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3 ARRAENTHHFR (h=3 - 6)

RMSE MAE MAD
Y h=3 h=6 h=3 h=6 h=3 h=6
RF I P2 s

FaEtsgd 0.745 1.006 0.551 0.789 0.420 0.680
AR(p) 0.712 0.960 0.527 0.755 0.411 0.660
ARMA(p,q) 0.715 0.906 0.539 0.713 0.439 0.534
LASSOfRRIZ 1
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FHAR ISR B A
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bEtseL 1.287 1.551 1.029 1.224 0.855 1.025
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Forecast Inflation in Taiwan with the Application of Big
Data Analysis

Hsin-Yi Lin*, Yu-Min Yen**, Jin-Huei Yeh***

Abstract

This study constructs a comprehensive database comprising 93 macroeconomic and financial
variables in Taiwan from January 2000 to December 2023. We utilize a variety of forecasting
methodologies, including time series models, the LASSO family of models, factor models,
nonlinear machine learning methods, and ensemble models, to predict Taiwan's inflation rate. The
empirical results indicate that for one-period-ahead inflation rate forecasts, the performance of
linear and nonlinear machine learning and ensemble models is comparable and surpasses that of
traditional time series models. In both short-term and medium- to long-term inflation rate forecasts,
nonlinear machine learning models exhibit superior performance, likely due to the potential

nonlinear relationships between key macroeconomic variables and inflation.

The selection of the critical variables by the forecasting models highlights their significant
influence on Taiwan's inflation rate. International factors, particularly those related to import and
export trade, play an important role. Variables linked to major trading partner countries consistently
provide rich predictive information for inflation. Domestic factors such as monetary aggregates,
interest rates, wholesale and retail sales, and supply-side related variables contribute substantially
to inflation forecasting. Moreover, housing and stock market indexes are also informative and

provide valuable insights into inflation forecasting.

Keywords: Inflation Rate, Machine Learning, Random Forest, Factor Model
JEL classification code: C22, E31

*  Department of Economics, National Chengchi University
**  Department of International Business, National Chengchi University
*#*% Department of Finance, National Central University
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