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CH3 Nonstationary AR Process

Some nonstationary processes
Winner process
Li iti  th   d  lk Limiting theorem on random walk 
Application to regression models
U it t t tUnit root test
Steps of unit root test
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Trend and Random Walk
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Other random walk models
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Other random walk models
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Remove the trend
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Difference or Detrend?
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Spurious Regression
High R-squared, significant t-test, 
but no economic meaning.    

E i h d lExamine the model:
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Central Limit Theorem
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An Application: Limit Theorem
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What is the limiting: AR(1) with a1=1?

Need Winner Process, etceed e ocess, etc
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Winner Process                     1/4
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Winner Process:  Functional CLT          3/4
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Winner Process             4/4
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Theorem: Application to Random Walk   1/4
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Theorem: Application to Random Walk    2/4
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Theorem: Application to Random Walk     3/4
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Theorem: Application to Random Walk    4/4
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Application to Regression Models
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Application to Regression Models
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Limiting Distribution of t-Statistic
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Limiting Distribution of t-Statistic
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OLS estimator for other random walks
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OLS estimator for other random walks
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OLS estimator for other random walks
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Unit Root Tests
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Unit Root Tests

27


