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Abstract

In recent years the Singular Spectrum Analysis (SSA) technique, used as a pow-
erful technique in time series analysis, has been developed and applied to many
practical problems. The aim of this research is to develop theoretical and method-
ological aspects of the multivariate SSA (MSSA) technique and to demonstrate that
MSSA can also be considered as a powerful method of time series analysis and fore-
casting. We use the UK Industrial Production series to illustrate the main findings.
The performance of the SSA technique is assessed by applying it to eight series
measuring the monthly seasonally unadjusted industrial production for the main
sectors of the UK economy. The results are compared with those obtained using
the ARIMA and VAR models.

We also develop the concept of casual relationship between two time series based
on the SSA techniques. We introduce several criteria which characterize this causal-
ity. The criteria are based on the forecasting accuracy and the predictability of the
direction of change. The performance of the proposed tests is examined using the
same data, the UK industrial production series.

Keywords: Singular Spectrum Analysis, Forecasting, Causality, The UK industrial
production series.

1 Introduction

Econometric methods have been widely used to forecast the evolution of quarterly and
yearly national account data. However, many of the structural or time series forecasting
models have failed to accurately predict economic time series. This is due to technological
advances, change in government policies and also change in consumer preferences. These
shocks cause structural changes in these time series making them nonstationary. Develop-
ment of a methodology which is robust under these changes is of paramount importance
in accurate prediction of macroeconomic time series.

There are several reasons that classical model does not have a good performance for
modelling and forecasting economic and financial time series. First, an economic model
that has been established to have validity in explaining a relationship under one set of
assumptions is useless if the assumptions are not valid. Model assumptions include not
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only those that can be expressed as predicates on model parameters but others with more
qualitative or asymptotic form (for more information see [1]).

Moreover, many structural econometric and time series models devised for forecasting
macroeconomic time series are based on restrictive assumptions of normality and linearity
of the observed data. The methods that do not depend on these assumptions could be
very useful for modelling and forecasting economics data. On the other hand classical
methods of forecasting such as ARIMA type models are based on the assumption such as
stationarity of the series and normality of residuals (see, for example, [2], [3] and references
therein) .

Additionally, some of the previous research have considered economic and financial
time series as deterministic, linear dynamical systems. In this case, the linear models
can be used for modelling and forecasting. However, many financial time series exhibit
nonlinear behavior (see, for example, [4, 5, 6, 7]); and therefore, we should use nonlinear
methods. In addition a method that works well for both linear and nonlinear, station-
ary and non stationary time series is ideal for modelling and forecasting the real time
series data. The Singular Spectrum Analysis (SSA) in a technique that is free from all
these assumptions. The SSA technique is a nonparametric technique of time series anal-
ysis incorporating the elements of classical time series analysis, multivariate statistics,
multivariate geometry, dynamical systems and signal processing[8]. Note also that SSA
naturally incorporates the filtering of the series and the SVD.

The basic SSA method consists of two complementary stages: decomposition and
reconstruction; both stages include two separate steps. At the first stage we decompose the
series and at the second stage we reconstruct the original series and use the reconstructed
series for forecasting new data points. The main concept in studying the properties of
SSA is ‘separability’, which characterizes how well different components can be separated
from each other. The absence of approximate separability is often observed in series with
complex structure. For these series and series with special structure, there are different
ways of modifying SSA leading to different versions such as SSA with single and double
centering, Toeplitz SSA, and sequential SSA [8].

It is worth noting that although some probabilistic and statistical concepts are em-
ployed in the SSA-based methods, we do not have to make any statistical assumptions
such as stationarity of the series or normality of the residuals. SSA is a very useful tool
which can be used for solving the following problems:

finding trends of different resolution;

smoothing;

extraction of seasonality components;

simultaneous extraction of cycles with small and large periods;

extraction of periodicities with varying amplitudes;

simultaneous extraction of complex trends and periodicities;

finding structure in short time series.

Solving all these problems correspond to the so-called basic capabilities of SSA. In
addition, the method has several essential extensions. First, the multivariate version of
the method permits the simultaneous expansion of several time series; see, for example
[10]. Second, the SSA ideas lead to several forecasting procedures for time series; see
[8, 10]. Also, the same ideas are used in [8] and [14] for change-point detection in time
series. For comparison with classical methods, ARIMA, ARAR algorithm and Holt-



Winter, see [15] and [16], and for comparison between multivariate SSA and VAR model
see [17]. For automatic methods of identification within the SSA framework see [18] and
for recent work in ‘Caterpillar’-SSA software as well as new developments see [19]. A
family of causality tests based on the SSA technique has also been considered in [20].

In the area of nonlinear time series analysis SSA was considered as a technique that
could compete with more standard methods. There are a number of research that con-
sidered SSA as a filtering method in (see, for example, [21] and references therein). In
another research, the noise information extracted using the SSA technique, has been used
as a biomedical diagnostic test [22]. The SSA technique also used as a filtering method
for longitudinal measurements. It has been shown that noise reduction is important for
curve fitting in growth curve models, and that SSA can be employed as a powerful tool
for noise reduction for longitudinal measurements [23].

The monthly industrial production indices for the UK, have been previously analysed
in linear and nonlinear contexts in [16], [24] and [25]. The eight series examined for the
UK, are interesting and important since they ranging from traditional industrial sections
(Basic metals) to Food and Electricity and Gas. These eight time series contribute for at
least 50% to the aggregate industrial production in the UK economics.

Osborn et al. [24] have considered the extent and nature of seasonality in these series.
Seasonality accounts for at least 80% of variation in all series (except vehicles) in the
UK. In our recent research [16], we used Singular Spectrum Analysis (SSA), ARIMA and
Holt-Winter methods for forecasting seasonally unadjusted monthly data on industrial
production indicators in Germany, France and the UK. We have demonstrated that SSA
is a very powerful tool for analyzing and predicting these series. The SSA technique
decomposes the original time series into a sum of small number of independent and in-
terpretable components such as slowly varying trend, oscillatory components and noise.
Theoretical and practical foundations of the SSA technique can be found in [8].

Hassani et al. [16] showed that the quality of 1-step ahead forecasts are similar for
ARIMA and SSA; Holt-Winter forecasts being slightly worse. The quality of SSA forecasts
at horizons h = 3,6 and 12 is much better than the quality of ARIMA and Holt-Winter
forecasts. As h increases, the quality of ARIMA and Holt-Winter forecasts becomes worse.
Also the standard deviation of the ARIMA and Holt-Winter forecasts increases almost
linearly with h. The situation is totally different for the SSA forecasts: the quality of
SSA forecasts is almost independent of the value of h (for the values of h considered in
our research).

Another important aspect of the SSA (which can be very useful in economics) is that,
unlike many other methods, it works well even for small sample size (see, for example,
[12] and [15]). We found that SSA works well for small sample sizes, as for the UK with
the sample size of 84 observations [16].

Hassani et al. [16] also showed that three methods perform similarly well in predicting
the direction of change for small h. However, SSA outperforms the Holt-Winter and
ARIMA models at longer horizons and hence can be considered as a reliable method for
predicting recessions and expansions.

The present project aims to predict the monthly industrial production indices for the
UK using multivariate singular spectrum analysis (MSSA). Here we develop the method-
ology of forecasting these series based on MSSA. Preliminary results indicate that the
SSA can further improve the results of univariate SSA for the these series. The quality of
MSSA forecasts can be higher when the analysed series are interdependent and therefore



highly correlated. We also use MSSA to investigate the causality among these series. As
these series are non-stationary and non-linear, we use nonlinear correlation which is based
on the Mutual information introduced in [26] and [27], and has also been used in [21].

We are motivated to use SSA because of its capability in dealing with non-stationary
series. Given that the dynamics of some industrial production series has gone through
structural changes during the time period under consideration, one needs to make sure that
the method of prediction is not sensitive to the dynamical changes. Moreover, contrary to
the traditional methods of time series forecasting (both autoregressive or structural models
that assume normality and stationarity of the series), SSA method is non-parametric and
makes no prior assumptions about the data. The data considered in this study has
a complex structure of this kind; as a consequence, we found superiority of SSA over
classical techniques. Additionally, SSA method decomposes a series into its component
parts, and reconstruct the series without including the random (noise) component.

The structure of this report is as follows. A brief introduction of the SSA method
is represented in Section 2. The descriptive statistics of the series and the results of
various tests (such as normality, nonlinearity, stationarity) are presented in Section 3.
The performance of ARIMA, SSA, MSSA and VAR is considered in Section 4. A new
casuality test based on the SSA technique is introduced in Section 5. Finally, Section 6
presents a summary of the study and some concluding remarks.

2 Singular Spectrum Analysis

The main purpose of SSA is to decompose the original series into a sum of series, so that
each component in this sum can be identified as either a trend, periodic or quasi-periodic
component (perhaps, amplitude-modulated), or noise. This is followed by a reconstruction
of the original series. The Basic SSA technique is performed in two stages, both of which
include two separate steps as follows:

Step 1 : Embedding

Step 2 : Singular Value Decomposition (SVD)
Step 1 : Grouping

Step 2 : Diagonal Averaging

Stage 1 : Decomposition {
Stage 2 : Reconstruction {

A short description of the SSA technique is given as follows (for more information see

8])-

2.1 Decomposition

1st step: Embedding

Embedding can be regarded as a mapping that transfers a one-dimensional time se-
ries Yr = (y1,...,yr) into the multidimensional series X, ..., Xx with vectors X; =
Wiy virr—1)t € RY | where K = T — L +1. Vectors X; are called L-lagged vectors
(or, simply, lagged vectors). The single parameter of the embedding is the window length
L, an integer such that 2 < L < T. The window length L should be sufficiently large.
The result of this step is the trajectory matrix X = [X7,..., Xg] = (x,j)ff:(l Note that
the trajectory matrix X is a Hankel matrix, which means that all the elements along the
diagonal ¢ + j = const are equal.



2nd step: Singular Value Decomposition (SVD)

The second step, the SVD step, makes the singular value decomposition of the trajectory
matrix and represents it as a sum of rank-one bi-orthogonal elementary matrices. Denote
by A1, ..., Az the eigenvalues of XX in decreasing order of magnitude (A >...AL>0)
and by Uy, ..., U the orthonormal system of the eigenvectors of the matrix XX” corre-
sponding to these eigenvalues. Set

d = max(7, such that \; > 0) = rank X.
If we denote V; = X'U;/ v\, then the SVD of the trajectory matrix can be written as:
X=X;+ -+ Xyg, (1)

where X; = VAU Vi

SVD (1) is optimal in the sense that among all the matrices X") of rank r < d,
the matrix )., X; provides the best approximation to the trajectory matrix X, so that
| X — X || is minimum. Here the norm of a matrix Y is defined as \/(Y,Y), where the
scalar product of two matrices Y = (y;;);7_, and Z = (25)77_, is (Y, Z) = X207, yij2ij-
Note that || X [|> =3¢, A and || X; || = A, for i = 1,...,d. Thus, we can consider the
ratio \;/ Zle A; as the characteristic of the contribution of the matrix X; to expansion
(1). Consequently, S>7_ A/ 2% | A, the sum of the first 7 ratios, is the characteristic of
the optimal approximation of the trajectory matrix by the matrices of rank r.

2.2 Reconstruction
1st Step: Grouping

The grouping step corresponds to splitting the elementary matrices into several groups
and summing the matrices within each group. Let I = {iy,...,7,} be a group of indices
i1,...,%. Then the matrix X; corresponding to the group I is defined as X; = X, +
--- + X;,. The spilt of the set of indices J = {1,...,d} into disjoint subsets I, ..., I
corresponds to the representation

X=X;,+ +X,. (2)

The procedure of choosing the sets I4,..., I, is called the eigentriple grouping. For a
given group I the contribution of the component X; in the expansion (2) is measured by
the share of the corresponding eigenvalues: >, ; Ai/ Zle Ai-

2nd Step: Diagonal averaging

The purpose of diagonal averaging is to transform a matrix to the form of a Hankel matrix
which can be subsequently converted to a time series. If z;; stands for an element of a
matrix Z, then the k-th term of the resulting series is obtained by averaging z;; over all
t,7 such that i+ 7 = k+ 1. This procedure is called diagonal averaging, or Hankelization
of the matrix Z. The result of the Hankelization of a matrix Z is the Hankel matrix HZ.
Note that the Hankelization is an optimal procedure in the sense that the matrix HZ



is the nearest to Z (with respect to the matrix norm) among all Hankel matrices of the
corresponding size (see [8], Sect. 6.2). In its turn, the Hankel matrix HZ uniquely defines
the series by relating the value in the diagonals to the values in the series.

By applying the Hankelization procedure to all matrix components of (2), we obtain
another expansion X = Xh +...+X 1,,, where Xh = HX. This is equivalent to the
decomposition of the initial series YT = (y1,...,yr) into a sum of m series; y; = Zk:l t ,
where Y(k) @(1]“), e ,@{Tk)) corresponds to the matrix X, . A sensible grouping leads to
the decomposmon (1) where the resultant matrices X, are almost Hankel ones.

2.3 Forecasting Algorithm

Let us now describe the SSA forecasting algorithm (for more information see [8]):

Algorithm input:

(a) Time series Y7 = (y1,...,yr).

(b) Window length L, 1 < L < T.

(c) Linear Space £, C R of dimension r < L. Tt is assumed that e; ¢ £,, where
er = (0 ) € RL
(d) Number M of points to forecast.

Notations and comments:

(a) X = [X3,..., Xk] is the trajectory matrix of the time series Y.

(b) Pr,..., B, is an orthonormal basis in £,.

(c) X = [Xl o Xg] = S, P,PTX. The vector X; is the orthogonal projection of
X; onto the space £,. B R

(d) X =HX =[Xj :...: Xg] is the result of the Hankellization of the matrix X.

(e) For any vector Y € RY we denote by Y, € RE™! the vector consisting of the last
L — 1 components of the vector Y, while YV € RI™! is the vector of the first L — 1
components of the vector Y.

(f) We set v? = 77 + ... + 72, where m; is the last component of the vector P; (i =
L...,7).

(g) Suppose that ey, ¢ £,(This implies that £, is not a vertical space). Then v? < 1.
It can be proved that the last component y; of any vector Y = (y1,...,yr)T € £, is a
linear combination of the first components (y1,...,yr_1) :

Yyr =a1yrp—1 + ... +ap—1.

Vector A = (ay,...,ar_1) can be expressed as
A= L XT: m Py
1—2 — v
and dose not depend on the choice of a basis P,..., P. in the linear space £,. In the
above notations, define the time series Y7 p = (Y1, ..., yrsam) by the formula
(o fori=1,...,T 3)
%= Zf:_llajyi_j fori=T+1,..., T+ M



The numbers yry1,...,yriy from the M terms of the SSA recurrent forecast. Let us
define the linear operator P : £, — R’ by the formula

73<’">Y=( Ya ) Y eg,

ATY,
If setting N
X; fori=1,....K
Zz — 1 ) ) ) 4
{szi_l fori=K+1,..., K+ M (4)
the matrix Z = [Z1, ..., Zkm] is the trajectory matrix of the series Y. Therefore,

(4) can be regard as the vector form of (3).

2.4 Multivariate singular spectrum analysis (MSSA)

The use of multivariate singular spectrum analysis (MSSA) for multivariate time series
was proposed theoretically in the context of nonlinear dynamics in [9]. There are numerous
examples of successful application of the multivariate SSA (see, for example, [1] and [10]).
Multivariate (or multichannel) SSA is an extension of the standard SSA to the case of
multivariate time series. We give a short description of MSSA method as follows.

Assume that we have an M-variate time series y; = (y§1), e ,ij)), wherej =1,....T
and let L be window length. Similar to univariate version, we can define the trajectory
matrices X (i=1,..., M) of the one-dimensional time series {y](-l)} (i=1,...,M). The
trajectory matrix X can then be defined as

X = : . (5)

3 Descriptive Analysis

In this section, we consider descriptive statistics of the 8 series measuring the monthly
seasonally unadjusted industrial production for important sectors of the UK economies.

3.1 The data

The data in this study are taken from Eurostat, the office for National statistics and
represents eight major components of industrial production in the UK. The two digit
category industrials examined in this research are seasonally unadjusted monthly indices
for real output in Food Products, Chemicals, Basic Metals, Fabricated Metals, Machinery,
Electrical Machinery, Vehicles and Electricity and Gas industries. The two-digit categories
examined in this research are as foloows:

The same 8 series, ending in 1995, have been previously analysed in [24], [25] and
ending in 2007 in [16]. As explained in these papers, these industries have been chosen
primarily because of their importance and that are the basis of the contribution to total
industrial production. Here we have updated the data and in all cases the sample period
starts from January 1978 and ends in July 2009, giving a long series of 380 observations.
In line with the usual convention for economic time series and for comparability, all time
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Short name Detail
Food product Manufacture of food products and beverages
Chemicals Manufacture of chemicals and chemical product
Basic metals Manufacture of basic metals
Fabricated metal Manufacture of fabricated metal products
Machinery Manufacture of machinery and equipment N.E.C.
Electrical machinery | Manufacture of electrical machinery and apparatus N.E.C.
Vehicles Manufacture of motor vehicles, trailers and semi-trailers
Electricity and gas | Electricity, gas and water supply

Table 1: Industrial production series.

series are analysed in the logarithmic form. Plots of these time series are presented below,
their movements are dominated by seasonality. They broadly represent periods of growths
in the 1980s and during 2000-2007s and periods of stagnation or recessions during the early
1990s and 2008-2009.

To investigate short term movements and the degree of seasonality, Table 2 shows
the descriptive statistics for the first difference of each series. Sample means and sample
standard deviations are scaled by 100 and since the data are logarithmically transformed,
they effectively refer to monthly percentage changes in the original series. Table 2 shows
that, with the exception of Food, Chemicals and Electricity and Gas, the production
series have declined over the period. In particular, Chemicals shows substantial growth
over the period with an average increase of about 0.2% per month (2.24% per year) and
Basic Metals and Vehicles show an average decline of 0.17% per month or 2% per year.
The sample standard deviations indicate that the series have broadly similar variability,
with Food less volatile and Vehicles more volatile than the others. In the table, R? is a
measure of seasonality and is calculated from a regression of the first differences against
twelve monthly dummy variables. The highest seasonality for these series is for production
of Electricity and Gas. These values which are obtained on longer time series are lower
than the R? reported in [24].

Series Weight Mean S.D. seas R?
Food products 7.6 0.07 6.99 0.52
Chemicals 8.6 0.19  8.10 0.55
Basic metals 4.5 -0.17  11.98 0.74
Fabricated metal 7.2 -0.08 10.06 0.63
Machinery 13.6 -0.09 10.05 0.72
Electrical machinery 5.6 -0.06  10.46 0.68
Vehicles 10.4 -0.17  15.69 0.68
Electricity and Gas 6.5 0.01  10.36 0.79

Table 2: Descriptive statistics of the data.
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Figure 1: The UK industrial production series.



3.2 Normality Tests

Univariate Normality test

The Anderson-Darling (A-D), Ryan-Joiner (R-J), and Kolmogorov-Smirnov (K-S) tests
are used to test if a sample of data came from a population with a specific distribution.
The A-D and K-S tests are based on the empirical distribution function and the R-J
(similar to Shapiro-Wilk) is based on regression and correlation [28].

All three tests tend to work well in identifying a distribution as not normal when the
distribution under consideration is skewed. All three tests are less discriminating when
the underlying distribution is a t-distribution and non-normality is due to kurtosis. In
general, among the tests based on the empirical distribution function, the A-D tends to
be more effective in detecting departures in the tails of the distribution. In practice, if
departure from normality at the tails is the major concern, many statisticians would use
the A-D test as the first choice. Here we use all the above mentioned tests in order to
have a comprehensive view of non-normality test results for the series.

The tests reject the hypothesis of normality when the p-value is less than or equal
to 0.05. Failing the normality test allows us to state with 95% confidence the data does
not fit the normal distribution. Table 3 represents the results of the normality test. The
symbol * indicates the 5% levels of significance. As can be seen from the results, except the
Fabricated series, the other series are not distributed normally. Note also that, the results
of non normality test for the series Machinery and Electrical Machinery are different.

Series A-D R-J K-S
Food products 1.597*  0.993* 0.056*
Chemicals 5.182* 0.978* 0.089*
Basic metals 2.053* 0.985* 0.058*
Fabricated metal 0.326  0.999 0.031
Machinery 0.725 0.996* 0.039
Electrical machinery | 0.876* 0.995* 0.041
Vehicles 3.091* 0.986* 0.069*
Electricity and gas 3.034* 0.985* 0.078*

Table 3: Normality tests.

Multivariate Normality test

Almost all of the industrial production series have complex structure with nonlinear trends
and complex seasonality. It is worth mentioning that the SSA technique does not assume
linearity or normality of the data either in finite samples or asymptotically. To assess
the normality aspect of our data set, we used the Doornik-Hansen Omnibus, DHO, mul-
tivariate normality test [29]. This is a multivariate version of Shenton and Bowman’s
[30] univariate omnibus test for normality, based on transformed skewness and kurtosis
coefficients.

The DHO(p) test statistic is approximately distributed as let p be the number of time
series under consideration, then the DHO statistic is:

DHO(p) = 212, + 2,2, (6)
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where Z) = (21,,...,21,) and Zy = (22,,...,22,); 21, is a transformation of the standard
univariate skewness coefficient /b1, applied to the i-th series, due to D’Agostino [28], and
2, is a transformation of the standard kurtosis coefficient v/b, from a gamma distribution
to and then to standard normal, applied to the i-th series; see [29] for details.

Two cases of interest reported here. In the first case, the test is applied pairwise
between each two series in each country. The results are represented in Table 4. As the
results show, all table entries exceed the 99% quantile, indicating that there is strong
evidence of non-normality.

The second case is when all 8 variables of each country are considered together, so
that the null hypothesis corresponds to multivariate normality with p = 8. Again, the
results with strong evidence, DHO statistics is 72.96*, confirm that the multivariate data
are distributed from a multivariate non-normal distribution.

Series FP CH BM FM MA EM VE EG
Food 26.28* 43.06* 303.5% 195.4* 70.27* 51.36* 97.83* 25.09*
products (FP)

Chemicals (CH) 15.33* 440.5* 474.3* 62.89* 19.01* 110.3* 44.99*
Basic 2757 231.8°  335.9* 397.8* 179.1* 234.8*

metals (BM)

Fabricated 163.8* 125.5% 195.4* 115.9* 136.6*
metal (FM)

Machinery (MA) 33.83* 37.63* 39.36* 45.74*
Electrical 11.66*  69.05* 32.27*
machinery (EM)

Vehicles (VE) 67.28*  76.63*
Electricity 14.28*

and gas (EG)

Table 4: Multivariate normality test.

3.3 Assessing nonlinear dependence

If a time series is the output of a non-deterministic, linear dynamic system, then measures
of linear association such as the standard correlation coefficient can be used for measuring
dependencies, for example, between two time series. However, if the data are outputs
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from a nonlinear process, a measure should be used that has the ability to capture the
nonlinearities of series. Granger and Lin [26] defined the following measure

A= (1 ~ exp[—-2I(X, Y)])é. (7)

where [ is the mutual information between the series (for more information see [27], [31]).

Table 5 shows the nonlinear correlation (the value of A\) and and the linear correlation
(the second value in each cell) between the series for each country. All table entries are
significant at the 5% level as indicated by *. These results strongly suggest that there is
a significant degree of nonlinear dependence among the series.

Series CH BM FM MA EM VE EG

Food 0.87* 0.51* 0.55* 0.42* 0.54* 0.53* 0.65*
products (FP) 0.86* -0.16* 0.26* 0.005 0.24 0.53* 0.63*

Chemicals (CH) 0.62*  0.65* 0.56* 0.69* 0.68* 0.72*
-0.14*  0.28* -0.14* 0.25* 0.63* 0.72*

Basic 0.66* 0.56* 0.71* 0.62* 0.49*
metals (BM) 0.58* 0.53* 0.69* 0.42* -0.12*
Fabricated 0.66*  0.76* 0.64* 0.44*
metal (FM) 0.73*  0.44* 0.69* 0.10*
Machinery (MA) 0.51* 047 0.45*
0.35* 0.32* -0.16*

Electrical 0.56* 0.54*
machinery (EM) 0.55* 0.52*
Vehicles (VE) 0.55*
0.53*

Table 5: Linear and nonlinear correlation.

Therefore, taken together, the measures of nonlinear dependence and tests for non
normality show that it would be unwise to adopt a linear forecasting framework, whether
univariate or multivariate, for these series.

3.4 Non-linearity tests

The performance of various non-linearity tests has been investigated in [32]. It is known
that no single test dominates all the others for a variety of data generating process [32]. In
the light this finding, various tests for non linearity, have been performed. The test applied
are those of McLeod and Li [33], Tsay [35], Ramsey (RESET) test [34] and White [36].
To remove seasonality all tests were computed using models based on seasonal differences
(D12). Before testing for non linearity data were filtered by an AR model and tests are
calculated from the estimated residual of a linear fit. The choice of antoregressive lag
length can be made on various criteria such as maximising R? or minimising the Akaike
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Information Criterion (AIC) or Bayesian Information Criterion (BIC) (see, for example,
[37]). Alternatively the minimum number of lags that ensures the Ljung Box, Q, statistic
is insignificant can be used. Table 6 presents the results for the UK. Here we have selected
the lag length to a maximum of 6 by BIC; lag 12 was always included to allow for stochastic
seasonality.

Series McLeod Tsay RESET NN Lags

Food 0.163 0.007* 0.034 0.215 1-4,12
Chemicals 0.000* 0.0005* 0.490 0.002* 1-3,12
Basic metals 0.000%* 0.0002* 0.156 0.0001* 1-3,12
Fabricated metal 0.000*  0.0027* 0.025 0.104 1-3,12
Machinery 0.008%* 0.0028* 0.693 0.177 1-3,12
Electrical machinery | 0.04 0.0030* 0.281 0.002*  1-3,12
Vehicles 0.196 0.0000* 0.001*  0.000%  1-4,12
Electricity and Gas | 0.000* 0.000*  0.0002*  0.000%* 1-2,12

Table 6: Nonlinearity tests.

Applying multiple tests for the same null hypothesis (linearity against possible non-
linearity) implies that our overall level of significance may be substantially higher than
the nominal one. Therefore for a sign of non-linearity we look at either for strong rejection
of linearity (at 1%) or rejections in at least two tests. There is strong evidence of non-
linearity for all production series, except food products, in that two or more tests indicate
non-linearity at the 1% level of significance. The results for Food products are marginal
with two rejections, one at 1% and one at 5% level of significance.

3.5 Cross Correlations for industries

We also assessed the potential of other production series for forecasting a specific in-
dustry by computing the cross correlations of each production series with lags of other
productions. Figure 2 presents these cross correlations. For these figures, first the pro-
ductions series were smoothed by combining the seasonal differences with differences over
one quarter. This is the same as summing three values of the first and seasonal differenced
series.

The figures show that the strongest correlations are generally at lag zero (contempo-
raneous information) or at very short lags. In particular, the results indicate that Food
products, Chemicals and Gas have high cross correlations and Food may lead Gas by three
months. Generally the strongest correlations for Basic metals are exhibited with Machin-
ery and Fabricated metals and strongest correlations for Fabricated metal are associated
with Machinery and Vehicles. The results also show that productions of machinery have
strong correlations with Basic and Fabricated metals. Cross correlations for Vehicles are
also relatively high with Chemicals and Food, with also a very strong contemporaneous
correlation with Fabricated metal.
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4 Forecasting Results

In this section, the performance of the SSA technique is assessed by applying it to 8 series
measuring the monthly seasonally unadjusted industrial production for important sectors
of the UK economies.

The SSA technique is especially useful for analyzing and forecasting series with com-
plex seasonal components and non-stationarity. Thus, unlike ARIMA models, choosing
an appropriate degree of differencing is not an issue in SSA. The data considered in this
study has a complex structure; as a consequence, we found superiority of SSA over clas-
sical techniques. The results are compared with those obtained using ARIMA and VAR
models.

4.1 Comparison of the accuracy of the forecasts

We consider forecasting performance of the SSA (univariate and multivariate), with
ARIMA and VAR techniques at different horizons h, up to one year. The results are
provided for h = 1,3,6 and 12 (months). We use the data up to the end of 2007 as in-
sample (to perform SSA decomposition and to estimate parameters of ARIMA and VAR
models). Thus, with approximately two year and 8 months of the out-of-sample data, we
have N = 32,30,27 and 21 out-of-sample forecast errors at the horizons h = 1,3,6 and
12, respectively.

Here, we use the ratio of the root mean squared error (RRMSE) and the percentage of
forecasts that correctly predict the direction of change to measure the forecast accuracy?
(see appendix A for the definition of these measures). Note that if RRMSE < 1, then the
SSA outperforms the other methods (either ARIMA or VAR).

In computing Box-Jenkins ARIMA forecasts, we need to choose the lags, the degree of
differencing and the degree of seasonality (p, d, q), (P, D, Q)s, where s = 12. To do that we
use the maximum order of lags, set by the software, and apply the Bayesian Information
Criterion (BIC). The SSA parameters, the window length L and the number of eigentriples
r, are chosen based on the eigenvalue spectra and separability. The parameters (L, r) of
the SSA and the orders (p,d,q), (P, D,Q)s of the ARIMA models are given when the
models are estimated using data up to the end of 2007. Here we used L = 24 and r = 14
for all series.

Table 7 shows the out-of-sample RMSE ratios for the UK. Some summary statistics
(average RRMSE of SSA models to the VAR and ARIMA models for each horizon) are
also given at the bottom of each table. The summary statistics are the RRMSE averages
and the scores. The score is the number of times when SSA model yields lower RMSE.
For the VAR model, we use the series as a supportive series which provides the minimum
RMSE in forecasting one step ahead. The series were shown in bracket. For example,
for forecasting the Food products series in the VAR model, the Chemical series was used.
This series was chosen as the results of one step ahead forecast of the Food series gives
minimum RMSE if we use the Chemical series as the second series. The same series is
also used for MSSA. Fig. 3 shows all chosen pairs of the series. The series in the bold
line indicates the main series and the series in thin line indicates the supportive series.

'We have also computed other measures based on the magnitude of forecast errors, such as relative
root mean absolute errors. These measures yield qualitatively similar results to RMSE; we thus do not
report them.
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Note also that the Granger causality test confirms that there exists a Granger causality
between two series considered here. We have indicated this with < in Table 7.

The averages and the scores for h-step ahead show that SSA forecasts are much better
than the forecasts obtained by ARIMA model. The averages and the scores for 1 and
3-steps ahead forecast show that VAR forecasts are also much better than the forecasts
obtained by ARIMA model. However, the advantage of the VAR, relative to ARIMA,
reduces for forecasting at the horizons greater than 3. The scores also confirm that the
SSA forecasts outperform the forecasts produced by ARIMA model, at all horizons. For
all the series (8 cases), SSA outperforms ARIMA 7,7,7 and 6 times at h = 1,3,6 and 12
horizons respectively. Similarly, for all the series (8 cases), VAR outperforms the ARIMA
8,5,3 and 2 times at h = 1,3,6 and 12 horizons, respectively. MSSA also outperforms
the ARIMA model 7,7,8 and 8 times at h = 1,3,6 and 12 horizons.

As can be seen from Table 7, MSSA outperforms ARIMA much more than the VAR
model. On average, the results obtained by MSSA are up to 43%, 38%, 24% and 18%
better than for ARIMA. The results also indicate that MSSA outperforms the VAR model.
On average, the results obtained by MSSA are up to 15%, 37%, 34% and 26% better than
for the VAR model. In fact, MSSA outperforms the VAR model 5,8,8 and 7 times at
h =1,3,6 and 12 horizons.

The results confirm that the quality of SSA forecasts (both univariate and multivariate)
at horizons h = 1,3,6 and 12 is much better than the quality of ARIMA and VAR
forecasts. This observation serves as a confirmation of the following facts:

(i) most of the series considered here have a complex structure of trend and seasonality;
(ii) this structure is well recovered by SSA;

(iii) in most cases, existence of a structural break in the series reduces the performance
of the ARIMA and VAR models. Note that the current recession happened at the
period which we have considered as the out-of-sample forecast period. It is well
known that ARIMA and VAR models are very sensitive to the structural break of
this type. The quality of the forecast can be extremely high or low for classical
methods depending on whether there is a structural change in the series in the
out-of-sample period;

(iii) the SSA forecasts are more robust than ARIMA and VAR forecasts with respect to
the presence of this shock in the series.

Using the modified Diebold-Marino statistics, given in [49], we test for the statistical
significance of the results of the forecasts. The symbol * indicates the results at the
5% level of significance or less. Comparing the SSA forecasts with the ARIMA, SSA
outperforms the ARIMA significantly 6,5,3 and 5 times at h = 1,3,6 and 12 horizons
respectively at 5% significance level or less. MSSA also outperforms VAR significantly
3,7,8 and 5 times at h = 1,3,6 and 12 horizons respectively at 5% significance level or
less. In fact, the scores for all the horizons in Table 7 show that both the SSA and MSSA
have outperformed the ARIMA and VAR models.

4.2 Descriptive Statistics of the Errors

We also use descriptive statistics to describe the main features of the forecast errors,

obtained by ARIMA, VAR, SSA and MSSA, in quantitative terms. We have considered
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two types of descriptive measures; measures of central tendency (mean and median) and
measures of dispersion (standard deviation, minimum and maximum). Table 8 represents
a summary statistics of the out-of-sample absolute forecast errors for ARIMA, VAR, SSA
and MSSA at horizons up to one year. The first column shows that the results obtained
by MSSA have smaller bias than those obtained using the VAR model. For example,
for one step ahead forecast, the average of the out-of-sample forecast errors for MSSA is
—0.0015 whilst this is —0.0021 for the VAR model. The performance of MSSA for h = 3,6
and 12 is much better than the VAR model. The results also show that the SSA bias
forecast is smaller than for ARIMA model at all considered horizons. Therefore, we can
conclude that SSA and MSSA outperform the ARIMA and the VAR models in terms of
bias criterion. It should be noted that the forecast bias has been reduced from ARIMA
to VAR and also from SSA to MSSA. For example, for one step ahead forecast, the bias
of the ARIMA forecast is —0.0623, whilst this value has been reduced to —0.0021 for
the VAR model. Similarly, the bias of the SSA forecast error is —0.0105 while this has
been reduced to —0.0015 for MSSA. This pattern can be seen for the other horizons too.
This can be considered as a confirmation that the multivariate forecasting has a better
performance than the univariate, at least for these series.

The second column represents standard deviation (SD) of the forecast errors. As the
results show, MSSA results provide the minimum SD, at all considered horizons, among
others. In fact, MSSA has the best performance compared to VAR, ARIMA and SSA in
terms of standard deviation criterion. For example, for one step ahead forecast, the SD
of the out-of-sample forecast errors for MSSA is 0.0704 whilst this is 0.0838 for the VAR
model. Note also that the performance of the MSSA forecast is much better than for the
VAR model at longer horizons. Similar results are obtained for SSA relative to ARIMA
model. We also provide some extra descriptive statistics such as median, minimum and
maximum value. Again, similar conclusion can be obtained from these statistics. The
overall conclusion is that, without exception, SSA outperforms ARIMA in the univariate
forecasting, and MSSA outperforms VAR model in multivariate forecasting.

4.3 Empirical Cumulative Distribution Function of the Fore-
casting Errors

Let us now examine the empirical cumulative distribution function (c.d.f.) for the absolute
value of the forecasting errors for all the methods considered. If the c.d.f. graph produced
by one method is strictly above the graph of another c.d.f., then we can conclude that the
errors obtained by the first method are stochastically smaller than the errors of the second
method. Note also that the Kolmogorov-Smirnov test is based on cumulative distribution
functions and can be used to test to see whether two empirical distributions are different.
The c.d.f. of the absolute values of the out-of-sample errors (for all eight series) obtained
by ARIMA, SSA, VAR and MSSA forecasts are presented in Fig. 4. We can see from Fig.
4 that for h = 1, 3,6 and 12, the SSA forecasting errors are stochastically smaller than the
errors of the ARIMA model. In addition, it can be seen that the MSSA forecast errors
are much smaller than the VAR forecast errors. We therefore conclude that the errors
obtained by SSA are stochastically smaller than those obtained by ARIMA in univariate
case. Similarly, MSSA forecast errors are stochastically smaller than those obtained by
the VAR model. The results obtained from the empirical cumulative distribution function
are in line with those concluded from descriptive statistics. That is, the SSA outperforms
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the ARIMA model in the univariate approach, and that MSSA outperforms VAR model
in multivariate approach.

4.4 Direction of change predictions

As another measure of forecast accuracy, in addition to the above criteria, we also compute
the percentage of forecasts that correctly predict the direction of change (for more details
see appendix A).

Table 9 provides the percentage of forecasts that correctly predict the direction of
change, at h = 1, 3,6 and 12 horizons. It also shows whether they are significantly greater
than the pure chance (p = 0.50). The symbol * in the table indicates the 5% levels of
significance. A set of summary results is also given at the bottom of the table. The
summary statistics are the average of correct signs for all eight series at h = 1,3,6 and
12 horizons. The percentage of correct signs are generally smaller than those reported in
[16]. This is due to the fact that the results for directional change are particulary sensitive
to structural change in the out-of-sample period. Similar to those stated for quality of
the forecast, the percentage of correct signs can be very high or low for ARIMA and
VAR models depending on whether there is a structural change in the series in the out-
of-sample period. The overall percentage of correct signs for MSSA are 82%, 80%, 80%
and 73% at h = 1,3,6 and 12, respectively. These values for SSA are 74%, 76%, 76% and
72% at h =1, 3,6 and 12, respectively. For ARIMA, these results are 68%, 74%, 77% and
63%, respectively, which are slightly lower than the SSA and significantly lower than for
MSSA. The VAR model has produced slightly better results (76% and 72%) at horizons
h =1 and h = 12, whilst it has produced lower (80%) at h = 3 and 6 horizons. For all 32
cases (h = 1,3,6 and 12 horizons) MSSA has produced 28 significant cases at the 5% level,
while this value for VAR is 16 significant cases. The results indicate that MSSA enables us
to improve the series movement prediction relative to SSA at all horizons. However, this
is not the case for the VAR model. The VAR model only produce better results for h = 1
and 12 relative to ARIMA, whilst it fails for h = 3 and 6. Therefore, the overall conclusion
from the direction of change results is: taking into account a suitable additional series
for the SSA technique enables us to improve the series movement prediction in short and
long horizon forecasting, whilst having extra information in the VAR model helps us to
improve the results only in short term forecasting. Another remark is that, the relation
between the series movement in a multivariate system is captured much better by SSA
than by the VAR model.

5 the Causality Tests Using the Singular Spectrum
Analysis

A question that frequently arises in time series analysis is whether one economic variable
can help in predicting another economic variable. One way to address this question
was proposed in [38]. Granger [38] formalized a causality concept as follows: process X
does not cause process Y if (and only if) the capability to predict the series Y based
on the histories of all observables is unaffected by the omission of X’s history (see also
[39]). Testing causality, in the Granger sense, involves using F-tests to test whether lagged
information on one variable, say X, provides any statistically significant information about
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another variable, say Y, in the presence of lagged Y. If not, then “Y does not Granger-
cause X.”

Criteria for Granger causality typically have been realized in the framework of multi-
variate Gaussian statistics via vector autoregressive (VAR) models. It is worth mentioning
that the linear Granger causality is not causality in a broader sense of the word. It just
considers linear prediction and time-lagged dependence between two time series. The
definition of Granger causality does not mention anything about possible instantaneous
correlation between two series X and Yz. (If the innovation to X7 and the innovation to
Y7 are correlated then it is sometimes called instantaneous causality.) It is not rare when
instantaneous correlation between two time series can be easily revealed, but since the
causality can go either way, one usually does not test for instantaneous correlation. In this
paper, several of our causality tests incorporate testing for the instantaneous causality.
One more drawback of the Granger causality test is the dependence on the right choice of
the conditioning set. In reality one can never be sure that the conditioning set selected is
large enough (in short macro-economic series one is forced to choose a low dimension for
the VAR model). Moreover, there are special problems with testing for Granger causality
in co-integrated relations [40].

The original notion of Granger causality was formulated in terms of linear regression,
but there are some nonlinear extensions in the literature (see, for example, [41]). Hiemstra
and Jones [42] also propose a nonparametric test which seems to be most used test in
testing nonlinear causality. However, this method also has several drawbacks: 1) the
test is not consistent, at least against a specific class of alternatives [43], i) there are
restrictive assumptions in this approach [44] and 1) the test can severely over-reject the
null hypothesis of non-causality [45].

It is also important to note that Granger causality attempts to capture an important
aspect of causality, but it is not meant to capture all. A method based on the information
theory has realized a more general Granger causality measure that accommodates in
principle arbitrary statistical processes [46]. Su and White [47] propose a nonparametric
test of conditional independence based on the weighted Hellinger distance between the
two conditional densities. There are also a number of alternative methods, but they are
rarely used.

We overcome many of these difficulties by implementing a different technique for cap-
turing the causality; this technique uses the singular spectrum analysis (SSA) technique;
a nonparametric technique that works with arbitrary statistical processes, whether linear
or nonlinear, stationary or non-stationary, Gaussian or non-Gaussian.

The general aim of this study is to assess the degree of association between two arbi-
trary time series (these associations are often called causal relationships as they might be
caused by the genuine causality) based on the observation of these time series. We develop
new tests and criteria which will be based on the forecasting accuracy and predictability
of the direction of change of the SSA algorithms.

5.1 Causality Criteria
Forecasting accuracy based criterion

The first criterion we use here is based on the out-of-sample forecasting, which is very
common in the framework of Granger causality. The question behind Granger causality
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is whether forecasts of one variable can be improved using the history of another variable.
Here, we compare the forecasted value obtained using the univariate procedure, SSA, and
also the multivariate one, MSSA. If the forecasting errors using MSSA is significantly
smaller than the forecasting error of the univariate SSA, we then conclude that there is a
casual relationship between these series.

Let us consider in more detail the procedure of constructing a vector of forecasting

error for an out-of-sample test. In the first step we divide the series X = (z1,...,27)
into two separate subseries Xr and Xp: Xy = (Xg, Xr) where Xg = (21,...,2g), and
Xr = (Tgs1,- - ,~xT). The subseries X is used in reconstruction step to provide the

noise free series Xr. The noise free series Xy is then used for forecasting the subseries
X using either the recurrent or vector forecasting algorithm. The subseries Xy will be
forecasted using the recursive h-step ahead forecast with SSA and MSSA. The forecasted
points Xp = (ZR41, .., 27) are then used for computing the forecasting error, and the
vector (zryse,...,2r) is forecasted using the new subseries (1, ...,2g41). This procedure
is continued recursively up to the end of series, yielding the series of h-step-ahead forecasts
for univariate and multivariate algorithms. Therefore, the vector of h-step-ahead forecasts
obtained can be used in examining the association (or order h) between the two series.
Let us now consider a formal procedure of constructing a criterion of SSA causality of
order h between two arbitrary time series.

Criterion

Let X7 = (x1,...,27) and Y7 = (y1,. .., yr) denote two different time series of length 7T'.
Set window lengths L, and L, for the series X7 and Y7, respectively. Here, for simplicity
assume L, = L,. Using the embedding terminology, we construct trajectory matrices
X =[Xy,....,Xk]and Y = [V, ..., Y] for the series X7 and Y7.

Consider an arbitrary loss function £. In econometrics, the loss function £ is usually
selected so that it minimizes the mean square error of the forecast. Let us first assume that
the aim is to forecast the series Xp. Thus, the aim is to minimize £(Xg 1y, — XKJFHJ:),
where the vector X K+H, 1S an estimate, obtained using a forecasting algorithm, of the
vector Xy, of the trajectory matrices X. Note that, for example, when H, = 1, X K41
is an estimate of the vector Xx 1 = (x711,...,Tr4s) where h varies between 1 and L. In
a vector form, this means that an estimate of Xk, can be obtained using the trajectory
matrix X consisting of vectors [X7, ..., Xg|. The vector Xk g, can be forecasted using
either univariate SSA or MSSA. Let us first consider the univariate approach. Define

where X K+H, 1S obtained using univariate SSA; that is, the estimate X K+H, 1S obtained
only from the vectors [ X1, ..., Xk].

Let X7 = (z1,...,27) and Yriq = (Y1, - - ., yr+a) denote two different time series to be
considered simultaneously and consider the same window length L for both series. Now,
we forecast T7i1,...,2ry, using the information provided by the series Yr,, and Xrp.
Next, compute the following statistic:

AXK+H1|YK+Hy = £(XK+Hz - XK+HI)' (9)

where X K+H, is an estimate of Xk obtained using multivariate SSA. This means that
we simultaneously use vectors [Xi,..., Xg] and [Yl, N Hy] in forecasting vector
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Xkim,. Now, define the criterion:

pld) _ AXK+Hx|YK+Hy
Xy =

10
Bxrn, (10)

corresponding to the h step ahead forecast of the series X in the presence of the series
Y71 4; here d shows the lagged difference between series X and Y. 4, respectively. Note
that d is any given integer (even negative). For example, F' )(;TS) indicates that we use
the same series length in h step ahead forecasting series X; we use the series X7 and Yr
simultaneously. F' )((}T}(’]) can be considered as a common multivariate forecasting system for

time series with the same series length. The criterion F )((}T’S) can then be used in evalu-

ating two instantaneous causality. Similarly, F )((hlé) indicates that there is an additional
information for series Y and that this information is one step ahead of the information
for the series X; we use the series Xt and Y7, simultaneously.

It F )(;7"’;,1) is small, then having information obtained from the series Y helps us to have
a better forecast of the series X. This means there is a relationship between series X and
Y of order h according to this criterion. In fact, this measure of association shows how
much more information about the future values of series X contained in the bivariate time
series (X, Y') than in the series X alone. If F’ )((h‘g) is very small, then the predictions using
the multivariate version are much more accurate than the predictions by the univariate
SSA. If F)((h&i) < 1, then we conclude that the information provided by the series Y can be
regarded as useful or supportive for forecasting the series X. Alternatively, if the values
of F )((h";l) > 1, then either there is no detectable association between X and Y or the
performance of the univariate version is better than the multivariate version (this may
happen, for example, when the series Y has structural breaks which may misdirect the
forecasts of X).

To asses which series is more supportive in forecasting, we need to consider another
criteria. We obtain Fg‘l’)?) in a similar manner. Now, these measures tell us whether
using extra information about time series Y7, 4 (or Xr4) supports Xz (or Y7) in h-step

forecasting. If Fg‘l’;) < F )((h‘ﬁ), we then conclude that X is more supportive than Y, and if

F)(g’;l) < Fgll}?), we then conclude that Y is more supportive than X.

Let us now consider a definition for a feedback system according to the above criteria.
It Fé?’)?) < 1land F )((]1";1) < 1, we then conclude that there is a feedback system between
series X and Y. We shall call it F-feedback (forecasting feedback) which means that using
a multivariate system improves the forecasting for both series. For a F-feedback system,
X and Y are mutually supportive.

Statistical test

To check if the discrepancy between the two forecasting procedures are statistically sig-
nificant we may apply the Diebold and Mariano [48] test statistic, with the corrections
suggested in [49]. The quality of a forecast is to be judged on some specified function
L as a loss function of the forecast error. Then, the null hypothesis of equality of ex-
pected forecast performance is E(D;) = 0, where Dy = (Dxyc, . Vi, n, — Dxyc,n,) and
Dx e\ 1vicrw, a0d Dx,,,, ~are the vectors of the forecast errors obtained with the uni-
variate and multivariate approaches, respectively. In our case, £ is the quadratic loss

22



function. The modified Diebold and Mariano statistic for a h step ahead forecast and the
number of n forecasted points is

S:D\/n+1—2h+h(h—1)/n

nvar(D)

1 ~

where D is the sample mean of the vector D, and var(D) is, asymptotically n ! (% +2 ZZ:l Vi

where 7 is the k-th autocovariance of D, and can be estimated by n~' Y}, | (Dy —
D)(D;—,— D). The S statistic has an asymptotic standard normal distribution under the
null hypothesis and its correction for a finite samples follows the Student’s ¢ distribution

with n — 1 degrees of freedom.

5.2 Direction of change based criterion

Ash [50] argue that for some purposes, it may be more harmful to make a smaller predic-
tion error yet fail in predicting the direction of change, than to make a larger directionally
correct error. Clements and Smith [51] discuss that the value of a model’s forecasts may
be better measured by the direction of change. Heravi [25] argue that the direction of
change forecasts are particularly important in economics for capturing the business cycle
movement relating to expansion versus contraction phases of the cycle. Thus as another
measure of forecasting performance, we also compute the percentage of forecasts that
correctly predict the direction of change.

Criterion

The direction of change criterion shows the proportion of forecasts that correctly predict
the direction of the series movement. For the forecasts obtained using only Xr (uni-
variate case), let Zx, take the value 1 if the forecast observations correctly predicts the
direction of change and 0 otherwise. Then Zy = Y1, Zx;/n shows the proportion of
forecasts that correctly predict the direction of the series movement (in forecasting n data
points). The Moivre-Laplace central limit theorem implies that, for large samples, the
test statistic 2(Zy — 0.5)N 1/2 i approximately distributed as standard normal. When
Zx is significantly larger than 0.5, then the forecast is said to have the ability to predict
the direction of change. Alternatively, if Zy is significantly smaller than 0.5, the forecast
tends to give the wrong direction of change.

For the multivariate case, let Zx|y; takes a value 1 if the forecast series correctly
predicts the direction of change of the series X having information about the series Y and
0 otherwise. Then, we define the following criterion:

Zx

D(hvd) —
Zx|y

Xy —

(11)

where h and d have the same interpretation as for F)((hlﬁ)' The criterion D%’i) characterizes
the improvement we are getting from the information contained in Y7y, (or Xryp,) for
forecasting the direction of change in the h step ahead forecast.

If D%’? < 1, then having information about the series Y helps us to have a better
prediction of the direction of change for the series X. This means that there is an asso-

ciation between the series X and Y with respect to this criterion. This criterion informs
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us how much more information we have in the bivariate time series relative to the infor-
mation contained in the univariate time series alone with respect to the prediction of the
direction of change. Alternatively, if Dg?{i) > 1, then the univariate SSA is better than
the multivariate version.

To find out which series is more supportive in predicting the direction of Chan%e, we
consider the following criterion. We compute Dg/hl’;? in a similar manner. Now, if D;"? <

D%’;ﬁ), then we conclude that that X is more supportive (with respect to predicting the

direction) to Y than Y to X.

Similar to the consideration of the forecasting accuracy criteria, we can define a feed-
back system based on the criteria characterizing the predictability of the direction of
change. Let us introduce a definition for a feedback system according to Dg?"i) and Dgﬁ’;?.

If Dg,h{;? < 1 and Dg?"i) < 1, we conclude that there is a feedback system between the se-
ries X and Y for prediction of the direction of change. We shall call this type of feedback
D-feedback. The existence of a D-feedback in a system yields that the series in the system

help each other to capture the direction of the series movement with higher accuracy.

Statistical test

Let us describe a statistical test for the criterion Dg?’i). As in the comparison of two

proportions, when we test the hypothesis about the difference between two proportions,
first we need to know whether the two proportions are dependent. The test is differ-
ent depending on whether the proportions are independent or dependent. In our case,
obviously, Zx and Zx|y are dependent. We therefore consider this dependence in the
following procedure. Let us consider the test statistic for the difference between Zx and
Zx|y. Assume that Zy and Zyy, in forecasting n future points of the series X, are
arranged as Table 10.

Then the estimated proportion using the multivariate system is Pxy = (a+b)/n, and
the estimated proportion using the univariate version is Px = (a + ¢)/n. The difference
between the two estimated proportions is

a+b a—l—c_b—c
n n  n

m=Pxy —Px = (12)

Since the two population probabilities are dependent, we cannot use the same approach
for estimating the standard error of the difference that is used for independent case. The
formula for the estimated standard error for the dependent case was given in [52]:

SE(r) = 1\/<b+c> _b=f (13)

n n
Let us consider the related test for the difference between two dependent proportions,

then the null and alternative hypotheses are:
H 0-Tqg—= AO

H, :mqg # Ay (14)

The test statistic, assuming that the sample size is large enough for the normal approxi-
mation to the binomial to be appropriate, is:

T—Ag—1/n

T, =
SE(m)

(15)
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where 1/n is the continuity correction. In our case Ay = 0. The test statistic then

becomes:

B (b—c)/n—1/n B b—c—1
1/ny/(b+c)—(b—c2/n  J(b+c)—(b—c)?/n
The test is valid when the average of the discordant cell frequencies, (b + ¢)/2, is

equal or more than 5. However, if this is less than 5, a binomial test can be used. Note

that under the null hypothesis of no difference between samples Zy and Zx)y, Tr, is
asymptotically distributed as standard normal.

(16)

d

5.3 Comparison with Granger causality test
Linear Granger causality test

Let Xt and Y7 be two stationary time series. To test for Granger causality we compare
the full and the restricted model. The full model is given by
Ty =@+ Q11+ .+ Oplip T V1Y + -+ VpYp + & (17)

z|y

where {atz‘y} is an uid sequence with zero mean and variance o,),, ¢; and ; are model
parameters. The null hypothesis stating that Y does not Granger cause Xy is:

Hoy=9¢r1=v%a=...=9¢,=0 (18)

If the null hypothesis holds, the full model (17) is reduced to the restricted model as
follows:

Ty = Qo+ Q121+ ...+ OpT_p41 + €y, (19)

where ¢, is 7id sequence with zero mean and variance o,. The forecasting results obtained
by the restricted model (19) are compared to those obtained using the full model (17) to
test for Granger causality. We then apply the F-test (or some other similar test) to obtain
a p-value for whether the full model results are better than the restricted model results.
If the full model provides a better forecast, according to the standard loss functions,
we then conclude that Yy Granger causes Xp. Thus, Yr would Granger cause Xrp if
Y7 occurs before and contains information useful in forecasting Xr. As the formula of
Granger causality shows, the test, in fact, is a mathematical formulation based on the
linear regression modeling of two time series. Therefore, the above formulation of Granger
causality can only give information about linear features of the series.

Let us now compare the similarity and dissimilarity of the proposed algorithm which
is based on the SSA forecasting algorithm with the Granger causality procedure. As
mentioned in the description of the SSA forecasting algorithm, the last component X, of
any vector X = (z1,...,27)T € £, is a linear combination of the first L — 1 components
(x1,...,2_1) such that:

rp =1 +...+op_171.

where A = («, ..., ar_1) can be estimated using the eigenvectors of the trajectory matrix
X. Thus, the univariate version of SSA is given by

Ty =0T 1+ ...+ QL 141 (20)
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As can be seen from (20), a univariate SSA forecasting formula is similar to the restricted
model. However, the procedure of parameter estimation in the SSA technique and the
Granger model are quite different. Both are linear combinations of previous observations,
and from this point of view both are similar. The multivariate version of SSA is a system
in which X7 and Y7 are considered simultaneously to estimate vectors A and B as follows.
The multivariate forecasting system is:

( $t> _ ( T + ...+ OéL_1=Tt—L+1) (21)
Yt Brye—1+ o+ Br1Yi-r+1

where the vectors A = (aq,...,ar1) and B = (f1,...,01-1) are estimated using the
eigenvectors of the trajectory matirx M = [X Y]T. As equation (21) shows, the mul-
tivariate SSA is not similar to the Granger full model. An obvious discrepancy is that
we use the value of the series Y in parameter estimation and also in forecasting series
X in the Granger based test, while we use the information provided in the subspaces
generated by Y in multivariate SSA and not the observed values. More specifically, the
Granger causality test uses a linear combination of the values of both series X and Y in
the full model, whereas multivariate SSA uses the information provided by X and Y in
construction of the subspace and not the observations themselves.

Nonlinear Granger causality test

It is worth mentioning that the simultaneous reconstruction of the trajectory matrices
X and Y in the MSSA technique is also used in testing for Granger causality between
two nonlinear time series. Let us consider the concept of nonlinear Granger causality in
more detail. Let Z = [X,Y] be the joint trajectory matrix with lagged difference zero
(same value of K in the trajectory matrices X and Y). In the joint phase space consider
a small neighborhood of any vector. The dynamics of this neighborhood can be described
via a linear approximation and a linear autoregressive model can be used to predict the
dynamics within the neighborhood. Assume that the vectors of prediction errors are given
by ex|y and ey|x. The reconstruction and the fitting procedure are now employed for the
individual time series X7 and Y7 in the same neighborhood and the vector of prediction
errors ey and ey are then computed. Now, we compute the following criteria

Var(exyy) Var(eyx)
Var(ex) = Var(ey)

(22)

The above procedure is then repeated for various regions on the attractor, each column
of trajectory matrices X and Y, and the average of the above criteria are used. The
above criteria, clearly, can be considered as a function of neighborhood size. If the ratios
are smaller than 1, we then conclude that there is a nonlinear Granger causal relation
between two series. The similarity of nonlinear Granger causality test with SSA causality
test is only in the construction of the trajectory matrices X and Y using embedding
terminology, which is only the first step of SSA. Otherwise, the Granger nonlinear test is
different from the test considered here. Moreover, the major drawback of the standard
nonlinear analysis is that it requires a long time series, while the SSA technique works
well for short and long time series [12].
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Further discussion of the difference between Granger causality and the SSA-
based techniques

One of the main drawbacks of the Granger causality is that we need to assume that
the model is fixed (we then just test for significance of some parameters in the model);
model can be (and usually is) wrong. The test statistics used for testing the Granger
causality are not comprehensive. In the certain case of the linear model, testing for
Granger causality consists in the repeated use of the standard F-test which is sensitive to
various deviations from the model, and the Granger causality is only associated with the
lag difference between the two series.

In our approach, the model of dependence (or causality) is not fixed a priori; instead,
this is built into the process of analysis. The models we build are non-parametric and are
very broad (in particular, causality is not necessarily associated with a lag) and flexible.

The tests for Granger causality consider the past information of other series in fore-
casting the series. For example, in the linear Granger causality test, we use the series X
up to time ¢ and the series Y up to time ¢t — d; and the series Y7_4 is used in forecasting
series X7. Whereas in the proposed test here, the series Y74 is employed in forecasting
series Xr.

Furthermore, the tests for Granger causality are based on the forecasting accuracy.
In this paper, we have also introduced another criterion for capturing causality which is
based on the predictability of the direction of change.

The definition of Granger causality does not mention anything about possible instan-
taneous correlation between two series X7 and Y7, where the criteria introduced enable
an interpretation of an instantaneous causality. In fact, the proposed test is not restricted
to the lagged difference between two series. It works equally well when there is no lagged
difference between series.

Furthermore, real world time series are typically noisy (e.g., financial time series), non-
stationary, and can have small length. It is well known that the existence of a significant
noise level reduces the efficiency of the tests (linear and nonlinear) for capturing the
amount of dependence between two financial series [53].

There are mainly two different approaches to examine causality between two time
series. According to the first one, that is utilized in current methods, the criteria of
capturing causality is computed directly from the noisy time series. Therefore, we ignore
the existence of the noise, which can lead to misleading interpretations of causal effects.
In our approach, the noisy time series is filtered in order to reduce the noise level and
then we calculate the criteria. It is commonly accepted that the second approach is more
effective than the first one if we are dealing with the series with high noise level [5].

5.4 Empirical results

The results presented in previous section showed that the VAR model is not a suitable
choice in predicting the UK industrial production series, while SSA (specifically, multivari-
ate SSA) decisively outperforms the VAR model. We also found that the UK industrial
production series series are nonlinear, non-stationary and are not normally distributed.
Moreover, the Granger causality test confirms that there is a Granger causality between
series considered in multivariate forecasting approach.

Next we consider the proposed test for finding causality between, the Food and the
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Chemical series using the criteria we have introduced in previous section. For more
application of the proposed tests on exchange rate series and the final vintage of the
Index of Industrial Production series see [20]. It is very clear that the Food and Chemical
series are highly correlated (indeed, the linear and nonlinear correlation coefficient between
each two series are about 0.75 and 0.85, respectively). Fig. 5 shows both the Food and
Chemical series over the period Feb-1978 to Aug-2009.

We perform h = 1,3,6 and 12 step ahead forecasting based on the most up-to-date
information available at the time of the forecast. We use both series simultaneously,
e.g. we use the Food series in forecasting the Chemical series and vice versa. We use d-
step ahead information of the Food series as additional information in forecasting h ste
ahead of the Chemical series and vice versa. We denote these statistics F }(7}|LCC'I ) and F gf}f ,
respectively. Note that we select window length 24 for both single and multivariate SSA
in forecasting these series. In model selection for VAR model we use Akaike Information
criterion, AIC, and Schwarz Information Criterion, SC, values to identify the VAR model
order. The symbol * indicates the significant results on the 1% level.

As we mentioned earlier the Granger causality test results confirm that there is a
significant relationship between the Food and the Chemical series. To examine this using
the SSA technique, next we consider MSSA with d additional observations for one series.
For example, we use the Food series up to time ¢, and the Chemical series up to time
t + d in forecasting h step ahead of the Food series to compute F Isf‘b’cd). We use similar
procedure in forecasting the Chemical series. We expect this additional information to
give better results in both forecasting accuracy and the direction of change prediction.

Let us first consider the results obtained for the Food series using extra information
of Chemical series. As can be seen from Table 11, the accuracy of the results obtained
using MSSA are better than those obtained using SSA for h > 6 with respect to rd

FlC
column AégiA. The MSSA also improved predictability of the direction of change of the
Food series for all considered horizon (according to Dgﬁ’g) column MS*Z‘ZA in Table 12). The

results show that, for the Food series, we have improved both accuracy and direction of
change of the forecasting results for h > 6. Furthermore, the prediction of correct change
has been improved for A < 6. This indicates that we can at least improve the direction of
change predictability for the Food series using extra information of the Chemical series.

Note also that, F}Tg) for h = 1,...,6 is equal to 1 or slightly grater than 1 which
indicates that the multivariate version could not help in short horizon forecasting. To
examine this more precisely, we need to increase our forecasting period. In average, we
were able to improve both forecasting accuracy and direction of change predictability by
4%. As the results show, the VAR model can not help us in forecasting the Food series
using extra information of the Chemical series according to the results provided in the
second column of Tables 11 and 12. To have more comparison, we have compared VAR
results and those obtained by MSSA. As it can be seen from the tables, the results obtained
by MSSA are much better than those provided using the VAR model. On average, the
MSSA results are up to 50% and 13% better than the VAR model in forecasting accuracy
and predictability of the direction of change.

Let us now consider the results of forecasting the Chemical series having extra ob-
servation of the Food series. As can be observed from columns F gll’;l), Dgll’;f), the errors
for the MSSA forecast and direction of change, with d additional observations, are much

smaller than those obtained for the univariate SSA. These results are also better than the
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results obtained using multivariate approach with zero lag difference. This is not surpris-
ing as the additional data used for forecast is highly correlated with the values we are
forecasting. As the results show the accuracy performance of MSSA has been significantly
increased. However, it seems that this correlation, either linear and nonlinear, does not
capture by the VAR model properly.

For example, in forecasting one step ahead of the Chemical series having extra infor-
mation of the Food series, comparing to univariate case, we have improved the accuracy
and the direction of change of the forecasting results up to 45% and 35% (column 4 of
Tables 11 and 12), respectively. On average, the forecasting accuracy results have been
improved up to 39% and 22% using MSSA and VAR model, respectively. However, the
direction of change results, presented in table 12 for the Chemical series, confirm that
even though VAR model could help us to improve the forecasting accuracy, it fails to
improve the direction of change predictability. Comparing MSSA prediction of change
results and forecasting accuracy results relative to VAR model indicates that the MSSA
technique are up to 24% and 9% better than the VAR model, respectively.

Moreover, Fgfﬁ) > F ;,}‘L’Cd) indicates that, in forecasting this period of the series, the
Food series is more supportive than the Chemical series in terms of forecasting accuracy.

Furthermore, the results of Table 12 confirm that there exists D-feedback between
the Food and Chemical series for Ao = 1,...,12. This means that considering both the
Food and Chemical series simultaneously and using SSA, we are able to improve the
predictability of the direction of change. On average, the MSSA results has improved
the percentage of correct prediction of the series movement up to 4% and 22% for the
Food and the Chemical series, respectively. Moreover, there exists F-feedback between
the Food and the Chemical series for h =6, ..., 12.

Finally, comparing VAR results and ARIMA results in terms of forecasting accuracy
and direction of change predictability confirms that for the Food series VAR models
can not help us to improve our results whilst there exists Granger causality between
series. However, as the results show, VAR model can improve the results obtained for
the Chemical series except for h = 7 and 9 (this probably happened as our out-of-sample
size is short). On average, for the Chemical series, MSSA and VAR model enable us to
improve the forecasting accuracy up to 34% and 12%, respectively. However, there is no
improvement for the direction of change prediction using VAR model for both the Food
and the Chemical series.

6 Summary and conclusion

Given that the dynamics of the economy of many countries has gone through many
political and structural changes over different periods of time, one needs to make certain
that the method of prediction is not sensitive to the dynamical variations.

In this regard the Singular Spectrum Analysis (SSA) technique can be considered as a
technique which is not too sensitive to the structural breaks. The data considered in this
study has a complex structure and contains structural changes; as a consequence, we found
superiority of SSA over classical techniques. We are motivated to use SSA because of its
capability in dealing with stationary as well as non-stationary series. Moreover, contrary
to the traditional methods of time series forecasting (both autoregressive or structural
models that assume normality and stationarity of the series), the SSA technique is non-
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parametric and makes no prior assumptions about the data.

In this report, we have described the methodology of SSA and demonstrated that SSA
can be successfully applied to the analysis and forecasting of the industrial production
series for the United Kingdom. This research has illustrated that the SSA technique
performs well in the simultaneous extraction of harmonics and trend components even in
circumstances where there is a structural break in series. The comparison of forecasting
results showed that SSA is more accurate than ARIMA model confirming the results
obtained in [16]. The multivariate SSA also outperformed the VAR model in predicting
the values and the direction of the production series according to the RMSE criterion and
the direction of change results.

We also considered empirical cumulative distribution function and descriptive statistics
of the errors obtained by SSA, MSSA, ARIMA and the VAR model. The results confirmed
that the errors obtained by SSA are stochastically smaller than those obtained by ARIMA
in the univariate case. Similarly, MSSA forecast errors are stochastically smaller than
those obtained by the VAR model. The results obtained from the empirical cumulative
distribution function were in line with those concluded from descriptive statistics. The
overal conclusion according to these criteria is, the SSA outperforms the ARIMA model
in the univariate approach, and MSSA outperforms VAR model in multivariate approach.

We therefore conclude that the SSA technique can be considered as a reliable method
for predicting recessions and expansions. The series considered in this research are some
examples of different seemingly complex series with potential structure which can be easily
analysed by SSA and could provide a typical example of a successful application of SSA.

We also developed a new approach in testing for causality between two arbitrary uni-
variate time series. We introduced a family of causality tests which are based on the
singular spectrum analysis (SSA) analysis. The SSA technique accommodates, in princi-
ple, arbitrary processes, including linear, nonlinear, stationary, non-stationary, Gaussian,
and non-Gaussian. Accordingly, we believe our approach to be superior to the tradi-
tional criteria used in Granger causality tests, criteria that are based on autoregressive
integrated moving average (p, d, q) or multivariate vector autoregressive (VAR) represen-
tation of the data; the models that impose restrictive assumptions on the time series
under investigation.

Several test statistics and criteria are introduced in testing for casuality. The criteria
are based on the idea of minimizing a loss function, forecasting accuracy and predictability
of the direction of change. We use the univariate SSA and multivariate SSA in forecasting
the value of the series and also prediction of the direction.

The performance of the proposed test was examined using the Food production series
and the Chemical series for the United Kingdom. It has been shown that, on average,
the Chemical series causes the Food series and the Food series causes the Chemical series
in terms of direction of change predictability. Therefore, we conclude that there exists a
SSA causal relationship between the Food and the Chemical series in forecasting direction
of change. We also found that there exist one way causality between the Food and the
Chemical series in terms of forecasting accuracy criterion for horizon longer than 6 months.
On the other hand the VAR model fails to use the dependence between the Food and the
Chemical series.
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Series RRMSE
h SSA VAR MSSA  MSSA
Food products 1 1.01 0.98 1.07 1.09
(Chemical) 3 1.00 1.36 1.03 0.75
= 6 0.96 1.37 0.95 0.70*
12 0.95 1.32 0.94 0.71*
Chemicals 1 081" 0.54* 0.56* 1.03
(Electricity and Gas) 3 089 0.90 0.54* 0.60*
= 6 0.96 1.19 0.68* 0.57*
12 1.03 1.38 0.52* 0.38*
Basic metals 1 0.68* 0.54* 0.51* 0.94
(Fabricated metal) 3  0.61* 1.28 0.53* 0.41*
= 6 0.87 1.49 0.60* 0.40*
12 1.00 1.42 0.65* 0.45*
Fabricated metal 1 046" 0.82* 0.44* 0.54*
(Vehicles) 3 048" 0.76* 0.46* 0.61*
= 6 0.59* 0.76* 0.58* 0.77*
12 0.74* 0.79* 0.65* 1.17
Machinery 1 0.62* 0.65* 0.44* 0.78*
(Electrical machinery) | 3 0.68* 0.90 0.52* 0.58*
= 6 0.77* 0.92 0.67* 0.73*
12 0.77* 0.80* 0.72* 0.90
Electrical machinery 1 0.56* 0.46* 0.48% 1.04
(Machinery) 3  0.65* 0.79* 0.61* 0.78*
= 6 1.04 1.26 0.97 0.77*
12 0.94 1.03 0.94 0.91
Vehicles 1 0.69* 0.78* 0.66* 0.84*
(Basic metal) 3 0.86 1.14 0.82* 0.72*
= 6 0.99 1.22 0.92* 0.75*
12 0.86* 1.06 0.90 0.85*
Electricity and Gas 1 035" 0.34* 0.33* 0.97
(Chemicals) 3 0.46* 0.74* 0.49* 0.70*
= 6 0.60* 0.79* 0.56* 0.76*
12 0.66* 1.08 0.60* 0.61*
Average 1 0.61 0.63 0.53 0.85
3  0.69 0.99 0.62 0.63
6 0.86 1.14 0.76 0.66
12 0.89 1.11 0.82 0.74
Score 1 7 8 7 5
3 7 5 7 8
6 7 3 8 8
12 6 2 8 7

Table 7: Forecasting results for the UK industrial production series using ARIMA, SSA,
VAR and MSSA methods.
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Method \ N \ Mean \ SD \ Min Median | Max
1-step ahead
ARIMA | 256 | -0.0623 | 0.1246 | -0.549 | -0.0223 | 0.252
SSA 256 | -0.0105 | 0.0854 | -0.419 | -0.0071 | 0.216
VAR 256 | -0.0021 | 0.0838 | -0.410 | -0.0180 | 0.193
MSSA 256 | -0.0015 | 0.0704 | -0.293 | -0.0002 | 0.159
3-step ahead
ARIMA | 240 | -0.0760 | 0.1290 | -0.582 | -0.0259 | 0.246
SSA 240 | -0.0217 | 0.1053 | -0.468 | -0.0112 | 0.225
VAR 240 | -0.0492 | 0.1513 | -0.584 | -0.0221 | 0.261
MSSA 240 | -0.0172 | 0.1001 | -0.463 | -0.0048 | 0.121
6-step ahead
ARIMA | 216 | -0.0779 | 0.1367 | -0.6082 | -0.0289 | 0.177
SSA 216 | -0.0424 | 0.1274 | -0.5938 | -0.0251 | 0.154
VAR 216 | -0.0670 | 0.1795 | -0.6816 | -0.0271 | 0.279
MSSA 216 | -0.0382 | 0.1182 | -0.3880 | -0.0125 | 0.124
12-step ahead
ARIMA | 168 | -0.1280 | 0.1559 | -0.6922 | -0.0670 | 0.134
SSA 168 | -0.0952 | 0.1496 | -0.6310 | -0.0579 | 0.129
VAR 168 | -0.0869 | 0.2045 | -0.7128 | -0.0474 | 0.283
MSSA 168 | -0.0759 | 0.1323 | -0.5740 | -0.0412 | 0.117

Table 8: Descriptive statistics for out-of-sample absolute forecasting errors.
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Figure 4: The empirical cumulative distribution functions for the absolute forecasting

errors of ARIMA, SSA, VAR and MSSA. 33




Series h  ARIMA SSA VAR MSSA
Food products 1 087" 0.77*  0.77" 0.84*
3 o0.7r 0.83* 0.77* 0.77*
6  0.89* 0.89* 0.93* 0.93*
12 0.67 0.71* 0.76* 0.76*
Chemicals 1 071" 0.55  0.77* 0.71*
3 0.70* 0.67 0.53 0.70*
6 0.74* 0.74* 0.52 0.81*
12 0.67 0.62 0.62 0.81*
Basic metals 1 0.68* 0.81* 0.74* 0.81*
3  0.80% 0.80* 0.50  0.83*
6 0.70* 0.67 0.44 0.70*
12 0.71* 0.76* 0.29  0.76*
Fabricated metal 1 061 0.71* 0.81* 0.81*
3  0.70% 0.83* 0.60 0.83*
6  0.70* 0.67 0.59 0.70*
12048 0.71* 0.90* 0.81*
Machinery 1 0.74* 0.77 0.74* 0.87*
3  0.80% 0.73* 0.57  0.90*
6  0.74* 0.74* 0.70* 0.89*
12 0.52 0.67 0.76* 0.67
Electrical machinery | 1 0.68* 0.74* 0.77*  0.77*
3 077 0.70* 0.70* 0.80*
6 0.67 0.70* 0.56  0.59
12 0.71* 0.76* 0.48 0.67
Vehicles 1 0.65 0.71* 0.68* 0.81*
3 077 0.67  0.70* 0.67
6 0.74* 0.70* 0.67  0.74*
12 0.67 0.81* 0.67 0.71*
Electricity and Gas | 1 0.48 0.87* 0.81* 0.94*
3 063 0.87* 0.53  0.93*
6  0.96* 1.00* 0.52  1.00*
12 0.57 0.71* 0.62 0.67*
Average 1 0.68 0.74 076  0.82
3 074 0.76  0.61 0.80
6 0.77 0.76  0.62 0.80
12 0.63 0.72 064 0.73

Table 9: Direction of change results for the UK industrial production series using ARIMA,
SSA, VAR and MSSA methods.
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1 1 a
1 0 b
0 1 c
0 0 d
Total n=a+b+c+d

Table 10: An arrangement of Zx and Zxy in forecasting n future points of the series X.
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Figure 5: The UK Food production (bold) and Chemical series (thin) over the period
Feb-1978 to Aug-2009.

h Fl(fl”’c‘f) Fgll;j)
MSSA VAR MSSA MSSA VAR MSSA
SSA ARIMA VAR SSA ARIMA VAR
1 1.05 1.08 0.62* 0.55* 0.72* 0.83*
2 1.03 1.10 0.55% | 0.74%  0.61* 0.86*
3 1.02 1.11 0.50% | 0.69%  0.72* 0.85%
4 1.03 1.14 0.52% | 0.73%  0.80% 0.86*
5 1.00 1.12 0.53% | 0.67*  0.98 0.83*
6 0.90 1.15 0.48* | 0.85%  1.00 0.73%
7 0.85%  1.17 0.44* | 0.60*  1.06 0.74*
8 0.87* 1.08 0.45* 0.60%* 0.95 0.72*
9 0.85%  1.06 0.43* | 0.53*  1.08 0.60*
10 0.83%  1.07 0.39% | 0.54*  0.97 0.59%
11 0.92 1.09 0.49* 0.42%* 0.92 0.68%*
12 0.97 1.07 0.66* | 0.45%  0.80% 0.78%
Average | 0.96 1.10 0.50 0.61 0.88 0.76

Table 11: The value of RRMSE in forecasting h step aheads for Food and Chemical series
for d = 12.
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) D)

h D
F|C C|F
MSSA VAR MSSA NMSSA VAR MSSA
SSA ARIMA VAR SSA ARIMA VAR
1 0.89 1.08 0.93 0.65*  0.96 1.00
2 0.96 1.00 0.88 0.90 0.91 1.05
3 0.93 1.29 0.78* | 0.95 1.29 0.89
4 0.92 1.14 0.85% | 0.90 111 0.95
5 0.96 1.25 0.80* | 0.81*%  1.25 0.76*
6 0.96 1.19 0.84* | 1.00 1.67 0.63*
7 0.98 1.21 0.86* | 0.57%  1.06 0.74%
8 1.00 1.17 0.78% | 0.84*  1.00 0.89
9 0.95 1.05 0.86* | 0.88 1.13 0.94
10 1.00 1.00 0.90 0.86*  1.07 1.07
11 1.00 0.93 1.07 0.53*  1.08 0.87*
12 0.92 0.73 0.85* | 0.50%  0.67* 1.07
Average | 0.96 1.0 0.87 0.78 1.10 0.01

Table 12: Post sample relative percentage of the corrected forecast sign for Food and
Chemical series.
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