oF tbe average cuttle price for tbe sample period.

One measure ol absolute error (mean absokite error) antl two

measures oF squared errors (root mean squared error antl root mean

s(]uared percent errorl also are presentee! in labie I. l o r one- and two-

quarter aiiead iiog prices, these aecuracy measures generally are bighest

For Futures (basis-adjusted antl unatijusted). The largest difference in

accuracy between futures and LSDA iorecasts occurs at the one-

tjuarter abead bori/on. Mixed results are indieated lor eattle. l o r

one-quarter abeati cattle priees. abst)lute and squared Forecast errors

are higbest for tbe USDA. for two-quarter abead cattle prices, absolute

and st|uared forecast errors are bigbest fur basis-atljusted lutures, next

bigbesl ior the USDA, and lowest For unadjustetl lutures. As witb bogs,

tbe largest dilTerence In accuracy lor cattic occurs at the one-t|uarter

abead bori/on.

" I h r ^ l a i t s l i r a i I t ' s t s , i r i - l i , i s i . - i l n | > u i i I j i i n i ; l i n \ y - s t . i l i M i i s . I v u ' U c a u l o t o n c h i l i i H i s , i r . ' i i s i ' i l i f i

i . i l i u i a l i i i ) ! c K - h O • - I d t i s l i v .
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TABLE I
Dcsrrijni\(' .\f.ciir,n\ Statistics For Ijvesiock 1 ulurc

and LSDA ivKpvri I orfca,sts, I'-'SO:) h ) 9 l : I \ '

Mi \V\!.
i S ' ' ( nl. I

HMSPI

f-fogs
One quarler aheati

Basis-adjusled futures
Unadjusted fuiiires
USDA

Two-quarlers ahead
Basis-aojusted futures
Unadjusted fuUires
USDA

Cattle
Or!e quarter ohea(!

Basis adjusted futures
Unadjusted futures
USDA

Two quarters ahea<i
Basis^arljusted iiHures
Unadjusied futures
USDA

^^lo!e ME IS n-!î ,-in CT'OI MAL

0 40
0 36
0 47

1 34
0 29
0 64

0 12
0 11
2 13

1 77
1 4i
1 65

b 18
4 30
4.35

5 55
5 25
5 52

4 22
3 69
4 27

4 54
4 31
4 52

HMSE is '001 -vftf.

6 b 7
5 78
5 46

7 26
6 80
6 60

5 01
4 45
5 28

b 6 /
5 38
5 43

in Kiiuarod e^of

13 47
^2 1 1
I t 09

14 39
14 26
13 64

7 97
7 1 !
8 63

8 43
8 02
8 39

. rmi! H M S P F •;; rf^nt i

45
45
45

33
33
33

45
45
45

34

34
34

It i s a l s o i n l i T c s i i n j i i o c o m p . t r t ' f h e l o r s ' c a s t a f c u r a c \ s t a l i s t i c s

across the two lul i i rcs srrk-s . ID v\vr\ case , t he stat is t ic for basis-

adjiistccl iu tu ros is larger t han ihe slat is t ic lor niiacljusted ruturrs ." ' This

su^j4ests !he basis ad jus tmen t only adds noise to ihe (inderlyinf^ lutur i ' s

pr iee . and nun bias aecuraev c o m p a r i s o n s against fu tures .

Vs a linal poini . ,iii ol the ahso iu le ^\m\ st juared er ror s ta t is t ics

are h igher lor hog pr ice iorecas ts t han lor t he eor respo iu l ing ea t t ie

priec (oreeasts . l h i s Iciulenex is par t ieular lv evident in t he root m e a n

st]Uiired pe rcen tage errors , which , on average , are over one-a iu l -a -ha l f

l inu's larger lor hog price lo reeas t s . H e n c e , hog pr ices a rc more cliiTieult

to toreeasl in ihis sample . Ih i s con t r a s t s u i t h Bessler and Ikand t ' s

(I'-)^^) finciing ihat ca t t le priees are more dilTieult to lorecast i han

hdg [-jfiees.'*

' M < - . ( n r u n e ( o i i t | ! . ( r i s o n s , i r i b . s v . d i > n . i l i s n i i i i c i j i l u i " -

l ! i ' - - v l . - ] a r u i B r ^ i r u i l ^ ^ l ; ; ^ r s l t h a i i t i i k T r n i c s i s i i n i u r n t . t l i o n , i \ , i i l < i h i l i l \ [ i i , i \ ( A p l . l l n d u ' i r l f • ^ u I r ^ ,

a - . l l u - l i n i : , i n . ! . . l U i . ' p i u ' r ^ u ^ r ^ • . l ^ ! s s n i l i c n v u i i j i k - a i c r . ' k ' a s r d « I M i l s f i f r c u l i l . i l c s 1 1 i s l u n h k r i v

d i a l ( i i t h ' f i ' n n - , t n i i i i u n n i i l i u n , n . u i . i l > i l i t \ ( • \ j i ! a i i i l l i r i i i K l i n ^ i n r l u - . s i t i d v . . i ^ r t i r - h o ^ . i r u l i a u K '

! n r i - t a v [ s ,!!,• r c l . M s f d m i i U v \ , u n r t i n e s S n u c d i f ' f i ' i c n i s . E i n j i k - p i T i i n i s i j r c * o j i s k l i ' r . ' i ! i n i h f t \ M )

s m d i i - s . l l w r f ! a i ! v i ' d i S l K u h s u i l u u - i , i s l i i ! i ^ I t u s ; . H U I r a t l i e p n o " . i i i . i \ b e s . i n i j i h ' s p c i i t ' i i
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Statistical lests

A tesl dfvfloped by Ashley, (.ranker, ;ind Sthm.ilenst-t' (I'-'SO) is used lo
;issfss the si^nificantc ol ciilTerfnces in lorccaslirig jH'rlormancc. I his
(csl accotinls lor the cross-correlation found belueen liiUircs and L SDA
foreeast errors. Ihf Ashle\. (Granger, ami Schnialeiiset- (A(.S) tesE is
based on a deeoiiijjosition of the tlitfereiice belween the mean sc:|uarc(l
error (MSIO lor futures and L S l ) \ forecasts. I or a ^iven eomrriodity
and I'orecasl hori/on. the decomposition is,

MSl",(f|) - MSlUci) - [\'ar(t/i) - VaricOj I [ij - e^] (1)

where e\ is the vector of .\ loreeasl errors for t'uUires, e\ -̂"

[i 'ii,i 'j2 t ' i \ l - t'2 is the veelor of \ forecast errors lor the L'SDA,

{'_) -- \(.'i\.ci2 ('i\ li Var(ri) is the variance oi" loreeast errors ior

lutures. Var(('2) is the variance ol forecast errors lor tlie LSDA. e\ is

the mean iorecas! error for tulnres, anti cj is the mean lorecast error

ior the LSDA.

\ e \ t . A and !£ are defined as tiie (iilierence iind the stun ol errors,

respeeti\e!\,

A [ . , - . , ] ( 2 )

anil

In e(|. ( 1), tbe dilTerenee ol tbe two error \iirianees ears be rearranj^ed as

ibe covarianee ol the dilTerenee ol errors antl the sum ol errors. I luis.

eq. {\) ean be rewritten as,

MSE(f'i! - MSl'C'j) •-•• [(<n{A,:i)J ^ \e\ - e^] (4)

ubere C()v(A,^) represents tbe eovariante helween the dillerenee ol

errors and the sum of errors, lhe nui! Inpotbesis o! no tlillerenee in

perlormanee belv\een futures and LSDA loreeasts is C'ov(A, 1) ^ 0 and

{('1 f'il ^̂  0. The akerniUive bvpotbesis oi an impro\emen[ ol LSDA

' " A s i n i i R : i i f i l i i i l h < ' [ i r r v j d u s M - t l i n n , t h i T t - . i f f s i ' v f r a l i l i n u ' i i ' - i o i i s u l l o r c r . t s l i n ' r f n r j n . u i i f . l l i c

\ ( . S l i " . i i i ' . M ' s s f s i h r s i j ^ n i i i f i i i K T - i l " d i l T c r f E U f s i n n n c i r i i p d r l ^ i i i l ( i i i n c n s i n n , m e a n s i j u . i r i ' d t T n i r .

n < ' i f n t r r s c a n i i s i i j i m ' s l ' - i h a l L i n u l l u r i i n p u c l . n i l d i i n f i i s i n n i s ! t i i i c r ; i s l | > c ( i i i r i n , * n i r i s i l i r f c h u n . i i

. i i . ' i i i r n t \ 11 e i i c l i , i ] n ! l a i i i i r r i l ' i ' l i i , . ! i - M s <>{" l i i r t ' c l i u i i a ! , K - r u r i i i - \ . i r f \ M \ I o r i s t i i e r c d i n i i i i s

S U J I K h i T . i u s c I ' S D A r i ) r t ' i . j s l s u s t i i i l l v . i r v r c l i M s t d s i \ U i r i J m - u c i ' L - . h i ' i o r e i h r . ' l u i o ) .1 i j t i n r k T ,

I ' h e r i l n r r , l l i c i L i s h p r i i r l o r i h f c i i r r e r U ( j i i ; t n r r i s I I D I l i i l i s k r i i i M , n a ( ( I K - l i i n i - L S l ) . \ f i i m . i s i s

a r t - [ i l i M s c i i . D i m t i o i u l , i n \ I T . K \ I v s i s . i r e b a s e d 0 1 1 y \ \ v i i r i d i c U i i i l i r c ^ i K m n l [ i r i c c i h i i n g i ' . w h i t h

c j n n u l h i ' s | i c i - r t ' k ' i l n i l l i M i i i k n o u l i M l s ; c o l ' i l i c i | u ; i r U ' i K 1 a v i i p r i r i ' a l i h f l i i i i r i h r I u r c c a s I i s
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iorecasis o\er liilures is liiat bolb quantilies are non-negative and at
least one is posili\e.

(he hypi)thesis tests can be performed basett fin the l
rej^ression,

AJ a t / ^ [ i , - i:) -r ;j, (

wber<^ i . is (he mean of i , and /j., is a uhite noise disturbanee lerm.
lhe OI.S eoelTielen! estimates are.

a -
C o x l l , A

The null bvpotbesis is a • [i ^ i). The alternalive bypolbesis is ibal
a :.- i). (i •- 0 d\M\ iw least one coelfieient is positi\e. Uejeetion of tbe
null b\potbesis implies fb.ii LSDA loreeast pertornuinee is superior to
(litures loreeasl perlormanee.

I he speeilic applieation ol bypotbesis tests is as follows, ii'eilber a
or /•; is siuniTieantK' ne^a(i\e. tben the null inpotbesis is not rejected, if
one ol the eoellicienls is nej^ative but not signiricanl, a one-tailetl / test
on the otber eoelTieient is used. If lioth a and /̂  are positive. .\n i-test
ol the null hypothesis is employed. Iiowever. tbe / t es t is lour t.iiled ir!
order to lake inlo aeeount tbe sign of tlie eoelTteients.

ACS test resuils are sbown in labie I I . (or hogs, tbe a eo-
eiiieieri! is insignilieant in all lour regressions, which indicates no
signiiieant ditlerenee in bias belween li\e bog futures and LSDA
Iorecasts ol sp<it hog priees. OnK one of tbe lonr fi eoelTicients
is signilicinl lor ibe lu)g regressions. A signilieanlly positive /i is
indicated lor the regressioTi of one-tjuarter abead. basis-adjusted bog
Kitures and LSDA bog loreeasts. In ibis ease, ibe varianee of basis-
adjtisted lulures errors is signilieantK higher than tbe varianee of L SDA
lorecast errors. The importance of this finding is rninimi/ed b\ the fact
that the /-statistic lor the same regression is Insignilieantly diflerent
Irom zero, which implies no signilieant diliereiue in the MSl-s. Note
ibat /-stalisties are insignificanl lor lhe otber ibree bog regressions.
Hence, tiu- ntili inpothesis of no dilTerence in lutnres and LSDA
pertonnance in forecasting bog priees is not rejected lor tbree of

ir di,!l a ttfc<'ssar\ ruriiiiui.n lor fsinn.iling rc^rcsMun ' ̂  : (s ih.u lh.> im-.m o

fd hi- povHivr, nih,>rujsi', .ili for.-iavi .-rnir MTK-S -mwA lie n!uh!|>lii'il bv ^ i J be
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A ( . S les t

TABLE II

is for Livestoik lulures and LSDA I o r e c a s t s . I ')S().I

('rininindii),''( 'iunpiin-.o>i/U<

Hogs
Basis adjusted futures
vs USDA predictions

One quarter ahead

Two quarters ahead

Unadjusted tulures vs
USDA predicSions

One-quarter ahead

Two-quarlers ahead

Cattle
Basis-adjusted tutures
vs USDA predictions

One-quarter ahead

Two-quartefs ahead

Unad|usled fuiures vs
USDA predictions

One quarter ahead

Two-quarlers ahead

0 08
0 05)
0 70
(0 30;

0 11
{ 0 22)

0 36
i 0 16)

0 60''
{1 74)
0 30
(0.66)

0 03
(0 66)
0 16
(031)

II.,: n - p

0 26

0.24

0 06

hJolo 1no „ coefticicnl iriiJicdlof. lite JiffeitincD in
coefltcienl indicates the clitforence m f(!r(!L,asl ciof v
are /-stfitiblica

icales statisiicai siqmticance at lhe b'\. (uvcl

2 00
( 1 44)

0 12
(0 07)

2 02'*
( 4 58)

0,23
( 0 14)

0 13
(0 36)
0 13
(0 31)

0 04
{ -0 90)
OOt
(0,14)

1.10

0 05

10 90''

0.01

edii iorecar-i «froO bniwet̂ rs ihe two foroca^i sofif;& The fJ
s hniwoon !ho two lofocnst soni's The liquros m paroi^thufios

the four regressions, and the rejection for the remaining regression

is weak.

1 or cattie. the a coefTieient is signiticarit for only one ol the

lour cattle regressions, A signilieantlN negative a is indieated ior the

regression ol one-quarter ahead, unadjusted eattie iuiures and USDA

caltle Iorecasts. As rioted earlier, the null hypothesis of no difference

in loreeast perrornianee is not rejected in this case, lhe f3 eoellicients

are insignificant in all four cattle regressions, indicating no signilicant

diHerence in loreeast error variance i)et\\een live eallle futures and

LSDA foreeasls of spot cattle priees, ihese resuhs indicate the null
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hypoihcsis thai ilu-rc is no dilTtTcrKc in Inturcs and L'SDA jHTfon

in iorccasling catllr priix's cannot he rejected lor any of the lotir

Overall, the ACS test results indieate lev\ significant dif'lerenees

hetween the MSl's ol livestoek futures and L'SDA expert pretlietions.

Onlv one ease o! signilieant ciifterenee is found, hut it is Tiot robust to

aitern.ilive basis assiunptions, I lenee, tbere is no meauingrul diflerene<'

l)etv\een the Ioree.isling perlormanee of livestoek I'utures and LSDA ex-

pert predietions. I bis supports tbe elTitieTuv ol' livestoek futures prites.

S t \ l \ lAin AND C OINC LtSIONS

A n u m b e r of s tudies ['iud tbat livestoek i'utiires pr iees i l iu ' bogs and

live eal t le) pe r lo rm pooriv relative to e \ post model to reeas i s . Civen

ibe eflieieiiev' imphea t ions of tbese s tudies , a relevant issue is w h e t h e r

a l ternat ive c o m p a r i s o n s vielt! siiniiar resul ts . O n e a l ternat ive is to eom-

pare lhe aeeuraev ol livestock i u i u r e s priees and expert p red ie t ions . 'I his

a p p r o a e h is appea ln ig heeause ex a n t e futures priees a re eouijsared lo

ex an te loree. isls , r . i tber thati e \ post forecasts .

Ih is studv c o m p a r e s the Iorecas t ing aeeuraev of live hog and live

cat t le futures pr ices to L . S . D e p a r t m e n t of Agr icul ture { L S l ) , \ i expert

pred ie t ions . I h e sam[)ic period is the 12-vear period beg inn ing in ibe

Iirst q u a r t e r oi !*)S() and e n d i n g wilh t be Tourlh q u a r t e r of 1')̂ J I, I his

provides a siillieieiil n u i u b e r id' obscrva l ions to eondue t valid stat is t ical

tes ts IWil l iams UM<!^)|, but avoids the idiosv tu ratie per iod ol tbi ' rnid-

I'-^/Os. A tesl developed bv Asbiev, ( . r anger , and S e b m a l e n s e e i l')S()i is

used to assess t be signilieaTice o l d i r i e r e n e e s in forecas t ing p e r l o r m a n e e .

Hotb basis-adjusted and uiiacljiistcd futures pr ices are cons ide red in the

aTialysis.

Whi le nomina l di r i 'ererues in forecast pe r lo r rnanee are evitient.

test resuils indicate lew signi l ieaut d i r i e rcnees he lweeu the forecas t ing

pe r fo rmanee ol livestoek futures and L'SDA experi i i redic t ions . Onlv

one ease ol signii ieant t l i f lerence is found, hul it is not roi)usi lo

al ternat ive hasis a s s u m p t i o n s . I l e n e e . t h e r e is no ineaningf'ul dif lcrei ice

be tween the iorecas t ing pe r fo rmance oi* livestoek futures and L S D A

experi p red ie t ions . Over.iH. the resui ts suppor t t be elTieiene\ of livestock

lu tu res prices.

' h • . i i n u l d h r n o h ' H i l i . i t l i I l i e s j s i i \ \ h a n i - i i o i i i w n u l l ( n p o i t ^ ' M ^ v , r c M T s , ' i l a S i ) \ I l U u n - ^ ,̂ 1 h i s i

r i t r M g l i i t i r . n i l i v U n w f h l . l ^ o i i ) s i . u ! | u - . ! r ( i h i e i M l l l r f s i h i r r s , i \ i f i c • i m - > | ! ! j r l i T , t ! i ( ' , n l h o n / o i i \ \ < n i \ i l

i s k h i . l U - M i | i c n o i I ' l - r i n r n i a s K r i i i ! U ) i , H C ( l l o I S i ) \ h i r e * a s i s . I h i - , ! v . \ U u • • \ \ i \ v n t i n i h r - - i y n s i i i a i s I

/ y h i u s [ k t o r i l k ' - - d m v H ^ e r c s ^ i o ! , ,
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arv scxcnil j io i f t i t ia l Inpotheses regarding lhe diMerence

in resulls helvxeeii ihis slticK nnd previous siiidies biiseti on e\ post

rnotlel ioreeiisls. I he (irsi h\[>i)thesis is that results hiiseii upon

e\ post model loreeasls ret ie i t "(!ata-sru)opiiig" hiases jMer lon (I9<S7);

l o ;uid MacKinlav (,!M9())|.'^ Such biases ni i i \ arise i l ' e \ post modf !

i'oreeasls are generated in-sample (e.j^., Koppenhaxer ( I9H ^); Shonkui ler

( ! <)Sf))j. Oaia-snodping, biases also mav he clue io ,i more suhtle iorm oJ

spec i l ieai ion soarehiiig. Specilic alK, a secjiience o| emjiir iea! studies ean

be \ie\\ecl .is a iorm oi speeiiie.ition searching, uhere researehers hui ld

u|")on the sneeessl nl speeilieaiiods in pre\ ious studies. Merton notes that

this " . . . creates a ferti le (.Muironment inr hoth unlnten<lecl selection

hias and ior attaching greater signiiieanee io otherw ise unhiased

esiitnates than is just i i iet i ." (p. !()4)

l l i e second liypoihesis is that studies hased upon e\ j)ost model

ioreeasts suiier Irom small sample hiases. Wi l l iams f iO9^) nses Monte

C arlo siriudations to determine the- neeessar\ sanijilc si/e re(.|uired to

compare the ioreeasting <tccurac\ ol i'utures and model Iorecasts. l o r

r\on-storah!e eomniodit ies, such as live hogs and l i \e cattie. his analysis

snggesls that at Icusl loiH"\ears<)i lore(asls are tieeded to reckice ] \ [ H ' I

error io ! ( ) ' ( . .Many sii idics based ujKin e\ post model loreeasts do not

arial\ /e ioreeast s;im[iies ol this si/e,

l he th i rd h\polhesis is that expert pretlictious contain hiases th.it

are not found in e\ post model forecasts. \ large l i terature suggests

that j)s\ehotogleal i>iases are eiuleii i ie tn snbjc'ctive expert | iredict ion

e.g., Kahneman. Slovic, and r\ersky ( l ' } ^ 2 ) : . An example Is non-

regressi\e [ i rcdiet ion, \ \herel)\ experts teiul to make too many c-xireriie

j)reclietions. There is some evidence thai sinij)le models, even WIK'EI

mispeeii'ied, nia\ outper lorm sui)ic-eti\e expert [predictions |e.g.. Dawes

( l<) "9h Diiues, I aust, and Meehl ( l '>89' i | . H this hypothesis is i rue.

a comparisoTi oi lutui*c-s jiriees antl expert predictions is a weakcT test

ol loreeast ei'l icienc\ than a cnmparisnn ol lutures prices arul ex post

moclc-l ioreeasts.

lh is ttiseussinn suggests iur ther researeh is neetied in several

areas, f i r s t , the accuracx oi' h\estoek futures priees, expert predielinns.

and ex post model forecasts should he e()nipared d i reetk. lh is would

provide valuable evidence tov\ards expl.tining the d i l lereni results in

expert preclietion and mode! studies. SeconcI, it woukl he inleresting

* ' A | i i i in [ oni^JtKilK n ia i ic iiv f t ) d iu l M.it K in ia \ i I ' ' ' 'O . -.hnuld h.- i iuU' i ! , i i i . i

" d ; i l , ! Mi<in|)Hi^" il-(i's not i i i ipK or in l -T . irn sun <tl i f i l r n l j u i i . i l nu'sd. 'pr i 'sci i l .

i\u- (i.irl i i i Liiiljv Jtlti.il r i 's i ' . i rc lnTs.
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lo cletfrniine il the ivsnits ol lhe cnrrcnt study arc robust with respect
t!) a brf)iKlcr sample ol fxperi predictions. MnalK, it v\<)n!cl he intereslinjj;
1(1 exiimine uhcther ihe relative aecuracy ol l!\cst.ock lutures ant! exjierl
predictions foHows a pattern over tinse that can be related tu market
lundaiitentals.
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