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A Study on Composing a Lagging Indicator
for Taiwan

Jhih-Hong Syu

Analyst
Economic Research Department, CEPD

Abstract

With a quarter of a century having passed since Taiwan stopped
compiling a lagging indicator, the time is due to consider reinstituting
such an indicator to complement the leading and concurrent indicators
presently in use. Hence, this study attempts to select suitable
components for the compilation of a lagging indicator through
extensive testing of macroeconomic series, to make Taiwan’s
economic indicators more complete.

The outcome of the study is the preliminary selection of seven
components for the lagging indicator, namely: the unemployment rate
(inverted), the index of labor cost per unit of output in manufacturing,
overnight interest rates of the interbank call loan market, the amount
of credit card cash advances, the customs value of imports,
manufacturing sales (investment goods), and the manufacturing
inventory to sales ratio. The lagging indicator composed from these
components performs very well, showing a lag of 8 months at peak
and a lag of 9 months at trough, with a highest correlation coefficient
of 0.70, and a ratio of only 13% of missing turning points.
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