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Relative Prices as an Instrument of Forecasting of Prices.
This report is appealing to people who are interested in price forecasting for several years ahead. One needs such a forecast, for instance, in investment project evaluation. The depth of the forecast depends on specific features of the project, but in any case the forecasting algorithm used should provide depth of 5-10 years. Such a depth is sufficient for qualitative valuation of an investment project relating to power plant construction. So, if the lifetime of power plant equipment is about 30 years and the discount rate is 10% then during the first 10 years one accumulates 65% of NPV of the project. 

         The fundament of forecasting is the conception of relative price of a commodity that splits into international and national components, the first of them is calculated by a common for all countries rule, and the second is specified by individual features of each country
 .
 Price = (International component x GDP per capita) x National component
         (1)
         The nature of the model implies estimation of its parameters on the basis of a cross-section consists of data on individual countries with big difference between GDP by PPP. The international component is considered to be a function of GDP  by PPP per capita.  The structure of the right term of (1) means that the forecast is attributed to a scenario of economic development of the country and can be considered as its specification for commodities prices. Unlike the international component, the national component is assumed to depend on factors specific for the country. In Russia the natural gas price is a factor of this type. The regression parameters were estimated with a cross-section for 31 countries for the years 2000-2006   with R2 adjusted 0.988.
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