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OLS ADF

Engle-Granger Cointegration Test

Y=XB ¢
regression N x € ADF
DF regression
1,23,.T
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=Y; x=ones(rows(L),1)~L~K;

call egcoint(y,x);

print "With trend";

call egcoint(y,sega(l,1,rows(x))~x);

proc(0)=egcoint(y,x);

local b,e;

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

e=y-x*b;

call adf(e);
endp;



proc(0)=adf(y);
local a,lag,n,dy,i,j,x,rhs,temp,tau;
lag=8; /* Begin with lag 12 usually. */
do while lag>=1;
n=rows(y);
dy=y[2:n]-y[1:n-1];
i=1; j=2+lag; x=y[j-1:n-1];
do while i<=lag;
x=x~dy[j-1-i:n-1-i];
i=i+1;
endo;
rhs=x;
temp=rhs][.,1]; rhs[.,1]=rhs].,cols(x)]; rhs].,cols(x)]=temp;
print/lz lag;; tau=dftau(dy[j-1:n-1],rhs);
if abs(tau)>1.6; /* The last lag is significant. */
break;
endif;
lag=lag-1;
endo;

print" "

print/lz " Choiceof Lag#= "lag;
print " "

a=0;

do while a<=lag;

call adftest(Y,a);
a=a+tl;
endo;

endp;

proc(0)=adftest(y,lag);
local n,dy,d2y,d3y,i,j,X;



print "ADF Test(No Drift):";

n=rows(y);

dy=y[2:n]-y[1:n-1];
i=1; j=2+lag; x=y[j-1:n-1];

do while i<=lag;

x=x~dy[j-1-i:n-1-i];

i=i+1;

endo;

call dftau(dy[j-1:n-1],x);

endp;

proc dftau(dy,x);

local b,e,n1,k,s2hat,varb,se,tau;

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

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

e=dy-x*b;

s2hat=e'e/(n1-k);

varb=s2hat*inv(x'x);

se=sqrt(diag(varb));

tau=b[1]./se[1];

print "tau=" tau;;print/rz "(n="n1")";

retp(tau);
endp;

-0.37400957 ( n=
0.61824300 ( n=
0.011153917 ( n=
-0.11329542 ( n=
0.97974402 ( n=
0.010719605 ( n=
-2.1223865 ( n=

30)
31)
32)
33)
34)
35)
36)



Choice of Lag # =

2

ADF Test(No Drift):

tau= -2.6557750 ( n= 38)
LAG=1

ADF Test(No Drift):

tau= -4.6301542 ( n= 37)
LAG=2

ADF Test(No Drift):

tau= -2.4105943 (n= 36)
With trend

Eagle-Granger Cointegration Test

8 tau= -0.67197756 ( n=

7 tau= 0.76642428 ( n=

6 tau= -0.26932338 ( n=

5 tau= -0.0017793676 ( n=

4 tau= 1.1127035 ( n=

3 tau= 0.028355379 ( n=
2 tau= -1.8022076 ( n=

Choice of Lag # =

2

30)
31)
32)
33)
34)
35)
36)



ADF Test(No Drift):
tau= -2.4794821 ( n=

ADF Test(No Drift):
tau= -4.2036277 ( n=

ADF Test(No Drift):

tau= -2.3346762 (n=
ADF

proc

ADF

ADF

DF
DF

OLS

38)

37)

36)

DF

Drift
egcoint
ADF

egcoint

ADF
KPSS

OLS



Error Correction Model

ECM procedure
1(1)

€= ¢+ a By ¢ B2 ¢
Engle-Granger
A ¢ 0 A ¢ A YVE t

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=Y,; x=L~K;,

call ecm(y,x);

proc ecm(y,X);
local n,k,b,e,dy,dx,s2hat,varb,se,t,g,corr,r2;
x=ones(rows(x),1)~Xx;
n=rows(x); k=cols(x);
b=inv(X'X)*X'y;
print "Suspected Cointegrating vector:";
print 1~(-b[2:rows(b)]Y;
e=y-x*b;
dy=y[2:n]-y[1:n-1]; dx=(x[2:n,2:K]-x[1:n-1,2:K]);
x=dx~(-e[1:n-1]);
b=inv(X'X)*x'dy;
e=dy-x*b;
s2hat=e'e/((n-1)-k);
varb=s2hat*inv(x'x);
se=sqrt(diag(varb));
t=b./se;g=b[K];
print "Error Correction Model:";
print" b se

print b~se~t;



print/lz " n="n-1,

print/lz "df=" n-1-k;

corr=corrx(dy~(x*b));

r2=corr[1,2]"2;

print/lz "R2="r2;

print/lz "gamma=" g;; print/lz "1/gamma=" 1/g;

retp(g);
endp;

Suspected Cointegrating vector:
1.0000000 -1.3069296 -1.6223203
Error Correction Model:

b se t
1.1090867 0.25793248 4.2999108
1.5603529 0.29394694 5.3082810
0.25161730 0.14536048 1.7309884
n= 38
df=35
R2=0.79594174
gamma= 0.2516173 1/gamma= 3.9742895
R2 ( d )
Y ECM

CRDW([ Cointegration Regression Durbin Watson(J

DW
EG

z (ut - ut—l) ?
CRDW ="'+~

DW

R2

DW



CRDW
100 0.511(1%) 0.386(5%) 0.322 10

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=Y; x=ones(rows(L),1)~L~K;

call crdw(y,x);

proc crdw(y,x);
local n,b,e,dw,r2;
n=rows(x);
b=inv(X'X)*X'y;
e=y-x*b;
dw=sumc((e[2:n,.]-e[1:n-1,.)2)/sumc((e-meanc(e))"2);
r2=1-e'e/(y'(eye(n)-1/n*ones(n,1)*ones(n,1)")*y);
if dw<r2;
print "CRDW < R2: No cointegration.";
else;
print "CRDW >= R2: Cannot determine no cointegration";
endif;
print/lo "CRDW="dw "(R2="r2 ")";;print/lz "n="n;
print "[Cutoff points: 0.511(1%),0.386(5%),0.322(10%) for n=100]";
retp(dw);
endp;

CRDW < R2: No cointegration.
CRDW= 0.63482362 (R2=0.99529249 )n=39
[Cutoff points: 0.511(1%),0.386(5%),0.322(10%) for n=100]

EG OLS
CRDW R2



Johansen Cointegration Test
OoLS

Zt
AZt PIAZt-1 ... Pk-1AZt-(k-1) Ry
Ztk QlAZt-1 ... Qk-1AZt-(k-1) Ry

ROt Rkt
Sij Ty jt 1,j=0 Kk

I A S SokSooSox | 0

chol(S11)*SekSeo Sox chol(S;y)? S S0S*Sek  eigen value
Likelihood Ratio Test
Trace Statistic
A trace ZIn(l A

A max In(l A r+1)

Cointegrating Rank 0,1,..,k-1

new; cls;

load data[40,3]=d:datafile13.txt;
Y=data[2:40,1]; L=data[2:40,2]; K=data[2:40,3];
z=Y~L~K;

call johansen(z,3);

proc(2)=johansen(z,lag);
local n,k,t,dz,x,i,j,dy,lagy,v,u,s00,s11,s01,s10,invc,lambda,Imax,tracestat;
n=rows(z); k=cols(z); t=n-lag;
dz=z[2:n,.]-z[1:n-1,.];
x=dz;
i=1; j=1+lag; x=x[j-1:n-1,.];



do while i<=lag-1;
x=x~dz[j-i-1:n-1-i,.];
i=i+1;
endo;
dy=x[.,1:K];
lagy=z[1:n-lag,.];
if lag==1;
x=ones(t,1);
else;
x=ones(t,1)~x[.,k+1:lag*Kk]; /* You could change here to x= Xx[.,k+1:lag*k]; */
endif;
u=dy-x*inv(x'x)*x'dy;
v=lagy-x*inv(x'x)*x'lagy;
s00=u'ult;
sll=v'v/t;
s01=u'v/t;
s10=v'ult;
invc=inv(chol(s11)";
lambda=eig(invc*s10*invpd(s00)*s01*invc");
/*Or lambda=eig(inv(s11)*s10*inv(s00)*s01); */
Imax=rev(sortc(-t*In(1-lambda),1));

tracestat=rev(cumsumc(rev(Imax)));

print "::================================ =
print" Coint Rank Lmax Trace Stat";
print "::================================ =

__fmtnv={"*.*Ig " 8 8};

call printfmt(seqa(0,1,rows(Imax))~Imax~tracestat,1);

retp(Imax,tracestat);

endp;

0 13.516105 21.657961



6.6088271 8.1418558
2 1.5330288 1.5330288

Stock-Watson Common Trends Test

Johansen

D = (it—llat—l)_lat—lat

O] eigenvalue A

Common Trends T J[real(A m41)-1]

(K, m)=T[real(A .,)-1]
Ama A (m 1)
Demaen
O] Stock-Watson(1988) Tablel 3

new; cls;
load data[40,3]=d:datafile13.txt;
Y=data[2:40,1]; L=data[2:40,2]; K=data[2:40,3];

data=Y~L~K;
m=1; /* # of common trends under Ha */
p=1; /* # of lag consideredd */

call sw(data,p,m);

proc(0)=sw (data,p,m);
local d,n,xt,dbeta;
print "Cointegration Test for Stock-Watson Common Trends";
print "**lambda**";
d=data;

call swmain(d,p,m);



print "**lambda myu**";
n=rows(data);
xt=ones(n,1);
dbeta=inv(xt'xt)*xt'data;
d=data-xt*dbeta;

call swmain(d,p,m);
print "**lambda tau**";
xt=ones(n,1)~seqa(1,1,n);
dbeta=inv(xt'xt)*xt'data;
d=data-xt*dbeta;

call swmain(d,p,m);

endp;

proc swmain(d,p,m);
local n,k,r,vymat,alphat,delta,wt,dwt,x,i,phi,dy,xi,xi_1,phibar,lambda,qf;
n=rows(d); k=cols(d);
{r,v}=eigrs2(d'd);
mat=r~Vv'; mat=rev(sortc(mat,1));
r=mat[.,1]; v=mat[.,2:cols(mat)]’;
delta=sqrt(k)*v;
alphat=deltal.,1:K];
wt=d*alphat/k;
dwt=wt[2:n,.]-wt[1:n-1,.];
x=ones(n-1-p,1);
i=1;
do while i<=p;
x=x~dwt[p+1-i:n-1-i,.];
i=i+1;
endo;
dy=dwt[p+1:n-1,.];
phi=inv(x'x)*x'dy;
Xi=wt*phi’;
Xi_1=xi[1l:rows(xi)-1,.];
xi=xi[2:rows(xi),.];
phibar=inv(xi_1'xi_1)*xi_1'xi;

lambda=real(eig(phibar));



lambda=rev(sortc(lambda,l));
gf=rows(xi)*(lambda[m+1]-1);
print "gf( k=";;print/rz k;;print ", m=";;print/rz m;;print ") = *;;print gf;
retp(qf);
endp;

Cointegration Test for Stock-Watson Common Trends

**lambda**

qf( k= 3, m= 1)= 1.8237457
**lambda myu**

gf( k= 3, m= 1)= -2.9410820
**lambda tau**

gf( k= 3, m= 1)= -19.169483

Phillips-Ouliaris Test

Demean Demean
z, =TIz, +¢§
Pz = Ttr(QM )
~ 1 T > 1 q T o 1 T )
Q=" &+2-> > wéé, M,=->7
T t=1 T i=1 t=i+1 T t=1
Q Phillips-Perron  Unit Root
Mzz e
T Q Mzz
new; cls;

load data[40,3]=d:datafile13.txt;
Y=data[2:40,1]; L=data[2:40,2]; K=data[2:40,3];
z=Y~L~K;

nlag=3;

call po(z,nlag);



proc(0)=po(z,nlag);
local n,xt,dbeta;
print "Phillips-Ouliaris Cointegration Test";
print "Raw:";
z=z;
call pomain(z,nlag);
print "Demean";
n=rows(z);
xt=ones(n,1);
dbeta=inv(xt'xt)*xt'z;
z=z-xt*dbeta;
call pomain(z,nlag);
print "Demean+Detrend";
xt=ones(n,1)~seqa(1,1,n);
dbeta=inv(xt'xt)*xt'z;
z=z-xt*dbeta;
call pomain(z,nlag);

endp;

proc pomain(z,nlag);

local n,dy,x,n1,k,b,e,s,i,w,pz,omegahat,t,mzz;

n=rows(z);

dy=z[2:n,.]-z[1:n-1,.]; x=z[1:n-1,.];

nl=rows(x);

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

e=dy-x*b;

i=1; s=0;

do while i<=nlag;
w=1-i/(nlag+1);
s=s+2*w*e[1:nl-i,.]'e[i+1:n1,.]/n1;
i=i+1;

endo;

omegahat=e'e/nl+s;

t=nl; z=z[2:n,.];

mzz=z'z/t;

pz=t*sumc(diag(omegahat*inv(mzz)));



print "Pz Stat=" pz;

retp(pz);
endp;

Phillips-Ouliaris Cointegration Test

Raw:

Pz Stat= 8.3251747

Demean

Pz Stat= 22.836721

Demean+Detrend

Pz Stat= 40.898654

Stock-Watson

Demean Detrend

Phillips-Perron  Unit Root

Mzz

sumc(diag(omegahat*inv(mzz)))

diag

VAR

lagl lagn trimr

trim

packr

lag1(x)
lagn(x,i)
trimr(x,i,j)

packr(x)

sumc

trim

trimr



x=sega(1,1,10); x=sega(1,1,10);

n=rows(X);
xt=x[2:n,.]; xt=trimr(x,1,0);
xt_1=x[1:n-1,.]; xt_1=trimr(x,0,1);
print xt~xt_1; print xt~xt_1;
xt xt 1

1 1

2 2 2 2.0000000 1.0000000

3 3 3 3.0000000 2.0000000

4 4 4 4.0000000 3.0000000

55 5 5.0000000 40000000

6 6 6 6.0000000 5.0000000

77 7 7.0000000 6.0000000

8 8 8 8.0000000 7.0000000

9 9 9 9.0000000 8.0000000

10 10 10.000000 9.0000000
x=sega(1,1,10); x=sega(1,1,10);
n=rows(x); i=3; i=3;
xt=x[1+i:n,.]; xt=trimr(x,i,0);
xt_i=x[1:n-i,.]; xt_i=trimr(x,0,i);
print xt~xt_i; print xt~xt_i;

xt xt 3



2 2

3 3

4 4 4 4.0000000 1.0000000

5 5 5 5.0000000 2.0000000

6 6 6 6.0000000 3.0000000

77 7 7.0000000 4.0000000

8 8 8.0000000 5.0000000

9 9 9.0000000 6.0000000

10 10 10.000000 7.0000000

1
x=sega(1,1,10); x=sega(1,1,10);
n=rows(X);
dx=x[2:n,.]-X[1:n-1,.]; dx=packr(x-lag1(x));

( dy=trimr(x-lag1(x),1,0);)

print dx; print x-lag1(x); print dx;

1 1-.=

2 2-1= 1.0000000 1.0000000

3 3-2= 1.0000000 1.0000000

4 4-3= 1.0000000 1.0000000

5 5-4= 1.0000000 1.0000000

6 6-5= 1.0000000 1.0000000

7 7-6= 1.0000000 1.0000000

8 8-7= 1.0000000 1.0000000

9 9-8= 1.0000000 1.0000000

10 10-9= 1.0000000 1.0000000



x=sega(1,1,10); x=sega(1,1,10);

n=rows(x); i=3; i=3;
dx=x[1+i:n,.]-x[1:n-i,.]; dx=packr(x-lagn(x,i));
( dy=trimr(x-lagn(x,i),i,0); )
print dx; print x-lagn(x,i); print dx;
1 1-.=
2 2-.=
3 3-.=
4 4-1= 3.0000000 3.0000000
5 5-2= 3.0000000 3.0000000
6 6-3= 3.0000000 3.0000000
7 T7-4= 3.0000000 3.0000000
8 8-5= 3.0000000 3.0000000
9 9-6= 3.0000000 3.0000000

10 10-7= 3.0000000 3.0000000
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