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The Bank of Canada’s Commodity Price Projection Model (2.0)

1 Demand matters: Previous BoC1. Demand matters: Previous BoC 
commodity price projection models 
explained movements using a 
measure of the world output gap 
(Demers Lalonde Zhu 2003)(Demers, Lalonde, Zhu, 2003).

2. Emerging Asia matters: for 
commodity prices, not just a general 
measure of slack in the global 
economyeconomy.

3. Intensity of use matters: The new 
CPPM also takes into account the 
intensity of use among the important 

i A i iemerging Asian economies.

Emerging Asia accounts for 
larger slices (intensity) oflarger slices (intensity) of 

a growing pie (growth).



The New Model: Motivation

The goal of the model is to capture the role of

emerging Asia (intensity and growth) on the 

projection of commodity prices, 

while at the same time capturing the impact of

global GDP growth on commodity demandglobal GDP growth on commodity demand.



The New Model: Structure 
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The New Model: Forecast Errors
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Non-energy Model Dynamic Forecast 
(First specification)
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The New Model: Forecast Errors
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Oil Model Dynamic Forecast
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The New Model: Pros and Cons 
Pros ConsPros

1. Ease of explanation

2. Model can capture different 

Cons
1. Estimation begins in 1996 due to 

limited data availability

elasticities and shocks from 
different regions

3. Good properties

2. Supply conditions are not 
explicitly introduced

3. Can other variables affect 

4. Explicit role for emerging Asia commodity prices(financial 
factors, interest rates)?

4. Emerging Asia may not always 
be the key driver.
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Supply

• The CPPM is focused on demand side drivers 
of commodity prices.

• What about supply?pp y

• The Staff complement the quarterly 
projection round with a detailed examinationprojection round with a detailed examination 
of various supply indicators / discussions with 
industry experts not captured in the model.industry experts  not captured in the model.



Commodity Price Changes

80%

100%

0%

20%

40%

60%

-60%

-40%

-20%

0%
Peak to Trough
Trough to Latest

-100%

-80%

B
C

PI

B
C

N
E O
il

at
 G

as

Fo
od

M
et

al
s

N
a M



Supply: Some of the questions

1. What are the long‐term prospects for oil supply?

2. “Game changer” in natural gas

3. Has Chinese stockpiling driven up commodity 
prices?

4. How important is the latest round of OPEC supply 
?cuts?



How important were the latest round of OPEC 
supply cuts?
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