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Forecasting the BDI during the Period of 2012

Soowon Mo

Abstract: In much the same way as the US Lehman crisis of 2008-2009 severely
impacted the European economy through financial market dislocation, a European banking
crisis would materially impact the US economy through a generalized increase in global risk
aversion. A deepening of the FEuropean crisis could very well derail the US economic
recovery and have a harmful impact on the Asian economies. This kind of vicious circle
could be a bad news to the shipping companies. The purpose of the study is to predict the
Baltic Dry Index representing the shipping business during the period of 2012 using the
ARIMA-type models. This include the ARIMA and Intervention-ARIMA models. This article
introduces the four ARIMA models and six Intervention-ARIMA models. The monthly data
cover the period January 2000 through October 2011. The out-of-sample forecasting
performance is also calculated. Forecasting performance is measured by three summary
statistics: root mean squared percent error, mean absolute percent error and mean percent
error. The root mean squared percent errors, however, are somewhat higher than normally
expected. This reveals that it is very difficult to predict the BDI The ARIMA-type models
show that the shipping market will be bearish in 2012. These pessimistic ex—ante forecasts
are supported by the Hodrick-Prescott filtering technique.
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