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ABSTRACT

This study aimed to examine and forecast the price index of steel with 118
monthly observations during 1995 to 2004 {(January-October) colleted from Bureau of
Trade and Econcmic Indices, Minitry of Commerce b-y using ARIMA model, which was
represented by four steps of the Box-Jenkins method: (1) identification, (2) estimation,
(3) diagnostics checking and (4) forecasting.

According to unit root test by the Augmented Dickey Fuller test method at lag
one, the empirical evidence indicated the statistical test at the level of steel price index
was insignificant. However, the statistical test at the first differences was significant at
1% level, implying that the steel price index was stationary at ¥(1). The investigation of
correlogram identified AR(1) MA(3) MA(6) MA(10) MA(16) model as most appropriate
for forecasting the steel price index. The estimated coefficients of AR{1) MA(3) MA(6)
MA(10) MA(16) model were 0.6077 -0.3113 0.2594 -0.2460 and -0.5786
respectively, and statistically significant at 1% level. These could also be interpreted as
that the changes in MA(3) MA(10) and MA(16) corresponded inversely with AInSTl

while the changes in AR(1) and MA(6) moved in the same direction as 'AlnSTl .



In addition, the result of diagnostic checking found that the estimated residuals were
characterized as white noise at 10% level. The AR(1) MA(3) MA(B) MA(10) MA(16)
model vyielded the least value of Root  Mean Square Error and Theil’s inequality
coefficient, implying that it was an appropriate model for predicting steel price index in
the future. The future price index of steel during the period of November 2004 -
February 2005 were 202.1984 199.8297 202.1645 and 204.5491, respectively .

Thus, the result in this study would be helpful for the investors to plan and

make the business decision.



