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Abstract: The COVID-19 pandemic has introduced significant uncertainty across various economic
sectors, most notably in the industrial sector due to the high volatility in copper futures markets. These
markets play a crucial role in the construction, electrical networks, electronic products, and industrial
machinery industries. Therefore, the aim of this study is to evaluate the impact of the COVID-19
pandemic on the volatility of copper futures returns from 2 January 2018 to 30 December 2022 using
an extended ARMA(m,n)–GARCH(p,q) framework. According to the results, the occurrence of the
pandemic nearly doubled the long-run equilibrium volatility of returns compared to the values
obtained in the pre-pandemic period. Hence, we conclude that the COVID-19 pandemic has a
significant influence on the volatility in the copper futures market.

Keywords: COVID-19; pandemic; copper futures; GARCH model; financial econometrics

1. Introduction

At the beginning of the COVID-19 pandemic, most countries had imposed multiple
restrictions and health protocols due to the rapid spread of the coronavirus, such as social
distancing, limitations on gatherings, international travel controls, etc. However, around
the middle of 2020, these measures caused a global economic recession and an interruption
in the proper functioning of the financial and commodity markets (Al-Awadhi et al. 2020;
Bai et al. 2021). Although the greatest panic caused by the COVID-19 pandemic was ob-
served at the end of the first quarter of 2020, the lack of knowledge regarding the virus’s
evolution caused a delay in the development of the COVID-19 vaccine, and its economic
consequences continued to be highly uncertain (Umar et al. 2021). Hence, due to the
high economic uncertainty, investors, portfolio managers, entrepreneurs, and policymak-
ers have mainly focused on comprehending the volatile behavior of commodity futures
markets (Bentes 2022; Rizvi and Itani 2022; Xu et al. 2022) since it is a key input in hedg-
ing, asset pricing, portfolio allocation, derivatives and options trading, and regulation
(Liu and Guo 2022).

In particular, we highlight the importance of understanding the price and return
fluctuations in the copper futures market since copper is one of the main metals used in
the industrial sector in a variety of manufacturing processes, infrastructure, electrical and
electronic products, transportation, wiring and plumbing (Elshkaki et al. 2016). Copper
production is concentrated in a few countries, with the four largest producers (Chile, Peru,
Congo, and China) generating more than 50% of the world’s mined copper production,
although China consumes more than half of the world’s production (United States Geolog-
ical Survey 2023; Wood Mackenzie 2023). Hence, this implies that copper futures prices
may become vulnerable to an event caused by the consequences of the coronavirus in those
countries.

Furthermore, despite the importance of assessing the volatility of the copper futures
market during the COVID-19 pandemic in the economic system, specifically in the indus-
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trial sector, there are few studies that have comprehensively investigated the impact of this
pandemic on the volatility in this market (Zhang and Wang 2022; Zhou et al. 2022).

Regarding the consequences of the coronavirus, preliminarily, Figure 1 shows that the
copper futures price series began to have a highly volatile behavior during the COVID-19
era, in contrast to the relative stability experienced in the pre-COVID-19 phase.

 

 
Figure 1. Copper futures daily prices in U.S. dollars per pound during 2018–2022.

This unstable behavior of prices during the COVID-19 pandemic may have been due
to certain news and events that generated fluctuations resulting in both peaks and valleys
in the copper futures price series. Some of the relevant news and its dates related to high
fluctuations in copper futures prices are:

• 18 March 2020; the world’s top metal producers (Chile, Peru, Canada, and others)
began limiting their operations as governments took steps to contain coronavirus
contagion, dimming the supply outlook (Mining.com 2020).

• 23 March 2020; regarding the prospects for the price of the metal in the short term, the
Chilean Copper Commission pointed to a pessimistic scenario as a result of the severe
contraction in industrial activity due to the COVID-19 pandemic (Reporte Minero 2020).

• 26 February 2021; suspension of new and pending projects of the Peruvian refinery
Southern Copper Corp. Together with the high demand from China and restricted sup-
ply due to the COVID-19 pandemic, which boosted the price of copper (Reuters 2021a).

• 26 July 2021; copper prices began recovering due to the economic reopening in the
supplying countries, which was driven by high demand from China (Reuters 2021b).

• 26 November 2021; copper prices fell on fears that a new coronavirus variant, possibly
resistant to vaccines, could derail global economic growth and undermine demand,
adversely affecting the market risk (Reuters 2021c).

• 5 July 2022; copper continued to plummet to a 17-month low due to several factors
such as aggressive interest rate hikes, an uptick in COVID-19 cases in China, potential
recession, and rising inventories weighing on investor sentiment (Arab News 2022).

• 4 November 2022; copper prices experienced a 2% uptick, with sentiment lifted by
hopes of easing COVID-19 curbs in China, the world’s leading consumer of metals.
Nonetheless, fears over constrained supply persisted due to persistently lean inven-
tories and new production disruptions in Peru, the world’s second-largest copper
producer, due to the consequences of the COVID-19 pandemic (MarketScreener 2022).

• 11 November 2022; although China’s strict COVID-19 measures had hit its industrial
activities and dragged down copper futures demand, the copper prices climbed to a
five-month high due to the Fed having a slower pace of rate hikes (Reuters 2022).

The news indicated that many of the distortions in the copper futures prices during the
COVID-19 pandemic may have been generated by several labor, operational, and logistical
restrictions in the production supply chain of the main producing countries. According
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to the aforementioned news, one of the main causes of the price’s volatile behavior was
COVID-19 restrictions in China, the main buyer of this commodity, generating a reduction
in copper imports.

The primary objective of this study is to empirically investigate the impact of the
COVID-19 pandemic on the copper futures market from 2 January 2018 to 30 December
2022. In addition, our research contributes to the recent but insufficient body of literature
detailing the copper futures market’s response to the COVID-19 crisis. Moreover, our
findings are relevant for industrial sector agents, investors, and portfolio managers in their
attempts to understand and forecast the behavior of copper futures prices during periods
of global economic and financial recession.

2. Literature Review

Prior to the appearance of the COVID-19 pandemic, some authors had proposed to
empirically investigate the influence of several economic and non-economic factors on the
volatility in commodity prices. The GARCH model and its variations are widely used to
analyze the volatility in commodities markets.

In relation to the macroeconomic impact, Vivian and Wohar (2012) examined 28 dif-
ferent commodities from 1985 to 2010 in a GARCH model and found that the volatility
remained very persistent in the short term for many commodities and returns even after
structural breaks were accounted and where supply and demand factors were important
determinants of volatility. Karali and Power (2013) analyzed numerous agricultural, energy,
and metal futures prices using a spline-GARCH model, concluding for most commodities,
the volatility was affected by factors such as alterations in inflation, industrial output,
inventory levels, and the long-term and short-term interest rate spread. In addition, Li et al.
(2013) investigated the oil future prices during the period 1983–2012 in an asset pricing
model and found that there was a significant intertemporal relationship between the diffu-
sion information and the volatility price of oil futures, generating predictability in price
dynamics. Gevorkyan (2017) comparatively examined the volatilities between the renew-
able and nonrenewable commodities during the period 1996–2013 and found that futures
prices for certain renewable resources exhibit a higher degree of variability compared to
those of the benchmark crude oil due to the uncertainty about supply factors. Furthermore,
Gruber and Vigfusson (2018) evaluated the impact of the interest rates on the volatility of
commodities futures prices between 1992 and 2012 in a panel GARCH model. Their results
showed that the volatility of the prices falls as the real interest rate declines for crude oil
and metals futures.

In the same line, Mo et al. (2018) examined the commodity futures prices from two
emerging commodity markets (China and India) using a GARCH-MIDAS model and found
that both domestic and international macroeconomic variables significantly determined the
long-run volatility of the Chinese and Indian commodity futures markets. Ayele et al. (2020)
conducted a study in which they examined the dynamics of silver price volatility on the
Ethiopian market from 1998 to 2014. They employed an EGARCH model and determined
that unexpected changes in price, saving rates, interest rates, and general inflation exhibited
statistical significance in relation to silver’s price volatility. Liu et al. (2021) investigated the
impact of geopolitical uncertainty on energy commodities futures volatility (for crude oil,
heating oil, and natural gas); their results showed that geopolitical uncertainty, financial
market stress, and economic policy uncertainty had a significant impact on the volatility
prices of energy futures. Ye et al. (2021) investigated 15 Chinese commodities futures
prices and found that the volatility of commodity futures was impacted more strongly by
macroeconomic forecasts than by concurrent economic conditions. Su et al. (2022) analyzed
three commodities futures (corn, soybean, and wheat) from 1990 to 2021, and found that El
Niño-Southern Oscillation (ENSO) played a significantly important role in grain futures
price volatility. Zhao (2022) examined crude oil prices from 2000 to 2020, and found that
crude oil inventory, US dollar exchange rate, and geopolitical risk had a significant influence
on oil price volatility.
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Regarding the impact of financial variables, Olowe (2011) investigated the day-of-
the-week effect on UK Brent crude oil prices over the period 1997–2008 using GARCH
models. The results indicated that there were significant positive Thursday effects in
volatility returns in the oil market. Sharma and Malhotra (2015) examined the guard seed
futures return series from April 2004 to November 2011 in an augmented GARCH model
and found that if the level of futures trading volume increases unexpectedly, then the
volatility increases and has a destabilizing impact on futures trading. In the same way,
Boonvorachote and Lakmas (2016) examined the impact of the trading activity on price
volatility in Asian futures exchanges from 2006 to 2012 using a GARCH (1,1) model and
found that expected and unexpected trading volumes and open interests had, respectively,
a positive and negative impact on volatility. Then, Qadan (2019) contrasted the hypothesis
that the investor’s risk appetite and the prices of precious metals are tightly linked by
applying GJR-GARCH and causality models. The results showed that the variance risk
premium, which proxies for investors’ appetite for risk, drove the price movements of
precious metals (returns and volatility), affirming the hypothesis that was initially raised.
In addition, Ismailova (2019) examined lumber futures prices from 2000 to 2017 and found
that when the level of inventory was low, positive housing starts news had the largest effect
on lumber volatility. Next, Sobti (2019) evaluated whether the ban on futures trading had
an impact on price volatility for five agriculture commodities (wheat, sugar, refined soya
oil, rubber, and chickpeas) by applying an augmented EGARCH model. The author found
that a ban on futures trading destabilized the spot markets by increasing spot volatility.
In addition, Boyd et al. (2020) examined how risk premium affects the volatility in crude
oil futures. Their results indicated that there was a significant positive relation between
volatility and futures risk premium before May 2005 but a significant negative relation after
that date.

Regarding the effect of speculation on volatility, Algieri (2016) used data from four
commodities (maize, soybean, rice, and wheat) during the period 1995–2012, and the results
indicated that excessive speculation leads to conditional price volatility. Next, Brümmer
et al. (2016) investigated oilseed and oil vegetable commodities from May 1990 to July
2012 using VAR and GARCH models and found that financialization and speculation had
no significant effects on the commodities price volatility. Along the same line, Bohl et al.
(2018) investigated agriculture commodities in the Chinese futures markets by applying
GARCH and VAR models and found that speculation activity, proxied by speculation and
hedging ratios, had a positive influence on returns volatility for most of the commodities
examined. Then, Bohl and Sulewski (2019) investigated five agricultural commodities (corn,
soybean, sugar, coffee, and wheat) over the period 2006–2017 and found that long/short
speculators have a calming or stabilizing effect on conditional volatility regardless of
the underlying speculation measure and market liquidity. In addition, Yuan et al. (2020)
analyzed the volatility among different agricultural commodity markets (corn, wheat,
soybean, soya oil, cotton, and oat) from 2000 to 2019, applying a copula-GARCH model;
their evidence indicated that potential speculation effects on one agricultural market could
be contagious to another commodity market and results in an increase in volatility in
agricultural product markets. Furthermore, Staugaitis and Vaznonis (2022) examined the
returns on milling wheat, corn, and soybean futures between 2003 and 2021 and found that
financial speculation, in most cases, has no effect or reduces the volatility of the underlying
futures prices.

Regarding the impact of policy announcements on the volatility of commodities,
Papadamou and Sogiakas (2018) examined unconventional monetary policies and their
effects on the price volatility of silver and gold futures during the period 2009–2015. The
evidence indicated that the Japanese Central Bank policies strengthened precious metal
returns by causing stabilization effects in contrast to the European Central Bank (ECB)
policies that had an opposite impact. Then, Farida and Singagerda (2020) analyzed several
food commodities (rice, wheat, corn, and soybean) from 1960 to 2018 and found that the
price of food commodities was more volatile after the adoption of the Renewable Fuel
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Standard 2 (RFS) policy in 2007. Hence, the development of biofuels generated higher price
volatility in these commodities. In addition, Scarcioffolo and Etienne (2021) examined oil
and natural gas prices from 1994 to 2019, applying a Markov-switching GARCH model
and found that economic policy uncertainty had a significant impact on the volatility
of both commodities, increasing the probability of agitated market conditions of both
markets. Next, Goyal and Adjemian (2021) evaluated corn and soybean options during
the period 1995–2019 and concluded that the news about policy announcements increased
the implied volatility in both commodity markets. Along the same line, Mei and Xie (2022)
investigated the impact of trade policy uncertainty (TPU) on the volatility of future prices
under the GARCH-MIDAS framework and found that the TPU and other indicators of
economic and financial uncertainty had a positive impact on the price volatility of the grain
futures market.

Recently, the emergence of COVID-19 has affected many aspects of the worldwide
economy, especially commodity futures markets, due to the disruption risk of global
supply chains. Therefore, many researchers have made efforts to explain the impact of the
coronavirus pandemic on the volatility of commodities prices. For instance, Bouazizi et al.
(2020) examined oil prices during the period 2019–2020 using an EGARCH model and
found that, during the times of the coronavirus crisis, oil prices exhibited higher volatility
spikes. Then, Bentes (2022) investigated the stylized facts associated with the volatility of
precious metals (gold, silver, platinum, and palladium) before and during the coronavirus
pandemic using several GARCH models. The results supported the hypothesis that the
pandemic impacted precious metals’ volatility. Moreover, Lin et al. (2022) analyzed
numerous commodities futures from 1971 to 2020 in a GARCH framework and found that
the price volatility in natural resources was higher during the COVID-19 pandemic, so price
sensitivity increased during this term. Furthermore, Rizvi and Itani (2022) comparatively
analyzed volatility spams in the oil market during the COVID-19 pandemic, the 2008
Global Financial Crisis (GFC), and the SARS outbreak of 2002–2004 (SARS) applying
several GARCH models. The authors concluded that all of the crisis periods affected the
volatility of oil prices, but the COVID-19 period caused more uncertainty and pessimism
compared to either the GFC or SARS periods.

Szczygielski et al. (2022) investigated the magnitude of the impact of COVID-19-
related uncertainty on returns and volatility for 20 national energy indices and a global
energy index using ARCH and GARCH models. The evidence indicated that the energy
sectors of countries further west from the outbreak of the virus in China were impacted to
a greater extent by COVID-19-related uncertainty. Then, Zhang et al. (2022) investigated
the influence of the COVID-19 pandemic on the volatility in three commodities futures
(palladium, platinum, and silver) during the period 2012–2020. The authors found that
platinum and silver prices were more sensitive to negative shocks due to coronavirus, while
positive shocks played a more influential role in palladium price volatility. In addition,
Xu et al. (2022) examined the gold futures prices using GARCH models and found that the
COVID-19 pandemic period had a greater impact on gold price volatility than during the
period of the 2008 GFC due to the uncertainty felt by the general public and the immediate
closure of economic and financial activities. In the same way, (Zhang and Wang 2022)
examined the pandemic effect on both short-term and long-run volatilities of futures for
four commodities over the 2019–2021 period. They found that the COVID-19 pandemic
heightened the long-run volatilities for all four commodities futures, with the impact
descending in the following order: copper, soybean, oil, and gold. Finally, Zhou et al.
(2022) examined the copper and crude oil prices from January 2019 to October 2021 using
EGARCH and TGARCH models and found that both commodities showed volatility
during the COVID-19 pandemic. However, the negative shocks due to coronavirus had
a more pronounced effect on crude oil prices, making them more volatile compared to
copper prices.
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3. Methodology
3.1. Data and Variables

We consider the daily closing price for COMEX’s copper from 2 January 2018 to 30
December 2022, which was extracted from the Nasdaq1. Copper represents one of the
highest futures trading volume commodities (CME 2022), and it has a long trading history
in futures exchanges to avoid the excessive price volatility problem for a low trading
frequency (CME 2020).

The daily return is defined as Rt = ln
(

Pt
Pt−1

)
, where Pt and Pt−1 are the closing prices

at day t and t − 1, respectively. According to (WHO 2020), 11 March 2020 was the first
day the global COVID-19 outbreak was considered a pandemic. Therefore, we define the
dummy variable D = 0 before this date and D = 1 after that.

3.2. Econometric Strategy

In order to analyze whether COVID-19 had an effect on the volatility of copper futures
daily returns, we extended the ARMA(m,n)–GARCH(p,q) model proposed by Bollerslev
(1987) to include a dummy indicating the days that were affected by the coronavirus. In the
model, GARCH(p,q) describes the variance equation for futures returns with the dummy
variable included and the mean equation under the ARMA(m,n) framework. However,
before estimating the model, we needed to make some previous procedures to ensure that
the model satisfied some requirements.

The model has to use a stationary time series to avoid autocorrelation problems, so we
use the breaking point unit root test by Perron (1989) to evaluate the stationarity considering
that the structural breaks in the series time, in our case, appear when the quarantine started
due to the worldwide consequences of COVID-19 (see Figure 1). Other tests, such as
augmented Dicker Fuller (ADF) or Phillip Perron, are not employed since the unit root test
will be biased towards the non-rejection of the null hypothesis in the presence of structural
breaks (Nelson and Plosser 1982).

The (m,n) order of the mean equation was selected by using the Akaike information
criterion (AIC), Schwarz criterion (SC), and the Hannan–Quinn criterion (HQC). After fit-
ting the ARMA(m,n) component, the serial correlation Lagrange multiplier test by Godfrey
(1996) was used to evaluate if there is autocorrelation in the residuals of the mean equation.
Then, we evaluated whether the time series exhibits conditional heteroskedasticity using
the ARCH test by Engle (1982) to detect the presence of volatility, where its null hypothesis
is that the series of residuals are homoscedastic. Hence, if we reject it, it would mean that
we must use an additional component that captures the volatility; thus, we justify the
presence of the variance equation in the model.

In the same way as in the mean equation, the p and q values of the ARMA(m,n)–
GARCH(p,q) model were chosen using the AIC, SC, and HQC. After fitting the mean and
variance equation, we establish the model to determine whether coronavirus can affect the
variance of the returns after we control for the volatility, which is defined as:


yt = c + ∑m

i=1 aiyt−i + ∑n
j=1 β jεt−j + εt subject to |∑m

i=1 ai| < 1 (1)

εt = σt.e (2)

σt = a0 + ρD + ∑
p
k=1 µkσ2

t−k + ∑
q
l=1 δlε

2
t−l subject to a0 > 0, µk > 0, δl > 0, 0 < ∑

p
k=1 µk + ∑

q
l=1 δl < 1 (3)

where yt is the futures returns at time t εt is the residual of the mean Equation (1) at the
time t σt is the volatility at time t; e is the standard normal white noise with E(e) = 0,
Var(e) = 1 and Cov(e, εt) = 0, and ρ measure the impact of the COVID-19 event in the
long-run equilibrium variance.

The variance Equation (3) decomposes the variance of the residual at time t into
three elements: the long-run equilibrium variance during the COVID-19 period a0 + ρD,
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the impact of past variance information ∑
p
k=1 µkσ2

t−k and the effect of squared lag errors
∑

q
l=1 δlε

2
t−l .

After joining the model together with the dummy variable, we used the AIC, SC, and
HQC to select the error distribution density that best fits the copper futures daily returns
data since these data may not fit a normal distribution (Limpert and Stahel 2011). Then, we
used the ARCH test to detect if the residuals of the final model are homoscedastic since the
model must capture the volatility to avoid inaccuracies.

4. Results

Based on the empirical findings, we classified the results into three parts: descriptive
statistics and stationarity, mean equation selection, and GARCH estimation.

4.1. Descriptive Statistics and Stationarity

Table 1 provides the statistical information for each price and return series of the
copper futures. These data show that the mean value for the price and return series are
3.340397 and 0.000114, respectively. In addition, the median value for the return series
(0.000109) is closer to its mean value than the median of the price series (3.085750). In
addition, there is a small difference between the range values of both time series, with
their minimum values occurring just a few days after the beginning of the pandemic.
Additionally, the standard deviation of the price series is 0.720676, whereas the return
series value is 0.014432. Therefore, the price series could have more volatility than the
return series.

Table 1. Descriptive statistics.

Price Return

Mean 3.340397 0.000114
Median 3.085750 0.000109

Maximum 4.937500 0.072992
Minimum 2.100500 −0.073693
Std. Dev. 0.720676 0.014432
Skewness 0.516740 −0.115703
Kurtosis 1.881559 4.783263

Jaque–Bera 121.7471 169.7627
Probability 0.000000 0.000000

With respect to the asymmetric coefficient, the time series of the price and return have
positive and negative skewness, respectively. In addition, the price series has a platykurtic
distribution due to its kurtosis value being less than three, whereas the return series has
a leptokurtic distribution because its kurtosis value is more than three. Additionally, the
Jaque–Bera normality test was used to verify whether the time series fits a normal distri-
bution, but their p-values indicate that both time series do not have normal distributions;
which is consistent with their respective skewness and kurtosis coefficients.

As mentioned in the methodology section, the breaking point unit root test was used
to assess the stationarity of both time series considering the structural breaks in the time
period. Table 2 provides the estimated results of the breaking point unit root test.

Table 2. Breaking unit root test in level.

Variable t-Statistics [Lag-Length] Break Point (Date)

Price −3.596525 [0] 1 October 2020
Returns −37.88457 *** [0] 18 March 2020

Note: The breakpoint is selected using the Dickey–Fuller min-t-method, the lag length is determined based
on the Schwarz criterion, and the optimal lag is reported within brackets. Additionally, *** represents the 1%
significance level.
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From the empirical results, the price series do not reject the null hypothesis, which
means that there is a presence of a unit root. Along with the unit root, the test indicates that
1 October 2020, is the day when the structural break happened. In addition, this breakpoint
occurred when there was a deep reduction in copper production in Chile, the world’s
largest copper producer, since a work shutdown occurred due to measures designed to
curb the spread of COVID-19 (Woodall 2020).

Meanwhile, the returns series have an ADF value significant at 1%, so it follows a
stationary process. The test showed that 18 March 2020 is the day when the breaking point
is observed. This breakpoint happened one week after the WHO officially declared the
start of the pandemic. Therefore, it could be inferred that the COVID-19 pandemic had a
significant impact on the price and return series due to its breaking points occurring in the
COVID-19 period.

After comparing both results, we decided to use the returns instead of the prices in
the econometric model since the stationarity of the time series is a necessary condition for
the subsequent model building.

4.2. Mean Equation’s Selection

We establish the (m,n) order for the mean equation using the AIC, SC, and HQC
to determine the best-fitted model. In Table 3, after comparing multiple ARMA(m,n)
equations, we find that the best-fitted mean equation is the ARMA(0,1) because its AIC,
SC, and HQC statistics are the smallest among the five mean equations. In addition,
an estimation of the MA(1) model is provided in Table 4, in which the coefficient value
is negative (−0.048210 with a 5% significance level). However, the intercept value is
statistically insignificant at the 1%, 5%, and 10% levels. Next, the mean equation for copper
futures is given by:

yt = 0.000114− 0.048210 ∗ εt−1 + εt (4)

In which the mean equation did not have to satisfy the condition of stationarity
|∑m

i=1 ai| < 1 of the return series since we did not have an autoregressive component; hence,
the ARMA(0,1) is a consistent component.

Table 3. Comparison of AIC, SC, and HQC statistics for ARMA models for copper futures daily
returns.

Model AIC SC HQC

ARMA(1,0) −5.636991 −5.624756 −5.632393
ARMA(0,1) −5.637078 −5.624842 −5.632480
ARMA(1,1) −5.635650 −5.619336 −5.629519
ARMA(1,2) −5.635818 −5.619504 −5.629688
ARMA(2,1) −5.635822 −5.619509 −5.629692

Table 4. Results of the ARMA(0,1) model for copper futures daily returns.

Variable Coefficient Std. Error t-Statistics Prob

Constant 0.000114 0.000390 0.293334 0.7693
MA(1) −0.048210 ** 0.024658 −1.955129 0.0508

Note: ** represents the 5% significance level.

Table 5 shows that the residuals of the ARMA(0,1) are not autocorrelated, so the
mean equation is consistent and unbiased. Regarding the presence of ARCH effects in the
ARMA(0,1), the estimated values of the ARCH(1) effects are provided in Table 6, in which
both the intercept and coefficient values are found to be positive with a 1% significance
level. It means that its squared residuals (RSD2) are autocorrelated to its lagged values,
i.e., RSD2 (−1). In addition, the value of the Obs*R-squared parameter is 10.08858, with a
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Chi2(1) probability value of 0.0015; which rejects the null hypothesis that the residuals are
homoscedastic; therefore, the mean equation presents heteroskedasticity.

Table 5. Serial correlation LM test for residual of ARMA(0,1) model for copper returns.

Breusch–Godfrey Serial Correlation LM Test

F-statistic 0.315855 Prob. F (2,1255) 0.7292
Obs*R-squared 0.633405 Prob. Chi-Square (2) 0.7285

Table 6. Testing for ARCH(1) effects on ARMA(0,1) model for copper returns.

Variable Coefficient Std. Error t-Statistics Prob

Constant 0.000189 *** 0.000013 14.70358 0.0000
RSD2 (−1) 0.089519 *** 0.028093 3.186521 0.0015

F-statistic 10.15392 Prob. F (1,1257) 0.0015
Obs*R-squared 10.08858 Prob. Chi-Square (1) 0.0015

Note: The endogenous variable used is the Residual Square (RSD2). In addition, *** represents the 1% signifi-
cance level.

Then, as discussed earlier in the methodology section, an additional equation must
be included to capture the ARCH effects. Thus, the inclusion of a variance equation in
the model is justified due to the high volatility of the copper futures returns that can be
observed in Figure 2, which shows that the variance in returns has an unstable movement
across the time period. Furthermore, this variance component will be explained in detail in
the next subsection.

Economies 2023, 11, x FOR PEER REVIEW 9 of 15 
 

Table 4. Results of the ARMA(0,1) model for copper futures daily returns. 

Variable Coefficient Std. Error t-Statistics Prob 
Constant 0.000114 0.000390 0.293334 0.7693 

MA(1) −0.048210 ** 0.024658 −1.955129 0.0508 
Note: ** represents the 5% significance level. 

Table 5 shows that the residuals of the ARMA(0,1) are not autocorrelated, so the 
mean equation is consistent and unbiased. Regarding the presence of ARCH effects in the 
ARMA(0,1), the estimated values of the ARCH(1) effects are provided in Table 6, in which 
both the intercept and coefficient values are found to be positive with a 1% significance 
level. It means that its squared residuals (RSD2) are autocorrelated to its lagged values, 
i.e., RSD2 (−1). In addition, the value of the Obs*R-squared parameter is 10.08858, with a 
Chi2(1) probability value of 0.0015; which rejects the null hypothesis that the residuals are 
homoscedastic; therefore, the mean equation presents heteroskedasticity. 

Table 5. Serial correlation LM test for residual of ARMA(0,1) model for copper returns. 

Breusch–Godfrey Serial Correlation LM Test 
F-statistic 0.315855 Prob. F (2, 1255) 0.7292 

Obs*R-squared 0.633405 Prob. Chi-Square (2) 0.7285 

Table 6. Testing for ARCH(1) effects on ARMA(0,1) model for copper returns. 

Variable Coefficient Std. Error t-Statistics Prob 
Constant 0.000189 *** 0.000013 14.70358 0.0000 
RSD2 (−1) 0.089519 *** 0.028093 3.186521 0.0015 
F-statistic 10.15392 Prob. F (1,1257) 0.0015 

Obs*R-squared 10.08858 Prob. Chi-Square (1) 0.0015 
Note: The endogenous variable used is the Residual Square (RSD2). In addition, *** represents the 
1% significance level. 

Then, as discussed earlier in the methodology section, an additional equation must 
be included to capture the ARCH effects. Thus, the inclusion of a variance equation in the 
model is justified due to the high volatility of the copper futures returns that can be ob-
served in Figure 2, which shows that the variance in returns has an unstable movement 
across the time period. Furthermore, this variance component will be explained in detail 
in the next subsection. 

 
Figure 2. Variance of the copper futures daily returns during 2018–2022. 

Figure 2. Variance of the copper futures daily returns during 2018–2022.

4.3. GARCH Estimation

Once the order(m,n) has been determined, the best GARCH(p,q) equation was selected
using the AIC, SC, and HQC to have a good fit measurement for modeling variance. In
Table 7, after comparing the information criteria of multiple GARCH (m,n) equations,
the GARCH(1,1) model was selected since it has the lowest SC and HQC values. Thus,
considering both the mean and variance equation, the ARMA(0,1)–GARCH(1,1) model
presents the m, n, p, and q values that best fit the copper futures returns market. Then,
from Table 8, we find that the residuals of the model do not have ARCH effects, as both
p-values for F (0.4495) and Chi2 (0.4491) statistics exceed the 10% level significance, so it
means that the model correctly represents the volatile behavior of the returns.
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Table 7. Comparison of AIC, SC, and HQC statistics for GARCH models for copper futures daily returns.

Model AIC SC HQC

ARMA(0,1)–GARCH(0,1) −5.640619 −5.624305 −5.634488
ARMA(0,1)–GARCH(1,0) −5.653454 −5.637140 −5.647323
ARMA(0,1)–GARCH(1,1) −5.684342 −5.663950 −5.676679
ARMA(0,1)–GARCH(1,2) −5.684003 −5.659533 −5.674808
ARMA(0,1)–GARCH(2,1) −5.685614 −5.661143 −5.676418

Table 8. Testing for ARCH(1) effects on ARMA(0,1)–GARCH(1,1) model for copper returns.

Variable Coefficient Std. Error t-Statistics Prob

Constant 0.977964 *** 0.058683 16.66519 0.0000
RSD2 (−1) 0.021332 0.028202 0.756426 0.4495

F-statistic 0.572181 Prob. F (1,1257) 0.4495
Obs*R-squared 0.572830 Prob. Chi-Square (1) 0.4491

Note: The endogenous variable used is the Residual Square (RSD2). In addition, *** represents the 1% signifi-
cance level.

However, as we mentioned in the methodology, the error distribution density must
be chosen that best fits the copper futures returns since the model may not fit a normal
distribution. In Table 9, we compare the select model with a different error distribu-
tion using the AIC, SC, and HQC values, finding that the best error distribution for the
ARMA(0,1)–GARCH(1,1) is the t-student distributions for the normal and generalized
error distributions. The result is consistent with the kurtosis, skewness, and Jaque–Bera
coefficients of the returns series (see Table 1), since, preliminarily, we know that the returns
do not have a normal distribution.

Table 9. Comparison of AIC, SC, and HQC statistics of the distribution of the ARMA(0,1)–GARCH(1,1)
models for copper futures daily returns.

Error Distribution AIC SC HQC

Normal (Gaussian) −5.684342 −5.663950 −5.676679
Student’s t −5.721293 −5.696822 −5.712097

Generalized Error (GED) −5.717721 −5.693250 −5.708525

Table 10 shows the results of the ARMA(0,1)–GARCH(1,1) model with the COVID-19
dummy and t-student distribution. Regarding the mean equation, the moving-average
component MA(1) has a negative value (−0.078656) with a 1% significance level. However,
the intercept value is statistically insignificant at the 1%, 5%, and 10% levels.

Table 10. Fitting results of the ARMA(0,1)–GARCH(1,1) model with the “COVID” dummy variable
and t-student distribution for copper futures daily returns.

Variable Coefficient Std. Error z-Statistics Prob

Mean equation Constant 0.0000509 0.000335 0.151679 0.8794
MA (1) −0.078656 *** 0.028808 −2.730345 0.0063

Variance equation Constant 0.0000254 * 0.0000137 1.857011 0.0633
RSD2 (−1) 0.063449 ** 0.026641 2.381682 0.0172

GARCH (−1) 0.756056 *** 0.113985 6.632930 0.0000
D 0.0000222 * 0.0000128 1.738899 0.0821

Note: The exogenous variable RSD2 (−1) is the ARCH component. In addition, *, **, and *** represent the
significance levels of 10%, 5%, and 1%, respectively.
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Meanwhile, the variance equation indicates that ARCH(1) and GARCH(1) components
are positive and significant at the 5% and 1% levels, respectively. Furthermore, the constant
value is positively significant at the 10% level.

In relation to the COVID-19 dummy, the coefficient for the dummy variable D was
found to be positive and significant at 10%, indicating that the coronavirus increased the
long-run equilibrium variance of the copper futures market. Since the coefficient of the
dummy is added to the initial value of the constant, it increases the long-run equilibrium
variance from 0.0000254 to 0.0000476, which means that it has approximately doubled
its initial value. In this way, the pandemic has generated considerable uncertainty in the
copper futures market in the long term, due to the fact that the closures of productive
activities led to scenarios of insufficient supply with excessive demand, generating increases
in price volatility. Likewise, it is worth noting that copper is an industrial metal, and its
production is concentrated in a few countries (Chile, Peru, Congo DRC, and China). Thus,
this context made the copper supply chain more vulnerable to an event caused by the
consequences of the coronavirus in those countries, generating volatility in copper futures
prices.

Next, the ARMA (0,1)–GARCH (1,1) model with the “COVID” dummy variable and
the t-student distribution for copper futures is given by:

yt = 0.0000509− 0.078656 ∗ εt−1 + εt (5)

εt = σt.e (6)

σt = 0.0000254 + 0.0000222 ∗ D + 0.0756056 ∗ σ2
t−1 + 0.756056 ∗ ε2

t−1 (7)

where εt|Ωt ∼ t1027, in which Ωt are data regarding the returns, and t1260 represents that
the errors have t-student distribution with 1260 degrees of freedom (DF) since the DFs are
calculated by subtracting one from the total number of observations (n − 1).

In the same line, the variance equation satisfies three necessary conditions to be a well-
specified and efficient model. First, the ARCH and the GARCH components are positive
since the variance is required to be positive and finite and have a non-negative conditional
variance, respectively. Next, the sum of the ARCH and GARCH coefficients is between 0
and 1 because the variance cannot grow to infinity, and the constant term is positive. Hence,
given that in the previous subsection, we already defined that the mean equation fulfills
all its conditions, we can guarantee that the model, which integrates Equations (5)–(7), is
efficient and consistent. In addition, the squared lag errors take on greater importance in
the variance equation. This is illustrated in Table 3, which shows that the time series of
copper futures returns follow an MA(1) process.

Finally, in Table 11, the presence of ARCH effects is tested in the above model, resulting
in the rejection of the null hypothesis due to both p-values for F (0.4442) and Chi2 (0.4438)
statistics exceeding the 10% level significance, which means that the model fits the volatility
of the copper futures returns.

Table 11. Testing for ARCH(1) effects on ARMA(0,1)–GARCH(1,1) model with the “COVID” dummy
variable and t-student distribution for copper futures daily returns.

Variable Coefficient Std. Error t-Statistics Prob

Constant 0.969080 *** 0.057332 16.90288 0.0000
RSD2 (−1) 0.021584 0.028202 0.765357 0.4442

F-statistic 0.585772 Prob. F (1,1025) 0.4442
Obs*R-squared 0.586431 Prob. Chi-Square (1) 0.4438

Note: The endogenous variable used is the Residual Square (RSD2). In addition, *** represents the 1% signifi-
cance level.
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5. Discussion and Conclusions

The recent crisis unleashed by the COVID-19 pandemic has affected different economic
sectors, especially the metal industry, because the coronavirus quarantine generated many
logistical and operational restrictions in the supply production chain, generating a shortage
of supply and high metal futures price fluctuations. In particular, this context caused a high
uncertainty in the industrial sector as a consequence of the volatile behavior of the copper
futures price, which is one of the main metals used in this sector. Therefore, this study
investigates the impact of the COVID-19 pandemic on the volatility of copper futures prices
employing an extended ARMA(m,n)–GARCH(p,q) model to incorporate a coronavirus
influence variable during the period from 2 January 2018 to 30 December 2022.

The results indicate that the model that best fits the returns volatility is the ARMA(0,1)–
GARCH(1,1) model with a t-student error distribution, in which we included a dummy
variable that synthesizes the effect of the coronavirus. In addition, this study concludes that
the COVID-19 pandemic has a significant influence on the volatility of the copper futures
returns due to the impact of the coronavirus causing long-run equilibrium volatility to
be more than double compared to the period before 11 March 2020, which is the day that
COVID-19 was officially declared a pandemic. In general, our findings are in the same line
with the empirical results of Bouazizi et al. (2020), Bentes (2022), Rizvi and Itani (2022),
Zhang et al. (2022), and Xu et al. (2022) that demonstrate the existence of an influence of the
COVID-19 pandemic on the volatility of commodities prices and returns using the GARCH
framework.

Specifically, with regard to previous studies in the copper futures market, Zhang and
Wang (2022); and Zhou et al. (2022) obtained the same conclusions as in our study since
the pandemic event has increased the volatility in the copper futures prices and returns.
However, from a methodological perspective, we use the copper returns rather than the
prices in the ARMA(m,n)–GARCH(p,q) model, similar to the work of Zhang and Wang
(2022), since stationary time series must be used in these kinds of models. This study is
unlike the research of Zhou et al. (2022) in which, despite the breaking point unit root test
results indicating that the copper prices did not follow a stationary process, the authors
still decided to use the GARCH model.

While the empirical findings of this study hold considerable significance, there are
several limitations that must be acknowledged. For instance, our research only examines
the impact of the COVID-19 pandemic on copper futures returns by applying a traditional
GARCH model, despite its known deficiencies and drawbacks. Additionally, these findings
could help educate investors and policymakers about the risks of investing in highly
volatile markets, especially during short-term shocks. This could involve public awareness
campaigns and investor education programs.

Future studies would benefit from evaluating the impact of the coronavirus along with
other variables such as financial indices, speculative activities, macroeconomic indicators,
policy announcements, and more. The goal would be to assess whether the effect of COVID-
19 remains as significant when these other factors are taken into account. We recommend the
use of a GARCH model that considers the asymmetry of shocks, given that negative shocks
may not have the same impact as positive shocks on the volatility of copper futures returns.
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