Price Dynamics of Plastics and  its Feedstocks: A look at the Asian and North West European Markets

Abstract: 

This paper is the first attempt to investigate: (i) is the price of plastic significantly related to those of its feedstocks?  (ii) who drives the plastic prices?   The paper is motivated by the recent and growing debate on the lead-lag  relationship between the prices of plastic and its feedstocks. Our findings, based on  the most recently developed ‘long-run structural modelling’ [Pesaran and Shin, Econometric Reviews, 2002] and subject to the limitations of the study, tend to suggest:  (i) plastic price is cointegrated with its feedstock prices (ii) Our within-sample error-correction model results tend to indicate that plastic prices in North West Europe appear to have been driven mostly by the prices of its inputs such as, crude and naphtha. In contrast to the above, plastics in Asia do not appear to have been driven mostly by its inputs. These results are consistent, during most of the period under review, with the surge in demand for plastics throughout the Far East, particularly in China, Taiwan and South Korea, which appears to have played relatively a more dominant role in the dynamic interactions of input and product prices. However, during the post-sample forecast period as evidenced in our variance decompositions analysis, the emergence of crude as a leading player in both continents, is consistent with the most recent surge in crude price reflecting the growing importance of input cost in determining the dynamic interactions of input and product prices.
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