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Abstract

This study attempts to find out whether advanced forecasting techniques that have been

proved to be successfull in advanced countries can be employed to a developing country

to forecast key macroeconomic variables. Five advanced forecasting models consisting

of both univariate and multivariate models have been employed and the forecast accuracy

of these models is evaluated againt that of benchmark ARMA model. Both point forecasts

and density forecasts are produced from these models. Point forecast evaluation suggests

that these models are superior to the benchmark model, though there is uncertainty in

the significance of accuracy of mean inflation forecast. Density forecast performances of

these models outperform the benchmark model without any doubt. This study has two main

conclusions. First, these models can be included in the forecasting practice at the Central

Bank of Sri Lanka to improve policy analysis. Second, the application of these models can

be extended to any other developing country without large modifications.
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