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Coconut (Cocos nucifera L) is an essential food item for Sri Lankans' The

frequent fiuctuations in the retail price of coconut are a major policy concefn'

Higi retail prices of coconuts experienced over recent years have led to the

vi& that volatility has increased-. This study first examines the volatility of
the retail price of coconuts and then uses the estimated variance to forecast

future pri""r. The literature suggests that volatility is best captured in

conditional heteroskedastic models. The study used time series secondary data

ofcoconut production and retail prices for a period of30 years (from January

1991 to July 2020) for the analysis. Among the different types of functional

forms tested, the Generalized Autoregressive Conditional Heteroscedasticity

(GARCH) (1,1) model was selected as the best fit model according to the

Akaike,s Information Criterion. The model was tested for autocorrelation and

heteroskedasticity using the Durbin-Watson statistic and the Breusch-pagan

test respectively and co-nfirmed its validity. Coefficients of past values of the

error term and past values of conditional variance are positive and significant

at a 5o/o level indicating that the price volatility is present in coconuts during

the period considered. toefficients of lagged conditional-variance and lagged

squared error terms ate 0.771 and 0.179 respectively qd their summation is

.1or", to one confirms that aparticular volatility shock is persisting for some

period. The estimates of the root mean square error of the price forecasting

model, which used to forecast the prices for a period of one year starting ft9*
Jwrc 2020 shows the robustness olthe prediction. Furthermore, it shows that

the average retail price of coconut for the forecasted period is Rs'54'40/nut'

The estimates of the prevalence and persistence of retail price volatihty il
coconuts and higher forecasted prices, necessitate such management through

various policy interventions.

Keywords: Coconut, Conditional Heteroscedastic Models, GARCH, Price

Volatility

66

.t


