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Predicting Raw Material Price Fluctuation Using Signal Approach: Appli-
cation to Non-ferrous Metals

Ji-Whan Kim'* and Sang-Ho Lee?

Petroleum & Marine Research Division, Korea Institute of Geoscience and Mineral Resources (KIGAM),
Daejeon 305-350, Korea

2Economic Survey & Forecasting Division, Korea Institute for Industrial Economics & Trade (KIET), Seoul 206-
9, Korea

Recent raw material prices fluctuation has been unexpectedly high and that made Korean economic activities to
be depressed. Because most raw material supply in Korea depends upon oversea imports, unexpected raw material
price fluctuation affects Korean industrial economies through macroeconomic variables. So Korean government
enforces some political measures such as demand management and the supply-security assurance as long-range poli-
cies, and reservation and general early warning system as short-range policies. In short-range policies, it is neces-
sary to be expected short term fluctuation. Up to recently, there have been many researches and most of those
researches use parametric methods or time series analyses. Because those methods and analyses often generate inad-
equate relations among variables, it is possible that some consistent variables are left out or the results are misun-
derstood. This study, therefore, is aim to mitigate those methodological problems and find the relatively appropriate
model for economic explanation. So that, in this paper, by using non-parametric signal approach method mitigating
some shortages of previous researches and forecasting properly short-range prices fluctuation of non-ferrous materi-
als are presented empirically.

Key words : signal approach, raw material price fluctuation, early warning system, non-ferrous metal
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Fig. 1. Leading index type.

Table 1. Confusion matrix between crisis and signal

crisis (in t period)

no crisis (in t period)

signal was issued
no signal was issued

B
D

source: Kaminsky, Lizondo and Reinhart(1997)
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*Non-ferrous metal price is import-weighted average among aluminum, copper and
nickel. And the price is growth rate compared to month on month of previous year.

*The shadow block expresses the crisis period(Z=1).

source: Korea Importers Association, KITA.

Fig. 2. Non-ferrous metal price fluctuation and crisis periods.
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Table 2. Non-ferrous metal leading index and N/S ratio
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Fig. 3. Non-ferrous metal price fluctuation composite leading index.
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Fig. 4. Integrated leading index decomposition(at 2005
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Fig. 5. Integrated leading index decomposition(at 2007
year price).
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Fig. 7. Compare between actual points and conditional probabilities of crisis.
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