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ABSTRACT

We develop a small model for forecasting inflation for the Euro area using quarterly data
over the period June 1973 to March 1999. The model is used to provide inflation forecasts
from June 1999 to March 2002. We compare the forecasts from our model with those
derived from six competing forecasting models, including autoregressions, vector
autoregressions and Phillips-curve based models. A considerable gain in forecasting
performance is demonstrated using a relative root mean squared error criterion and the

Diebold-Mariano test to make forecast comparisons.
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