Econ 584 Lab 3
Spring 2006

Eric Zivot

Due: Wednesday, May 17
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Analytic Questions

. Consider testing the hypotheses
Hy : y ~ I(1) without drift
Hy, : y ~ I(0) with non-zero mean
using statistics computed from the test regression
Yy = c+oygte, t=0,1....T
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where x; = (1,y,-1) and § = (¢, ¢)". In particular, consider the t-statistic and
normalized bias:
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Using the following results
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and the CMT answer the following questions (Hint: see Hamilton pages 490-494
and Hayashi section 9.2) :

(a) Using the scaling matrix

T2
o= (" 1)

show that
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(b) The second row of D7(8 — &) is T(¢ — 1). Using simple matrix inversion,
show that

w2 -1 -w(Q) fy W
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(c) Define W#(r) = W(r) — [, W(r)dr to be a de-meaned Wiener process.
Show that

WAy = L Sy - W
I

/01W“(r)2dr - /W dr—[/w ]

(d) Using the result in part (c) above show that
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2. Hamilton, chapter 17, exercise 17.2. (Hint: see the back of the book)

T(¢p—1) =

T(p-1) =

3 Computer Exercises

For this part of the lab you will do some of the empirical exercises from Hayashi,
chapter 9 (pages 613 — 618)

1. Empirical exercise (a) page 614.
2. Empirical exercise (b) page 615.
3. Empirical exercise (c) page 615.

4. Empirical exercise (e) page 616. Eviews implements the DF-GLS test so you do
not have to compute this as described in Hayashi. See the online help for unit
root tests in Eviews for details. See also the discussion of the efficient unit root
tests in chapter 4 of MFTS. For the lag length, use the automatic Ng-Perron
modified AIC procedure. Also, compute the ERS point optimal unit root tests
as well and use the modified AIC procedure to choose the lag length.



