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Cochrane-Orcutt 2 Step Procedure
p p
& t Pt o t Pt t=2,3, ... ,n
OoLS

=1 t=2

new; cls;

load data[40,3]=d:datafile13.txt;

Y=data[2:40,1]; L=data[2:40,2]; K=data[2:40,3];
y=In(Y); x=ones(39,1)~In(L)~In(K);
{bstar,rho,s2hat,se,serho}=corc2(y,x);

print" b:" bstar'; print " se:" se'; print" t:" bstar'./se';

print "rho:" rho;

proc (5) = corc2(y,x);
local n,k,b,e,rho,ystar,xstar,bstar,estar,s2hat,varb,se,serho;
n=rows(x); k=cols(x);
b=inv(X'X)*x'y;
e=y-x*b;
rho=e[1l:n-1,.]'e[2:n,.}/e[1:n-1,.]'e[1:n-1,.];
ystar=y[2:n,.]-rho*y[1:n-1,.];
xstar=x[2:n,.]-rho*x[1:n-1,.];
bstar=inv(xstar'xstar)*xstar'ystar;
estar=ystar-xstar*bstar;
s2hat=estar'estar/(n-1-k);
varb=s2hat*inv(xstar'xstar);
se=sqrt(diag(varb));
serho=sqrt((1-rho”2)/(n-1-k));
retp(bstar,rho,s2hat,se,serho);

endp;



b: -3.3863782 1.2736474

0.46650862
se: 0.36524576 0.12540902 0.073559077
t: -9.2715058 10.155947 6.3419586
rho: 0.57053151
p
t Pt t
n
D 6.8
p="
2
€&
t=2
poinv( @' ) e ¢ P (e /0 af 1)
OLS residuals
rho=e[1l:n-1,.]'e[2:n,.}/e[1:n-1,.]'e[1:n-1,.];
p  Yule-Walker
n
PICT
p: t:2n
2
D€
t=1
=1 e?
p
rho=e[1l:n-1,.]'e[2:n,.]/e[1:n,.]'e[1:n,.];
n-1
b: -3.4123789 1.2818990 0.46272031
se: 0.36066104 0.12398109 0.072620977
t: -9.4614572 10.339472 6.3717170
rho: 0.55892044
p p

Durbin-Watson
Theil-Nagar



21— Wy e
p= 2
n® —k?

dw

dw=(e[2:n,.]-e[1:n-1,.])'(e[2:n,.]-e[1:n-1,.]) / e'€;

rho=(n"2*(1-dw/2)+k"2)/(n"2-k"2);

b: -3.3636856 1.2664720
se: 0.36917363 0.12662310
t: -9.1113918 10.001903
rho: 0.58031083
1 p
P
lIterative

Cochrane Orcutt Iterative Procedure

residuals B*

iterative

new; cls;
load data[40,3]=d:datafile13.txt;

0.46978631
0.074364976
6.3173060

Y=data[2:40,1]; L=data[2:40,2]; K=data[2:40,3];

y=In(Y); x=ones(39,1)~In(L)~In(K);
{bstar,rho,s2hat,se,serho}=corc(y,x);
print" b:" bstar’; print " se:" se'; print "
print" rho:" rho;

print "se(rho):" serho;

print" t:" rho/serho;

t:" bstar'./se";

local



proc (5) = corc(y,x);
local n,k,rhol,b,e,rho,ystar,xstar,bstar,estar,s2hat,varb,se,serho,i;
n=rows(x); k=cols(x);
rhol=0;

b=inv(X'xX)*x'y;

e=y-x*b;
rho=e[1l:n-1,.]'e[2:n,.]/e[1:n-1,.]'e[1:n-1,.];
print "Iteration: # rho";

i=1;

do while abs(rho-rhol)>10e-8;
ystar=y[2:n,.]-rho*y[1:n-1,.];
xstar=x[2:n,.]-rho*x[1:n-1,.];
bstar=inv(xstar'xstar)*xstar'ystar;
e=y-x*bstar;

print/rz i;; print rho;

rhol=rho;
rho=e[1l:n-1,.]'e[2:n,.]/e[1:n-1,.]'e[1:n-1,.];
i=i+1;

endo;

rho=rhol;

bstar=inv(xstar'xstar)*xstar'ystar;
estar=ystar-xstar*bstar;
s2hat=estar'estar/(n-1-k);
varb=s2hat*inv(xstar'xstar);
se=sqrt(diag(varb));
serho=sqrt((1-rho”2)/(n-1-K));

retp(bstar,rho,s2hat,se,serho);

endp;

lteration: # rho
1 0.57053151
2 0.67485668
3 0.73519087

I



36 0.84625502

37 0.84625515
b: -2.4733124 1.0312493 0.54825830
se: 0.49912134 0.15519549 0.10417429
t: -4.9553330 6.6448411 5.2628944
rho: 0.84625515
se(rho): 0.090055891
t: 9.3969994
P
p
Theil-Nagar
p
RSS
Cochrane-Orcutt
p
p GAUSS

Prais-Winsten 2 Step Procedure
t=1

t=1
Cochrane-Orcutt
ystar=sqrt(1-rho™2)*y[1,.]]y[2:n,.]-rho*y[1:n-1,.];

xstar=sqrt(1-rho™2)*x[1,.]] x[2:n,.]-rho*X[1:n-1,.];

n=1
y; = 1—,02)/1 xl* :‘\Il_ple

Cochrane-Orcutt
procedure



n-1-k

proc (5) = pw2(y,x);
local n,k,b,e,rho,ystar,xstar,bstar,estar,s2hat,varb,se,serho,dw;

endp;

Se:

rho:

n=rows(x); k=cols(x);
b=inv(X'xX)*x'y;

e=y-x*b;

n-k

rho=e[1l:n-1,.]'e[2:n,.]/e[1:n-1,.]'e[1:n-1,.];
ystar=sqrt(1-rho~2)*y[1,.]]y[2:n,.]-rho*y[1:n-1,.];
xstar=sqrt(1-rho"2)*x[1,.]|x[2:n,.]-rho*x[1:n-1,.];

bstar=inv(xstar'xstar)*xstar'ystar;

estar=ystar-xstar*bstar;
s2hat=estar'estar/(n-k);
varb=s2hat*inv(xstar'xstar);
se=sqrt(diag(varb));
serho=sqrt((1-rho”2)/(n-k));

retp(bstar,rho,s2hat,se,serho);

-3.4190752 1.2776664
0.35715243 0.12401110
-9.5731541 10.302838
0.57053151
p
p

Prais-Winsten

0.46843295
0.072778613
6.4364094

Cochrane-Orcutt

Prais-Winsten



Prais-Winsten lterative Procedure

Corchrane-Orcutt lterative Procedure

Iterative p

new; cls;

load data[40,3]=d:datafile13.txt;

Y=data[2:40,1]; L=data[2:40,2]; K=data[2:40,3];
y=In(Y); x=o0nes(39,1)~In(L)~In(K);
{bstar,rho,s2hat,se,serho}=pw(y,x);

print" b:" bstar'; print " se:" se'; print" t:" bstar'./se’;
print" rho:" rho;

print "se(rho):" serho;

print" t:" rho/serho;

proc (5) = pw(y,X);
local n,k,rhol,b,e,rho,ystar,xstar,bstar,estar,s2hat,varb,se,serho,i;
n=rows(x); k=cols(x);
rhol=0;

b=inv(Xx'X)*x'y;

e=y-x*b;
rho=e[1l:n-1,.]'e[2:n,.}/e[1:n-1,.]'e[1:n-1,.];
print "Iteration: # rho";

i=1;

do while abs(rho-rhol)>10e-8;
ystar=sqrt(1-rho~2)*y[1,.]ly[2:n,.]-rho*y[1:n-1,.];
xstar=sqrt(1-rho™2)*x[1,.]] x[2:n,.]-rho*X[1:n-1,.];
bstar=inv(xstar'xstar)*xstar'ystar;
e=y-x*bstar;
print/rz i;; print rho;
rhol=rho;
rho=e[1l:n-1,.]'e[2:n,.]/e[1:n-1,.]'e[1:n-1,.];
i=i+1;

endo;

rho=rhol;

bstar=inv(xstar'xstar)*xstar'ystar;



estar=ystar-xstar*bstar;
s2hat=estar'estar/(n-k);
varb=s2hat*inv(xstar'xstar);
se=sqrt(diag(varb));
serho=sqrt((1-rho”2)/(n-k));

retp(bstar,rho,s2hat,se,serho);

endp;
Iteration: # rho
1 0.57053151
2 0.66943943
0.72411361
24 0.80598173
25 0.80598200
26 0.80598215
b: -2.7264424 1.0671184
se: 0.45593177 0.15132767
t -5.9799350 7.0517069
rho: 0.80598215
se(rho): 0.098656640
t: 8.1695682
Iterative

P
OLS First Difference Procedure
Prais-Winsten
P
rho=0;
b: -3.9377145 1.4507860

0.55837893
0.095713439
5.8338613

Cochrane-Orcutt

OLS

0.38380813



se: 0.23699929 0.083228446 0.048017824

t: -16.614879 17.431372 7.9930345
rho: 0.00000000
OoLS OoLS p
p
singular
Cochrane-Orcutt
p
t* t t-1 t* t t-1 t=2,3, .., N

First Difference

b: 0.98687939 0.50197512
se: 0.15758797 0.13399524
t 6.2624029 3.7462161
rho: 1.0000000
n-1-k
Durbin-Watson Hildreth-Lu p
RSS p RSS
p First Difference
Hildreth-Lu Grid Search Procedure
p OLS p First Difference Procedure
p p
RSS Box-Cox
A
Gird Search Grid Search
Grid Search
Grid Search Prais-Winsten

Cochrane-Orcutt



new; cls;

load data[40,3]=d:datafile13.txt;

Y=data[2:40,1]; L=data[2:40,2]; K=data[2:40,3];
y=In(Y); x=ones(39,1)~In(L)~In(K);
{bstar,rho,s2hat,se,serho}=hildlu(y,x);

print" b:" bstar'; print " se:" se'; print" t:" bstar'./se’;
print" rho:" rho;

print "se(rho):" serho;

print" t:" rho/serho;

proc (5) = hildlu(y,x);

local n,k,b,e,rho,iter,length,start,finish,rhomax1,step,grid,i,j,ystar,xstar,bstar,
rhomax,estar,s2hat,varb,se,serho;

n=rows(x); k=cols(x);

b=inv(x'X)*X'y;

e=y-x*b;
rho=e[1l:n-1,.]'e[2:n,.}/e[1:n-1,.]'e[1:n-1,.];
print "Iteration: # rho";
print " 1";; print rho;

iter=100; length=18;
start=-0.9; finish=0.9;
i=1; rhomax1=0;
do while i<=iter;
step=(finish-start)/length;
grid=(-1e256).*ones(length+1,1);
rho=start;
=1
do while j<=length+1;
ystar=sqrt(1-rho™2)*y[1,.]]y[2:n,.]-rho*y[1:n-1,.];
xstar=sqrt(1-rho™2)*x[1,.]] x[2:n,.]-rho*Xx[1:n-1,.];
bstar=inv(xstar'xstar)*xstar'ystar;
e=ystar-xstar*bstar;
grid[j]=e'e;

j=j+1; rho=rho+step;



endo;

rhomax=start+(minindc(grid)-1)*step;

if abs(rhomax-rhomax1)<le-8;

break;

endif;

rhomaxl=rhomax;

start=rhomax-step; finish=rhomax+step;

i=i+1; print/rz i;;print rhomax;
endo;
rho=rhomaxi;
ystar=sqrt(1-rho™2)*y[1,.]]y[2:n,.]-rho*y[1:n-1,.];
xstar=sqrt(1-rho™2)*x[1,.]] x[2:n,.]-rho*Xx[1:n-1,.];
bstar=inv(xstar'xstar)*xstar'ystar;
estar=ystar-xstar*bstar;
s2hat=estar'estar/(n-k);
varb=s2hat*inv(xstar'xstar);
se=sqrt(diag(varb));
serho=sqrt((1-rho”2)/(n-k));
retp(bstar,rho,s2hat,se,serho);

endp;

Iteration: # rho
0.57053151
0.80000000
0.82222222
0.82592593
0.82551440
0.82554489
0.82554658
0.82554714
0.82554725
10 0.82554723
b: -2.6579799 1.0502132 0.56290620
se: 0.46495966 0.15287030 0.098184816
t -5.7165817 6.8699622 5.7331289

© 00 N o 0o B~ W N B



rho: 0.82554723

se(rho): 0.094055505
t: 8.7772346
Grid Search
Prais-Winsten residuals Gird
p
break le-8
grid -0.9 0.9
18 0.1 1
procedure
B
Cochrane-Orcutt
ML Grid Search Procedure
Hildreth-Lu Grid Search p RSS
e'e ML Gird p
Log-Likelihood Log-Likelihood
Log-Likelihhod B p
P B®)
Hildreth-Lu e’e AR(1)
t P o €0 ol , €t (0,0 %) Log-Likelihood

1 n 1 ' * * *
LL = =log(l— p?) - —log2rc? — == (y* —B* X*)'(y* - B* X*)
2 2 20

&

Log-Likelihood

new; cls;

load data[40,3]=d:datafile13.txt;
Y=data[2:40,1]; L=data[2:40,2]; K=data[2:40,3];
y=In(Y); x=ones(39,1)~In(L)~In(K);
{bstar,rho,s2hat,se,serho}=mlgrid(y,x);



print" b:" bstar'; print " se:" se'; print" t:" bstar'./se’;
print" rho:" rho;
print "se(rho):" serho;

print" t:" rho/serho;

proc (5) = mlgrid(y,x);

local n,k,b,e,rho,iter,length,start,finish,rhomax1,step,grid,i,j,ystar,xstar,bstar,
rhomax,estar,s2hat,varb,se,serho;

n=rows(x); k=cols(x);

b=inv(x'X)*X'y;

e=y-x*b;
rho=e[1l:n-1,.]'e[2:n,.}/e[1:n-1,.]'e[1:n-1,.];
print "Iteration: # rho";
print " 1";; print rho;

iter=100; length=18;
start=-0.9; finish=0.9;
i=1; rhomax1=0;
do while i<=iter;
step=(finish-start)/length;
grid=(-1e256).*ones(length+1,1);
rho=start;
=1
do while j<=length+1;
ystar=sqrt(1-rho™2)*y[1,.]]y[2:n,.]-rho*y[1:n-1,.];
xstar=sqrt(1-rho™2)*x[1,.]] x[2:n,.]-rho*Xx[1:n-1,.];
bstar=inv(xstar'xstar)*xstar'ystar;
e=ystar-xstar*bstar;
I* grid[j]= -1/2*In(1-rho”™2)-n/2*(1+2*pi-In(n))+n/2*In(e'e); */
grid[j]= -1/2*In(1-rho”2)+n/2*In(2*pi*stdc(e)2)+e'e/(2*stdc(e)2);
j=j+1; rho=rho+step;
endo;
rhomax=start+(minindc(grid)-1)*step;
if abs(rhomax-rhomax1)<le-8;
break;
endif;

rhomaxl=rhomax;



start=rhomax-step; finish=rhomax+step;
i=i+1; print/rz i;;print rhomax;
endo;
rho=rhomax1;
ystar=sqrt(1-rho™2)*y[1,.]]y[2:n,.]-rho*y[1:n-1,.];
xstar=sqrt(1-rho™2)*x[1,.]] x[2:n,.]-rho*X[1:n-1,.];
bstar=inv(xstar'xstar)*xstar'ystar;
estar=ystar-xstar*bstar;
s2hat=estar'estar/(n-k);
varb=s2hat*inv(xstar'xstar);
se=sqrt(diag(varb));
serho=sqrt((1-rho”2)/(n-k));

retp(bstar,rho,s2hat,se,serho);

endp;
Iteration: # rho
1 0.57053151
2 0.78000000
3 0.77822222
4 0.77840000
5 0.77839627
6 0.77839631
b: -2.8217134 1.0925255 0.54997898
se: 0.44363399 0.14884070 0.092490261
t -6.3604537 7.3402340 5.9463448
rho: 0.77839631
se(rho): 0.10462887
t: 7.4395942
Log-Likelihood normalize
Hildreth-Lu ee RSS
1/2In(1-p ?)
n/2In(e’e) e'e
1/2In(1-p ?)
Log-Likelihood ARMA(1,1)

MA(L)



ML Gird Hildreth-Lu p

Log-Likelihood
MA(1)
p  Hildreth-Lu
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Beach-MacKinnon ML procedure

p
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Maximum Log-Likelihood
AR(1)
t P w1 €u Pl , €t
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LL:%kga—pﬁ—gmgzml
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load data[40,3]=d:datafile13.txt;

Y=data[2:40,1]; L=data[2:40,2]; K=data[2:40,3];
y=In(Y); x=o0nes(39,1)~In(L)~In(K);
{bstar,rho,s2hat,se,serho}=beach(y,x);

print" b:" bstar'; print " se:" se'; print" t:" bstar'./se’;
print" rho:" rho;

print "se(rho):" serho;

print" t:" rho/serho;

proc (5) = beach(y,x);
local n,k,b,e,rho0,l,ystar,xstar,bstar,p,q,r,f,g,h,iter,length,start,finish,i,step,grid,
Z,j,zmax,estar,s2hat,varb,se,serho;

n=rows(x); k=cols(x);

b=inv(x'X)*X'y;

e=y-x*b;

rhoO=e[1l:n-1,.]'e[2:n,.]/e[1:n-1,.]'e[1:n-1,.];

print "Initial rho:" rhoO;

1=1;

do while 1<=100;
ystar=sqrt(1-rho0™2)*y[1,.]]y[2:n,.]-rho0O*y[1:n-1,.];
xstar=sqrt(1-rho0”™2)*x[1,.]1] X[2:n,.]-rho0*x[1:n-1,.];
bstar=inv(xstar'xstar)*xstar'ystar;
e=y-x*bstar;
p=e[1]"2+e[n]"2;
g=e[2:n]'e[1:n-1];
r=e[2:n-1]'e[2:n-1];
f=-(n-2)*a/((n-1)*r);
g=-((n+1)*r+p)/((n-1)*r);
h=n*q/((n-1)*r);

iter=100; length=18;

start=-0.9; finish=0.9;

i=1;

do while i<=iter;
step=(finish-start)/length;
grid=(-1e256).*ones(length+1,1);



z=start;

=1

do while j<=length+1;
grid[j]=abs(z"3+f*z"2+g*z+h);
j=it+L;
z=z+step;

endo;

zmax=start+(minindc(grid)-1)*step;

if abs(zmax/"3+f*zmax”~2+g*zmax+h)<le-10;
break;

endif;

start=zmax-step; finish=zmax+step;

print/rz i;;print zmax;

i=i+1;

endo;

if abs(zmax-rho0)/rho0<1e-5;
break;

endif;
rho0=zmax;

I=1+1;

endo;

rho=zmax;
ystar=sqrt(1-rho™2)*y[1,.]]y[2:n,.]-rho*y[1:n-1,.];
xstar=sqrt(1-rho™2)*x[1,.]] x[2:n,.]-rho*Xx[1:n-1,.];
bstar=inv(xstar'xstar)*xstar'ystar;
estar=ystar-xstar*bstar;

s2hat=estar'estar/(n-k);
varb=s2hat*inv(xstar'xstar);

se=sqrt(diag(varb));

serho=sqrt((1-rho”2)/(n-k));
retp(bstar,rho,s2hat,se,serho);

endp;



Initial rho: 0.57053151

0.70000000
0.65555556
0.65679012
6 0.77830615
7 0.77830559
8 0.77830567
1 0.80000000
2 0.77777778
3 0.77777778
4 0.77832647
5 0.77831123
6 0.77831123
7 0.77831067
8 0.77831065
9 0.77831065
rho= 0.77831066
b: -2.8220063 1.0926065 0.54994996
se: 0.44359633 0.14883245 0.092480635
t -6.3616539 7.3411849 5.9466499
rho: 0.77831066
se(rho): 0.10464656
t: 7.4375175
(ML Procedure CML GAUSS
Constrained Maximum Likelihood
GAUSS CML Direct ML p
Log-Likelihood
Beach-MacKinnon ML
CML GAUSS
Beach-MacKinnon Log-Likelinhhood
p B
Likelihood

2 Step Prais-Winten  residuals standard deviation
Log-Likelihood



CML

new; cls;
library cml; cmiset;
load data[40,3]=d:datafile13.txt;
Y=data[2:40,1]; L=data[2:40,2]; K=data[2:40,3];
y=In(Y); x=ones(39,1)~In(L)~In(K); data=y~x;
start={1,1,1,0};
_cml_Bounds={-1e256 1e2586,

-1e256 1e256,

-1e256 1e256,

-0.999 0.999};
_cml_Algorithm = 1;
_cml_ParNames = {"CONST","X1","X2","rho"};
call cmlprt(cml(data,0,&Il,start));

proc ll(b,data);
local n,k,x,y,ystar,xstar,e,llik;
n=rows(data); k=cols(data);
y=datal.,1]; x=data[.,2:K];
ystar=sqrt(1-b[K]"2)*y[1,.]11Y[2:n,.]-b[K]*Y[1:n-1,.];
xstar=sqrt(1-b[K]"2)*x[1,.]1 X[2:n,.]-b[K]*x[1:n-1,.];
e=ystar-xstar*b[1:k-1];
Hik=1/2*In(1-b[K]"2)-n/2*In(2*pi*stdc(e)2)-e'e/(2*stdc(e)2);
retp(llik);

endp;

return code = 0

normal conve rgence

Mean log-likelihood 2.21619

Number of cases 39

Covariance of the parameters computed by the following method:



Inverse of computed Hessian

Parameters Estimates Std. err. Gradient
CONST -2.8217 0.6246 -0.0000
X1 1.0925 0.1899 -0.0001
X2 0.5500 0.0990 -0.0000
rho 0.7784 0.1397 -0.0000

Number of iterations 162

Minutes to convergence 0.31867
p
-0.999 0.999 Log-Likelihood procedure CML
Log-Likelihood
p Log-Likelihood
p Log-Likelihood
p
/*

** These programs above were independently written by Yosuke Amijima
** (C) Copyright 2002 Yosuke Amijima. All Rights Reserved.

**

** The results of other software may slightly differ in some points.

*/
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