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Abstract
In this paper, we apply the least angle regression (LARS) to select the component
series for developing the composite indicators, including leading, coincident and
lagging indicators. We use two-step approach: first, we collect 103 macroeconomic
variables, define the variables and refer to three subgroups: leading, coincident and
lagging groups, based on the reference series. For each subgroup, we use LARS to
select the variables which are linked to reference series, and identify the period of
leading/lagging time of each individual variable. Second, we construct the composite
indicators using our selected variables and compare the quality of our composite
indicators with the ones currently used by the Council for Economic Planning and
Development (CEPD). Our results suggest that most of the component series
identified by LARS method are consistent with those currently used by the CEPD.
The importance of each component series may vary with the sample size, depending
on its correlation with reference series. Moreover, the leading compositor indicator
developed using our component series selected by LARS is more effective than the

current CEPD composite indicator.

Keywords: composite indicator and GDP, least angle regression, LARS
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