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Abstract. This paper analyses the limit distributions of the seasonal unit root
test procedures proposed by Dickey, Hasza and Fuller (1984) and Hylleberg,
Engle, Granger and Yoo (1990), when local trends at different frequencies are
present in data generation processes, but ignored in the test regressions used.
The findings presented explicitly show that neglected deterministic trends have
negative effects on the distributions of the test statistics. Analytical observations
and Monte Carlo simulations reveal that seasonal unit root test statistics become
severely undersized as the values of standardized local trends increase. Hence,
failure to consider local trends may often bear the undesirable effect of biasing
decisions towards non-rejection of unit roots.
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1 Introduction

The presence of deterministic components (such as nonzero initial values and/or
time trend) in data generation processes (DGPs) have always imposed problems
for unit root tests. These difficulties are specifically due to the sensitivity of
distributions of many existing procedures with regard to these components.

In a recent paper, Haldrup and Hylleberg (1995) (see also Nabeya and
Sørenson, 1994; Nankervis and Savin, 1985, 1987; West, 1988) analysed the
implications that local deterministic trends can pose for the Dickey and Fuller
[DF] (1979) test when the test regression used is not similar; that is, when it
does not account for all the deterministic components present in the DGP.
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