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Carter, Kate 

E L 

Subject: RE: PEF Imliallnflalion Forecast File. 

From: Lynch, Edward V 
sent: Fnday, July 17,200911:12 AM 
To: Carter, Kate 
Subject: FW: PEF Initial Inflation Forecast File... 

See at d hed. 

From: Held, Robin [mailto:RHeid@economy.com] 

sent: Fnday, July 17, 2009 11:10 AM 

To: Lynch, Edward V 

Subj ect: RE: PEF Initial Inflation Forecast File... 


Hi c.d: 

Attached is the annual data. I converted from quarterly u!.ing a cubic spline method which is our standard. 


Information 

The two most commonly used techniques for conversion are Lmenr and Cubic: 


Note th.H on the Buffet we use cubic spline interpolation to convert from a lower frequency to a higher 


frequency, unles there are 3 or less data points, when we use linear. 


For the Line;Jr and Cubic techniques. the continuous time representation IS a linear or cubic spline. The graph 


of a linear splrne consists of str.light line segments ( equa Ion ( y = ax or b ) that joi'1 each other at the end 


pomts. The::.e joining points are called the knots of the sp line. 


A cubic spline is similar to a linear spline except that instead of being pieced together from straight lines It is 

pieced togeth~r from cubic curves ( equation y=axll3 ... b "2 + ex'" d) Like the linear spline the cubic spline 


must have the same value at the knots In addition, the pieces are required to have the same value, slope and 

curvature at the knots (I.e., ,n terms a the calculus, the value of the function and its first two denvatlve~ mu~t 


match.) In practICe, thIs means that when you look at a plot of a cubic spline, the curve is so smoot that you 


cannot tell where the knots are 


The coefficients are de ermined by the values of the annual series you want to convert, plus the observed 


attribute of that senes (is it averaged, summed. beginning or end of period data.) Requiring that the splll1es 

give the correct value for the current senes, and are seamless (agree in value, first derivative, and econd 

derivative) at the connecting points ("knots"), gives you an equal number of equatIons and unknowns. Solving 

thiS system of equations givtt.!> you the coefficients 
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