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Abstract

In this paper we derive, under the assumption of Gaussian errors with known error
covariance matrix, asymptotic local power bounds for seasonal unit root tests for both
known and unknown deterministic scenarios and for an arbitrary seasonal aspect. We
demonstrate that the optimal test of a unit root at a given spectral frequency behaves
asymptotically independently of whether unit roots exist at other frequencies or not.
We also develop modified versions of the optimal tests which attain the asymptotic
Gaussian power bounds under much weaker conditions. We further propose near-
efficient regression-based seasonal unit root tests using pseudo-GLS de-trending and
show that these have limiting null distributions and asymptotic local power functions
of a known form. Monte Carlo experiments indicate that the regression-based tests
perform well in finite samples.

Keywords: Point optimal invariant (seasonal) unit root tests; asymptotic local power
bounds; near seasonal integration.

JEL Classifications: C22.

1 Introduction

Since the introduction of formal unit root tests by Dickey and Fuller [DF] (1979,1981),
a large literature, both theoretical and applied, has grown on the analysis of unit root
time-series data. Much of this has been dedicated to developing and refining unit root test
procedures. In particular, what has motivated researchers to search for new procedures
is the characteristically low power of most unit root tests, particularly when deterministic
trend variables are introduced into the test regression. A distinct aspect of several recently
proposed procedures lies in the criterion used to estimate the parameters on deterministic
variables; that is, the method of de-trending employed. While DF use ordinary least squares
(OLS) de-trending, Elliott, Rothenberg and Stock [ERS] (1996) and Schmidt and Phillips
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(1992), use generalised least squares (GLS) and first-difference (FD) based de-trending,
respectively. These approaches have been shown to yield more powerful unit root tests
than those based on OLS de-trending. Most notably though, ERS have demonstrated that
DF-type tests based on GLS de-trended data have asymptotic local power functions which
lie arbitrarily close to the Gaussian power envelope.

Similar concerns arise in the seasonal context where DF-type tests (with OLS de-
trending) for unit roots at the zero and seasonal frequencies have been developed by Hylle-
berg, Engle, Granger and Yoo (1990) [HEGY] for quarterly data and generalised to the
case of monthly data by Beaulieu and Miron (1993) and Taylor (1998), and to an arbitrary
seasonal periodicity, say .S, by Smith and Taylor (1999a,b). A detailed discussion of the the-
oretical and empirical importance of testing for seasonal unit roots is provided in Rodrigues
and Taylor (2004a). Seasonal patterns in economic time-series tend to evolve slowly over
time (see, inter alia, Hylleberg et al., 1993), a characteristic shared by seasonal unit root
processes. However, as Ghysels and Osborn (2001,p.90) note, most empirical applications
of the aforementioned seasonal unit root tests have lead to non-rejection of the non-seasonal
unit root but to rejections of the unit root hypothesis at some, but rarely all, of the seasonal
frequencies, implying the inappropriateness of either taking annual differences of the data
or of commonly used seasonal adjustment procedures which assume the presence of unit
roots at all of the seasonal frequencies (Ghysels and Osborn, 2001,Ch.4). The fact that unit
roots cannot be rejected at all of the seasonal frequencies might be attributable to the low
power of the OLS de-trended HEGY tests. This suggests that the need to develop more
powerful seasonal unit root tests is arguably more compelling than for the non-seasonal case
in order to better establish whether or not seasonal unit roots constitute an appropriate
mechanism for modelling the seasonal patterns in economic series.

Developing FD-de-trended variants of the HEGY testing procedure is a relatively simple
exercise and has already been undertaken in Breitung and Franses (1998) and Rodrigues
(2002) who both find evidence of non-trivial power gains over the standard OLS de-trended
HEGY tests. However, GLS de-trending in the context of the HEGY testing procedure
is complicated by the fact that the power surface of the testing problem is S-dimensional
and has yet to be developed. For this reason, asymptotic power bounds have also not been
derived for autoregressive unit root tests in seasonal time series. Both of these deficiencies
in the literature are rectified in this paper. Gregoir (2004) has developed GLS de-trended
versions of the tests of Ahtola and Tiao (1987) for the null hypothesis of the presence of
a pair of complex conjugate unit roots at a fixed spectral frequency wy € (0,7). These
tests assume that unit roots are not present at any other spectral frequency, and so are
not appropriate to the seasonal unit roots testing scenario considered in HEGY. However,
Gregoir (2004) contains a number of technical results which prove useful in the development
of this paper, as does ERS which assumes that a unit root exists only at frequency zero.

The paper is organised as follows. In Section 2 we review the standard seasonal au-
toregressive model framework, highlighting the typology of seasonal deterministic trend
functions extant in the seasonal unit root literature and outline the parameter restrictions
on this model which yield (near) unit roots at the zero and seasonal frequencies. In Section
3 we develop point optimal invariant test procedures for unit roots at each of the zero and
seasonal frequencies and derive expressions for their limiting power envelopes using local-
to-unity asymptotics. We show that the optimal test of a unit root at a given frequency



behaves asymptotically independently of whether unit roots exist at other frequencies or
not. Moreover, these expressions are shown to coincide with existing representations in the
literature. Feasible tests which weaken the assumptions underpinning the point optimal
tests are introduced in Section 4 and are shown to have identical limiting power envelopes
as the corresponding point optimal tests. In Section 5 we propose further tests, which like
the modified augmented DF tests proposed in ERS, are based on a method of pseudo-GLS
de-trending of the familiar HEGY autoregressive-based testing procedure for unit roots at
the zero and seasonal frequencies. Where our modified HEGY tests are performed on a
single unit root parameter they lie very close to the relevant power envelopes pertaining to
that parameter from Section 3. Monte Carlo evidence provided in Section 6 indicates that
the modified HEGY tests display vastly improved finite sample power properties over the
standard HEGY tests, especially so in the case of the joint F-type tests, yet display equally
good finite sample size properties in the presence of serially correlated errors. Section 7
concludes. Appendices A, B and C contain the proofs of Propositions 3.1-3.2, Theorems
3.1-3.2, and Theorem 5.1, respectively.

2 The Seasonal Unit Root Framework

2.1 The Seasonal Model

Using the set-up of Smith and Taylor (1999a,b), consider the process {xgn+s}, observed with
constant seasonal periodicity S, which can be written as the sum of a purely deterministic
component, fig,ts, and a purely stochastic process; viz.,

Tonts = Ysnis+ Msnts, S=1—8,..,00n=1,2,..., N,

a(L)ySn—i-s = UsSn+s
where (L) = 1 — 25:1 ofL7 in (2.2) is an Sth order polynomial in the conventional

lag operator, L. The disturbance process {vs,is} is a mean-zero covariance stationary
process which admits the moving average representation vgy, s = ¥(L)ugnt+s where {ug,s}
is I11D(0,0%) with finite fourth moments and the lag polynomial ¢(z) = 14 Y oo, 12"
satisfies the following conditions: (i) ¢ (exp{%i27k/S}) # 0, k =0, ...,[.S/2], |-| denoting
the integer part of its argument, and (ii) 372, j[vj| < oo. These conditions ensure that the
spectral density function of vg,.s is bounded and is strictly positive at both the zero and
seasonal spectral frequencies, wy = 27k/S, k =0, ..., | .S/2]. For notational convenience we
define S* = (S/2) — 1 (if S is even) or |S/2] (if S is odd).

In (2.1), psnss is modelled as a linear combination of a set of deterministic regressors;
that is, fisnis = 0 2snts. Following Smith and Taylor (1998,1999a,b), we consider six cases
of interest:

Case 1: no deterministics.

Case 2: zero frequency intercept: zgnis = Zsntse = 1, s =1—-295,...,0,n =1,2,..., N,
with 5 = .

Case 3: zero and seasonal frequency intercepts: zg, s = zsnis3 = [1,cos(2m (Sn + s) /S),
sin(2m (Sn + s) /S), ..., cos(2mS* (Sn+s5)/S), sin(27S*(Sn+s)/9), (=1)5"+5) s = 1S, ..., 0,
n=12,...,N, with 8 = (70,7, ..; Y+, Vs/2)’, and where v = (Ve,a, M,8)s K = 1,..., 5"
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Case 4: zero-frequency intercept, zero-frequency trend: zg,is = zsnisa = (1,51 + s)’,
s=1-5,...,0,n=1,2,...,N, with 8 = (0, )"

Case 5: zero and seasonal frequency intercepts, zero-frequency trend: zg,is = zZsnt+ss =
(zgn+s73,Sn +s5),s=1-25,..,0,n=1,2,..., N, with 3 = (70,71, .-, ¥s*, V572, %) -

Case 6: zero and seasonal frequency intercepts and trends: zgn1s = 2Zsnts6 = (25,143, (SN+
s)z’snﬂﬁ)’, s=1-5,...,0,n=1,2,...,N, with 8 = (v, 71, .-, V8=, ¥s/2, 00, 01, ..., 05+, 05/2)’,
where 6k = (6k,a75k,ﬁ)/7 k= 1, ey S*,

omitting (—1)"+s
6, when S is odd.

from zgy4s3, Vs/2 from 3 in Cases 3, 5 and 6, and g/, from 3 in Case

2.2 The Seasonal Unit Root Hypotheses

Denoting i = /(—1), we may factorise the polynomial (L) at the seasonal spectral fre-
quencies, wy = 27k/S, k=1, ...,|5/2] as:

=TT wn(L (2.3)

where the lag polynomial wy(L) = (1 — o L) associates the parameter ag with the zero fre-
quency wy = 0, the lag polynomial wy (L) corresponds to the conjugate (harmonic) seasonal
frequencies (wy, 27 — wy), and is defined by

wr(L) = [1 — (ag + Bri) exp (iwg) L] [1 — (g — Bri) exp (—iwy) L]

= [1 -2 (aycoswy — Brsinwg) L+ (of + B7)L?],

with associated parameters oy, and G, k = 1,...,.5*, together with wg/2(L) = (1 + ag/2L),
with parameter ag/, corresponding to the Nyquist frequency wg/s = m, when S is even.

Consequently, following HEGY (S = 4) and Smith and Taylor (1999a) we consider
testing the (|.S/2] 4+ 1) unit root null hypotheses

H070 O = 1, HO,S/Q : 0[5/2 =1 (S even), (24)

and
H()’k O = 1, ﬂk == O, k= 1, ,S* (25)

The hypothesis Hypo : oy = 1 corresponds to a unit root at the zero-frequency while, for
S even, Hy /s : agjp = 1 yields a unit root at the Nyquist frequency. A pair of complex
conjugate unit roots at the harmonic seasonal frequencies (wy, 2w — wy) is obtained under
]’I()Jf O = lﬂﬁk :0, k= 1,...,3*.

The alternative hypotheses of near-integration at the zero and Nyquist (S even) fre-
quencies may be stated as,

) Co Cs/2
HLCO L0 = <1 + T) H1 cs/2 O-/S/Q = (1 + T ) (26)

where T'= SN, and at the harmonic seasonal frequencies as

Ck

Hy. op = (1 T

%), Be=0,k=1,.,5" (2.7)

4



Cf Phillips (1987), Rodrigues (2001), Rodrigues and Taylor (2004b) and Gregoir (2004),
inter alia. Under H, ., , the process {zg,+s} admits either a single root [k = 0,.5/2] or a pair
of complex conjugate roots [k = 1, ...,.S*] with modulus in the neighbourhood of unity at
frequency wy. These roots are stable where ¢, < 0 and explosive where ¢, > 0. By allowing
B # 0, one might also allow for the possibility of complex roots lying in the neighbourhood
of the harmonic seasonal frequencies wy, kK = 1,...,5*. However, and following Gregoir
(2004), we do not permit this. This seems entirely natural given that the seasonal aspect
of our data governs the spectral frequencies of interest which can therefore be reasonably
assumed fixed. Finally, notice that H; ., reduces to Hyy if ¢, =0, k=0, ..., | 5/2].

In what follows, let ¢ = (cq, ¢y, ..., c[g/9)" be the ([.S/2] + 1)-vector of non-centrality

parameters and denote the lag polynomial a(L) under H,. = ﬁ,&i/gj Hi, as Ac =1 —
Zle a}?Lj. Finally, notice that under Hy = ﬂ,&i/o% Hyp, ¢ =0 and Ag =1 — L®, so that
{Zsn+s} evolves as a seasonal random walk process.

3 Efficient Seasonal Unit Root Tests

In what follows we will use a similar framework of analysis to that adopted by ERS and
Gregoir (2004). Consequently, we will need to make the following assumption:

Assumption 3.1 (i) y;, =0, s =1—5,...,0; (it) the parameters characterising the lag
polynomial 1(z) are known; (iii) {ug,.s} is NIID(0,0?) with 0 known.

Assumption 3.1 is necessarily unrealistic. It is made so that we may construct most
powerful tests against a given point alternative, and hence develop theoretical power bounds
for seasonal unit root tests in both the known and unknown deterministic scenarios. We will
subsequently drop Assumption 3.1 in Sections 4 and 5 where we discuss testing procedures
which can be used in practice.

3.1 Known Deterministic Component

Where fig,,45 of (2.1) is known it is observationally equivalent to Case 1 of jig,45 outlined
in Section 2.1, and so ys,+s is observable. Denoting by L(c), minus twice the log-likelihood
and ignoring the additive constant we have that

L<C) = Acy/Q_lACY7 (31)

where 2 is the (known) non-singular covariance matrix of the vector v = (vy,...,vr)" and
Acy = (Aeyr, -, Acyr)'

Suppose, for the present, that we wish to test the null hypothesis Hyj : ¢ = 0 of
(2.4) and (2.5) against the alternative Hy., : ¢ = ¢ of (2.6) and (2.7), ¢ # 0, k €
{0,...,[S/2]}, under the maintained hypothesis that the remaining elements of ¢ are all
equal to zero. That is, we wish to test Hy : ¢ = 0 against H; 5, : ¢ = Ci, where ¢; is an
([.S/2] 4+ 1)-vector whose (k + 1)th element is equal to ¢, and all other elements equal to
zero. In this case, appealing to the Neyman-Pearson Lemma (see, e.g. Lehmann,1986,Ch.
3.2), the most powerful test of Hy against H; ¢, rejects for small values of the (log-)likelihood
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ratio statistic Ly(Cx, 0) = L(¢x) — L(0). Proposition 3.1 provides explicit representations
for these statistics.

Proposition 3.1 The Neyman-Pearson statistics Li(Cy,0), k = 0,...,|S/2], are of the
form

Ek(ék, 0) — _;Ck; (}’k,—1>/ Q_IASY i (%)2 (Yk’_l)/ Q_IYk,_1 (32)
_ —2¢, / 1 E_lc 2 ,
= Terf) (Yr,—1) Asy + /o) <T> (Yk,—1) Ye,-1 +0p(1)  (3.3)

2

where fr, = & [Y(e7™*)] [1h(e™*)] is the spectral density function of {vg,is} at frequency
27Tk/57 Asy = (Asyh AS?J% ceey AS?JT)/7 Yie,—1 = (yk,Oa Yk,1y -0 yk,T—l)la k= 07 ) [S/Q] and

where, corresponding to the zero and seasonal frequencies wy, = 27k/S, k=0, ..., [.S/2],
5-1 S-1
Yosnis = D Usnbs—is Ys/zsnts = 3 cos[(i + 1) ysn e i
i=0 i=0
S-1
Yj,Sn+s — ZCOS[@ + ]->wj]y5n+s—i) j - 17 ) S*a
i=0

together with ASySn-i-s = YSnts — YS(n—1)+s-

We now show in Theorem 3.1 that the most powerful test of Hy : ¢ = 0 against
H, ¢, : ¢ = ¢, from Proposition 3.1 has precisely the same local asymptotic power function
as given in Equation (4) of ERS, p.816, for £ = 0 and kK = S/2 (S even), and as given in
the first part of Theorem 3.1 of Gregoir (2004,p.17) for k =1, ..., 5*, and that these results
pertain regardless of whether or not the maintained hypothesis, outlined above, holds.
Consequently, the envelope power functions for these tests are available in the literature.
Although the test is constructed under the maintained hypothesis that the non-centrality
parameters at all frequencies not under test are equal to zero, we also demonstrate that the
most powerful test which obtains on relaxing this assumption has the same local asymptotic
power function.

Theorem 3.1 Let {zg,+s} be generated by (2.1)-(2.2) under Assumption 3.1 and a(L) =
A with ¢ = (co, c1, ..., ¢|572])

(=26, [ To, () dTao(r) + & [ [Jpen (M) dr,  k=0,5/2 (S even)

L00) = § O [0 + I ()d(0)]

Aol 0]
= Fulew,en), k=0,..,[S/2]

where ‘=7 denotes weak convergence of the associated probability measures, the Ji., (1),
k=0,k=S5/2(S even), Jg. (r) and JﬁCk(r), k =1,..,5*% are independent standard
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Ornstein-Uhlenbeck [OU] processes (see Proposition B.1 in Appendiz B for details). Con-
sequently, the local asymptotic power function for the a-level test indexed by ¢ is given
by

ﬂk(ck, Ek)o =Pr [Fk(ck, Ek:) < ék((l/)] (34)
where () satisfies m,(0,¢,)° = «. Since the test indexed by ¢ is optimal against the

alternative ¢, the envelope power function for frequency wy for this family of point-optimal
tests is Iy, (cx)? = mr(cw, ), k=0,...,|.5/2].

Remark 3.1: Notice that the local limiting distributions, and hence local asymptotic
power functions, given for £(¢,0), k =0, ..., | S/2], in Theorem 3.1, depend only on ¢; and
Cr; that is, the same representations hold regardless of the elements (other than ¢;) of the
vector of true non-centrality parameters, c. This powerful result is due to the asymptotic
orthogonality results in (B.1) and (B.2). Of course, if the elements of ¢ (other than ¢;) are
not all equal to zero then rejecting for small values of £(cx, 0) will no longer yield the ezact
most powerful test of ¢, = 0 against ¢, = ¢,. However, as we show in Remark 3.5 below,
in such cases £(c, 0) differs from the statistic upon which the exact most powerful test is
based only by an asymptotically negligible term.

Remark 3.2: From Theorem 3.1, the statistics £(co,0) and L(Cg/2,0) (S even) possess
identical and independent limiting representations. These are also identical to the repre-
sentation given in Equation (4) of ERS p.816. Consequently, the limiting power envelopes
for tests at the zero and Nyquist frequencies in a seasonally observed process, regardless of
its seasonal period, both coincide with the function II(c) of ERS p.816, which is graphed
on p.822 of ERS.

Remark 3.3: From Theorem 3.1, the £(cy, 0) statistics possess independent and identical
limiting representations across k = 1,...,5* which are independent of those for £(cy,0)
and L(Cg/2,0) (S even). Moreover, these are identical to the representation given in the
first part of Gregoir (2004, Theorem 3.1, p.17). The limiting power envelopes for tests at
each harmonic seasonal frequencies therefore coincide with the function graphed in Gregoir
(2004,Figure 4,p.45).

Remark 3.4: Useful computational formulae for IIx(cx), & = 0,..., | S/2], are given in
Tanaka (1996,pp.344-345), which can also be used to evaluate the power functions m(cg, ¢, )°,
k=0,..,|5/2], of (3.4); see also Tanaka (1996, Table 9.3, p.348) for some relevant tabu-
lations. These formulae can also be used to compute the corresponding quantities for the
optimal tests when the deterministic component is unknown, developed in Section 3.2.
Remark 3.5: Suppose now that we wished to test Hy o« : ¢ = ¢*, where ¢* = (¢f, ¢f, ..., Is/2) )
has c; = 0, versus Hj c+4g, : € = €* + Cj, C;, defined as above. Our maintained hypothesis
is now that the elements (other than ¢;) of ¢ are known (finite) constants, not necessarily
equal to zero. Then, as shown in Appendix A.1, the most powerful test rejects for small
values of the statistic

LS/2] = &
* = * p k€ -
Lr(c” + €k, ") = L(Ck,0) + Z T—Qj (Ye—1)' Q2 Y1,
=0
i

k =0,..,15/2]. However, the asymptotic orthogonality results (B.1)-(B.2) ensure that
the additional (scaled) cross product terms introduced are each of 0,(1). This then implies
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that the structure of the Neyman-Pearson test of Hyy : ¢, = 0 against H; ., : ¢ = G, iS
asymptotically invariant to the elements (other than c}) of c*. Consequently, the results
of Theorem 3.1 apply equally to Li(c* + €, c*). In particular Li(c* + €, c*) and L(cy, 0)
have identical local asymptotic power functions which depend only on ¢, and ¢y.
Remark 3.6: For completeness, it is interesting to note that if the deterministic component
lsnts Were to behave as a slowly evolving trend, as defined in Condition B of ERS, p.816,
then replacing yg,1s by Tsnis in the foregoing expressions will change neither the asymp-
totic size nor power of the Neyman-Pearson test. Indeed, there is no loss in (asymptotic)
efficiency from pg,.s being unknown in such cases. This occurs because the stochastic
component of xg, s dominates the deterministic component in such cases when n is large;
see ERS for further discussion on this point.

3.2 Unknown Deterministic Component

We now consider each of Cases 2-6 of g, outlined in Section 2.1, dropping the assumption
that § is known. We restrict attention to the class of S-invariant tests; that is, tests which
for a given value of 7, 1 = 2,...,6, are (exact) invariant to the group of transformations
TSnts > TSnts+ o ZSn+s,i, for arbitrary (. To that end, we define the T-dimensional vector
z. and the matrix Z; ., the index i € {2, ..., 6} indicating which of Cases 2 to 6 holds, by:

C (¢ Cc (¢ C !/
Te = (21,29 —ajxy, T3 — afTy — a5T1, ..., Tg — QTT5_1 — -+ — AT, DNeZgi1, ... AcZT)
C C C C
Zi,c = (21,2‘, 224 — O1214,%3,5 — QR — Q921 4y, 2S5 — Q28—14 —
C /
—QgZ i, ACZS+1’Z', ceny ACZT,i) (35)

where the zg,45,, 1 = 2,...,6, and A, are as defined in Sections 2.1 and Section 2.2 respec-
tively. Using (3.5), we can re-write (3.1) as

L(C, ﬁ)z = (xc - Zi,cﬁ),Q_l(fEc - Zi,cﬁ) (36)

the subscript i € {2, ...,6} again indicates which of Cases 2-6 is being considered.

In order to develop an optimal test suppose first, as in the known deterministic case,
that we wish to test Hy : ¢ = 0 against H; ¢, : ¢ = ¢;. We may then appeal directly to the
results in Lehmann (1986, Ch.6.2-6.3) to obtain that, in the case of our normal likelihood,
the most powerful invariant (MPI) test of Hy against H, g, rejects for small values of the
statistic,

Lir= mﬁinL(ék,ﬁ)i - mﬁinL(O,ﬁ)i, k=0,1,..,59/2], i=2,..,6. (3.7)

Notice that the test statistic £ ; is then the difference in (weighted) sum of squared
residuals from two constrained GLS regressions, both appropriate to Case i, i € {2,...,6},
one imposing H; s, and the other, Hy. In Proposition 3.2 we now give a more convenient
representation for the MPI statistic.

Proposition 3.2 The MPI statistics E};’T, k=0,..15/2],1=2,..,6, are of the form

i:,T = -2 (%W,—l)lQ_lAsy + <%Yk,—1>,9_1%}’k,—1 +QM(0); — QM (ck);
= L(¢,0) +QY(0); — QY (cr); (3.8)



where Agy and yr -1, k = 0,...,[S/2], are as defined in Proposition 3.1, and where
QM(a); = (A.y) Q7 'Z; [Z;aQ*lZi,a] - Z; Q7' (Aay), with a = 0,¢.

Remark 3.7: Notice that under Case 1 the minimisation in (3.7) yields precisely the
Neyman-Pearson statistic, £(Cx,0) of (3.2), as should be expected.

We now show in Theorem 3.2 that the MPI test of Hy : ¢ = 0 against Hy¢, : ¢ = C;
has the same local asymptotic power function as given in Equations (4) and (8) of ERS
(pp.416,418) for k = 0 and k = S/2 (S even), and as given in Theorem 3.1 of Gregoir
(2004,p.17) for k =1, ..., S*, and that again these results hold regardless of whether or not
the maintained hypothesis holds. In what follows we introduce the index £ whose value is
determined by ¢ (the deterministic case of interest, i = 1,...,6) and the frequency under
test. Precisely, for the zero frequency wy tests: Case 1: £ = 0; Cases 2 and 3: £ = 1; Cases
4,5 and 6: £ = 2. For the seasonal frequency wy tests, k = 1,...,[S/2]: Cases 1, 2 and
4: £ = 0; Cases 3 and 5: £ = 1; Case 6: £ = 2. The nomenclature ¢ has this meaning
throughout the paper.

Theorem 3.2 Let {xgn.s} be generated by (2.1)-(2.2) under Assumption 3.1 with 3 un-
known. Then under Hy ¢ : ¢ = (co,c1,....,Cls/2])s

Z,T = Fi(ck, ) + Qe r(ck, c) = nex(ck, Cx) (3.9)

where Fi(ck, &) is as defined in Theorem 3.1, and where Qe i (ck,Cx) =0 if E =0 or§ =1,
k=0,...,15/2], and

(T (D2 — (1 G+ 3)1 [(1 = ) Tk, (1) + 22 [ erk(r)dr]  k=0,5)2
Qo = | {0 + [, 00] ]

~|(1-a+%)] B {a—a [, 0+, 0
+e [l [JB (r) + J,g%(r)} dr}z, k=1,..,5%

\ k?‘:k

where Joco(r), Jsja.es),(T)s Jie, (1) and J,iCk(r), k=1,..,5* are as given in Theroem 3.1.

Consequently, the local asymptotic power function for the a-level test indexed by ¢ is given
by

Wk(Ck, Ek)g =Pr [ng,k(ck, Ek) < 6&7]{(0&)] (310)
where le () satisfies (0, ¢)* = . Notice, therefore, that mg(cy, ;)" = mr(ck, ¢)°, k =
0,...,[S/2]. Since the test indexed by ¢y is optimal against the alternative ¢, for a given

value of &, the envelope power function for frequency wy for this family of point-optimal
tests is My(cp)® = mr(cr, cx)s, k=0,...,[.5/2].

Remark 3.8: As was observed in Remark 3.1 for the known deterministic case (Case 1),
the local limiting distributions, and hence local asymptotic power functions, of the EgT,
k = 0,..,[5/2] statistics, for given £, depend only on ¢, and ¢. That is, the stated



results hold regardless of the elements (other than ¢;) of the vector of true non-centrality
parameters, c. As in Remark 3.5 it is also possible, but tedious, to demonstrate that the
MPT test of Hyer : ¢ = ¢* against Hy c+ig, : € = €* + Cg, C; (both as defined in Remark
3.5) differs from £i7T by an asymptotically negligible term.

Remark 3.9: From Theorem 3.2, for a given value of £, the statistics £S’T and Eg/lT
(S even) possess identical and independent limiting representations. For & = 1 these are
identical to the representations given in Theorem 3.1 and hence have identical local power
functions as for the known deterministic case. For £ = 2 these are identical to the represen-
tation given in part (c¢) of Theorem 1 of ERS page 818. Consequently, the limiting power
envelopes for tests at the zero and Nyquist frequencies in a seasonally observed process,
regardless of its seasonal period, for £ = 2 coincides with II(c)” of ERS page 818, graphed
on page 823 of ERS.

Remark 3.10: For a given value of &, it is seen from the results in Theorem 3.2 that
the harmonic seasonal frequency statistics L?T possess identical and independent limiting

representations across k£ = 1,..., 5%, which are independent of those for ‘CS,T and Lg/z,T
(S even). For & = 1 these are identical to those of Theorem 3.1 and hence have identical
local power functions as for the known deterministic case. For £ = 2 these are identical to
the representation given in the second part of Theorem 3.1 of Gregoir (2004,p.17). Conse-
quently, the limiting power envelopes for tests at the harmonic frequencies in a seasonally
observed process, regardless of its seasonal period, for ¢ = 2 coincides with 7% (¢, ¢) of
Gregoir (2004,pp.17,46).

4 Feasible Point-Optimal Tests

We now drop the assumption that the variance matrix €2 is known and replace the condition
of zero initial values on the yg, s process with the following weaker assumption:

Assumption 4.1 The initial conditions {ys}°_, ¢ are each of O,(T"), v < 0.5.

Remark 4.1: Assumption 4.1 still requires that the initial conditions of the process are
asymptotically negligible. In the non-seasonal case Elliott (1999) and Miiller and Elliott
(2003) have relaxed this to allow for a wider range of possible assumptions on the initial
value. The results in this paper provide a keystone for further analysis under weaker
assumptions, of the form considered in Elliott (1999) and Miiller and Elliott (2003), on the
intial values. Such extensions are beyond the scope of the present paper but are currently
being considered by the authors.

Remark 4.2: For the purposes of this Section, the linear process structure placed on
{Vsn+s} in Section 2 could be supplanted by a seasonal modification of Condition C of ERS
(p.818) without altering the results in this Section. However, our ultimate focus in this
paper is on the GLS-detrended HEGY tests which we introduce in Section 5 and so we
have deliberately maintained a parametric structure for modelling the weak dependence in
{vsnss}. Of course, both the parameters characterising the lag polynomial ¢(z) and o2
are no longer assumed known and the assumption of normality on {ug,.s} has also been
dropped.
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Assuming that the initial conditions, y; _g, ..., yo are all zero and that vg, s ~ NI1D(0, 1),
the likelihood ratio statistics £27T, k=0,..|5/2],i=1,..,6, take very simple forms.
Specifically, under these conditions E};,T = S(¢, k); — S(0,k);, where

S(a,k); = (Aay) (Aay) — Q(a)e

a = 0, ¢;, and where Q(a)¢ is as defined below (B.23) of Appendix B, are the residual sum
of squares obtained from regressing =, on Z; . under H, g, and Hy, respectively. Under Case
1, the terms Q(Cx)e and @Q(0)¢ are simply omitted from the foregoing expressions. Under
the weaker conditions outlined at the start of this Section these statistics can be modified
to produce asymptotically pivotal statistics. Precisely, for k = 0 and k = S/2 (S even), the
statistics

Per(en): = & [S(er k) — (14 5) S(0, k),

and for k=1, ..., 5%,

Por(@) = o2 {S(ak, B - (1+ %’“)2 S(0, k:)l-]

where &y, = 27 f, with f;, a consistent estimator! of f, k =0, ..., /2], can be straightfor-
wardly shown to attain the same asymptotic power envelope functions as the corresponding
tests from Theorems 3.1 and 3.2. The results in Theorems 3.1 and 3.2 required the assump-
tions that (2 was known and that the errors ug, s were normally distributed. Consequently,
the family of modified tests above can attain these Gaussian limiting power envelopes under
the considerably weaker conditions of this Section.

The foregoing results show that, under the conditions stated above, the tests which
reject for small values of the Py r(¢x);, k = 0, ..., [S/2], statistics have asymptotic local
power functions which are tangential to the Gaussian power envelope (for the given value
of £) at the single point ¢, = ¢, and, hence, no asymptotically uniformly most powerful
test exists. In practice, therefore, and as is typical in this literature, we follow King (1988)
and select from this family of tests that which is associated with the value of ¢; whose
power function is tangential to the asymptotic local power envelope in the vicinity of power
one-half, when run at a given nominal level. The values of ¢, appropriate for 5% level tests
are readily obtainable from ERS and Gregoir (2004) [these values are replicated in Section
5], who demonstrate that the resultant tests have asymptoptic local power functions which
lie arbitrarily close to the Gaussian envelope over a broad range of values of c¢.

5 Regression-based Nearly Efficient Tests

By far the most popularly applied non-seasonal (S = 1) unit root tests from ERS are their
pseudo-GLS versions of the familiar ADF t-tests; see ERS p.824. These are computed
from the OLS regression of Az’ on x!,_; and lags of Az’ where 2!, = x, — BéZZn, is the
pseudo-GLS de-trended z,,. ERS choose ¢, to be that alternative where maximal power

1See, inter alia, Breitung and Franses (1998), Chambers and McGarry (2002) and Gregoir (2004) for
detailed discussions of suitable estimators.
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is approximately one-half; viz., —7 for the case of a constant mean (i = 2) and —13.5 for
the constant plus linear trend case (i = 4), for 5% level tests. These tests are shown to
have asymptotic local power functions which are virtually indistinguishable from the power
envelope in both cases. In contrast, the asymptotic local functions of the standard ADF
tests, based on OLS de-trended data, lie well below the envelope in each case. Gregoir
(2004) proposes pseudo-GLS versions of the ADF-type complex conjugate unit root tests
of Ahtola and Tiao (1987).

Given the success of the modified ADF-based procedure suggested by ERS we now gen-
eralise that approach to the seasonal case. Precisely, our suggested approach to testing for
seasonal unit roots in «(L) consists of two stages. First we use a (pseudo-) GLS estimator,
rather than the OLS estimator of HEGY, Beaulieu and Miron (1993) and Smith and Taylor
(1999a), inter alia, to de-trend the data, as detailed in Section 3. Provided pg,4s is not
estimated under an overly restrictive case, standard GLS regression theory tells us that the
resulting unit root tests will yield exact invariant inference with respect to .

As in ERS and Gregoir (2004), we must use a pseudo-GLS estimator of § in our de-
trending regression. The problem is at first sight more involved than the situations covered
by these authors since they focused only on tests of a single non-centrality parameter while
in our setting we have a vector of non-centrality parameters of order |S/2]+1, the elements
of which are considered simultaneously. In the foregoing analysis we have established the
maximal power for tests on each element of this vector in isolation for each of Cases 2-6.
Establishing an appropriate pseudo-GLS trend estimator might therefore seem complicated.
However, from the asymptotic orthogonality of the power envelope functions across spectral
frequencies we may use the pseudo-GLS estimator, BZ-T obtained from regressing x. on Z; .
for c = cf = (C(T),g,ci,@ ...,c{s/%g)’, where c;’g are the 50 % points off the power envelopes
for a given i, ¢ = 2,...,6, for each spectral frequency, in all cases for tests run at the
100 o % level. Consequently, we have from ERS (pp.821,823) that for 5% level tests,
0271 = —7 and CLQ = —13.5 for k = 0,5/2, while from Gregoir (2004,p.19) c}l = —3.75
and c}z = —8.65 for j = 1,...,58*. The general pseudo-GLS estimator (of which Bj is
a special case) obtained from regressing z. on Z;. for ¢ = ¢ = (&, ¢1, ..., ¢ 5/2))" will be
denoted as 51(5) We will denote the pseudo-GLS de-trended data from this regression as
s = TSngs — [53:(€)] 2snrs. Notice that, for Case 1, T, s = Tsnys, by definition, since
no de-trending is performed.

Consider again (2.1)-(2.2) under Assumption 4.1, and further assume that (z) is in-
vertible with (unique) inverse ¢(z), such that an autoregressive approximation is valid.
Following Smith and Taylor (1999a, Equation (2.11), page 6), our second stage consists of
expanding «(L) in (2.1) around the seasonal unit roots exp (£i27k/S), k = 0,..., | S/2], to
yield the auxiliary regression equation,

S*
~0 _ A0 E AT B 8,1
ASmSn—f—s - 7T():I"O,Sn—f—s—l + (ﬂkzj,8n+s—1 + 71-chj,Sn—i-s—1>
=1

*

p
+ 7TS/2£'S/2,Sn+s—1 + Z (bPAS:i'?S'n-i-s—p + error, (51)
p=1

omitting the term WS/Q:%:L'S/Z,S” 4s_1 1f S is odd, and where corresponding to the zero and
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seasonal frequencies wy, = 27k/S, k=0, ..., [S/2],

A1 — A1 X — . A1
Lo,Sn+s = E :xSn#»sfj? L5/2,9n+s = § COS[(] + 1)7T]x5n+sfj7
i=0 7=0

S—1 S—1
£2,5n+s = ZCOS[(j + 1)wk]‘f’jf‘5'n+sfj7 ‘%g gn—i—s - ZSID ] + 1>wk]x5n+s —J (52)
j=0 j=0

k=1,..,5% together with Ag2, , = 2%, , — ig(nfl)ﬂ. For quarterly, S = 4, data the
relevant transformations are

jjg),Sn—‘rs — (1 + L+ L2 + Lg)xSn—I—s? '%;,Sn-i-s = - (1 — L+ L2 Lg) ‘CESn—i-s?

iﬂi,SnJrs = _L(l - L2)j;f5'n+s7 jfé‘n—i—s = (1 - LQ)xSn+s
The existence of unit roots at the zero, Nyquist and harmonic seasonal frequencies
imply that 7y = 0, mg/2 = 0 (S even) and 7, = Wf =0,k=1,...,5% in (5.1) respectively;
see Smith and Taylor (1999a). Consequently, and in order to test Hyy against Hyy, k =
. 15/2], we follow HEGY, Beaulieu and Miron (1993) and Smith and Taylor (1999a),
inter alia, and suggest the following regression statistics in (5 1): to (left-sided) for the
exclusion of f g, 1; tsjo (left-sided) for the exclusion of 2 xS/Q Soea-1 (S even); & (left-

Slded) and £, (two-sided) for the exclus10n of T}, gnys1 and ay ‘snis_1 Tespectively, and

Ey, for the exclusion of both i, Snts—1 and i “snts_1, B =1,..., 8% Following GLN, Taylor

(1998) and Smith and Taylor (1998 1999a) we also con51der the joint frequency F'-statistics,

15/2]

2 15/2), for the exclusion of {xj Snts— 1} and {i'j Snte 1}];1, and po...LS/QJ, for Hy, the

exclusion of {2}, ,, 1}LS/2J and {A]ﬂ;nﬁ_l}j:l.
We now detail the limiting distribution of these tests under the general local alternative

Hic : ¢ = (co,¢1,...,¢5/2)) - The parameter { is as defined in Section 3.2, while J¢ is a
dummy variable such that ; =0if { =0,1 and 6 =1 if £ = 2.

Theorem 5.1 Let {xg,.s} be generated by (2.1)-(2.2) under Assumption 4.1, with ¢(z) =
1. Then under Hy : ¢ = (co,c1, .., Cls/2))’s

1 1/2 1 1
i = of [ Batse i) +{ [ a0 - 600 [ ranan |
0 0 0

—1/2

{ /0 1 [Jj,cj@,agaj)fdr} Ci=0,9/2, (5.3)

-1/2

o[ Bt o i) L Bl a ™
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25, { gﬁ E; i ]IAQ . E ;%ZZEE:; ] } { /0 1 T o] dr}_1/2 (5.5)

B - % [P+ 157} = 0,0, k=1, 5" (5.6)
Fl___LS/QJ — ﬁ {[55/2]2 + > <[£k]2 + [£§]2>} = 0,(1), (5.7)
_FA’OH_I.S/QJ — % {[fo]z + [2?5/2]2 + : <[£k]2 + [f§]2>} = Op(1> (5.8)

omitting terms involving Tgja¢(cs2,0¢) if S is odd. The limiting processes Jjc (), j =
0,5/2, Jg. (r) and JZCk(r), k=1,..,5" are defined in Proposition B.1 of Appendiz B,
while Jj.,(r,0¢¢;) and D, (r,¢;), j = 0,5/2, and Ja’ci(r, 0¢Cr), jﬁ’i(r, 0¢Ck), Mk, Aok,
D, (r,¢) and ka(r, k), k=1,...,5*%, are defined in the proof of Theorem 5.1 in Appendiz
C.

Remark 5.1: Setting ¢ = c' the representations given in Theorem 5.1 delineate the
asymptotic local power functions (for nominal 100 o % level tests) of the pseudo-GLS de-
trended seasonal unit root tests from (5.1) using the values for ¢, where maximal power is
approximately one-half, as discussed in the paragraph preceding Theorem 5.1. For k = 0
and k = S/2 (S even), these representations are equivalent to those given for the DF—GLSH
and DF —GLST statistics in ERS (pp.824-825) for £ = 0,1 and £ = 2, respectively. Graphs
of these limiting power functions for 5% significance level tests are therefore as given in
Figures 2 and 3 of ERS, pp.823-824. For k =1, ..., 5%, the limiting power functions of the
5% level t), and F}, tests are as graphed in Figures 2 and 3 of Gregoir (2004,p.20) for £ = 0,1
and & = 2, respectively.

Remark 5.2: Theorem 5.1 was derived under the assumption that {ug,.s} ~ I1D(0,0?).
It is straightforward but incredibly tedious to show that the results for all but the ¢ and
ff, k=1,.., 5% statistics also hold under the more general condition that {ug,s} follows
a stationary AR(p), 0 < p < oo, process; i.e., (L)vsnis = Usnis ~ [1D(0,0?), provided
p* > pin (5.1); ¢f Burridge and Taylor (2001), Rodrigues (2002) and Rodrigues and
Taylor (2004b). More generally, where ug,, s satisfies the linear process conditions detailed
in Section 2, we conjecture that these results will also continue to hold provided p* is
of 0,(T*?); cf. Said and Dickey (1984). Moreover, under the linear process conditions
an alternative estimation approach based on frequency domain regression might also be
considered which will deliver statistics with pivotal asymptotic null distributions. This
method is outlined in Chambers and McGarry (2002) for Case 1 (no deterministics) but
could be readily extended to the case of pseudo-GLS de-trended data.

Remark 5.3: It can be seen from (5.3) of Theorem 5.1 that for both ¢ = 0 and € = 1, £y and
t s/2 have identical standard Dickey-Fuller (1979) limiting distributions under Hy. Moreover,

for £ = 2 the limiting null representations of ¢, for ¢, = cg)’g and fs/g for cg/p = CTS Jo¢ A€
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also identical and coincide with the representation given in ERS p.824 evaluated for ¢ = 0.
The , and fg/g statistics are also asymptotically independent under both Hy and H; .
Remark 5.4: Representations (5.4)-(5.5) of Theorem 5.1 demonstrate that, under both Hy
and H g, te and #;, k # 1, and fg and flﬁ, k#1 k1l=1,...,5% possess identical limiting
distributions, and hence asymptotic local power functions, and are mutually asymptotically
independent and are also asymptotically independent of ¢, and ¢ S/2-

Remark 5.5: The representations given in Theorem 5.1 allow an explanation for the
similarity between critical values which occurs in different scenarios and between different
statistics; cf. Table 5.1. E.g., from (5.3) it is seen that fs/g has an identical limiting null
distribution under Cases 3 and 4, which coincides with that of ¢, under Cases 2 and 3.
Moreover, for any given statistic, the limiting distributions of the statistic for £ = 0 and
¢ =1 coincide.

Remark 5.6: The F-statistics, F ke, k=1,...,5% are asymptotically mutually independent
and are asymptotically independent of to and fs/g under both Hy and H; .. Moreover, the

F-statistic Fl...LS/Q | is asymptotically independent of to under both Hy and H lec-

Table 5.1 about here

Selected finite sample and asymptotic critical values for the quarterly GLS-HEGY t,,
fg, Fl, FO._.Q and Flu_Q tests for a = 0.05 are provided in Table 5.1. The finite sample
critical values were based on the DGP Ayxg,1s = tgnes ~ IN(0,1), s = =3,...,0, n =
1,..., N, with u4j;s = 24545 = 0, j < 0, with results reported for the sample sizes 7' =
48,100, 136,200 and 400, for the statistics computed from Cases 3 (seasonal de-meaning),
5 (seasonal de-meaning and non-seasonal de-trending) and 6 (seasonal de-meaning and
seasonal de-trending) of (5.1) with p* = 0.2 The asymptpotic critical values were obtained
by direct simulation of the appropriate limiting functionals from Theorem 5.1 with ¢, = 0,
k= 0,1,2, using a sample size of T'= 3,000. The asymptotic critical values given for the
to, to and F1 tests are also appropriate? for the o, t5/2 (S even) and Fk, kE=1,..,5% tests,
respectively, for other values of S; cf. Remarks 5.3-5.5. Notice from Theorem 5.1 that the
asymptotic critical values for Case 3 also apply to Cases 1 and 2 for all tests and also to
Case 4 for the seasonal frequency tests. All reported simulations were computed using the
RNDN function of Gauss 3.1 over 100, 000 replications.

6 Numerical Results

In this Section we use Monte Carlo simulation methods to investigate the small sample
properties (size under autocorrelated errors and power under stationary alternatives) of

2Cases 1, 2 and 4 do not yield tests which are ezact similar with respect to the initial conditions and
hence we recommend against their use; ¢f. Smith and Taylor (1998). However, finite sample critical values
for these cases and for the #; and ff tests are available from the authors on request.

3The 1%, 2.5%, 5% and 10% lower-tail asymptotic critical values for the (f, ff), k=1,..., 5% tests are re-
spectively (—2.57,—2.37), (—2.23,—1.99), (—1.93, —1.67), and (—1.60, —1.30) for £ = 1 and (—3.92, —2.63),
(—3.62,—2.24), (—3.37,—1.90), and (—3.08,—1.48) for £ = 2. The upper-tail asymptotic critical values
for the ff , k=1,...,5" tests are the negative of those above due to the symmetry of the limiting null
distribution.
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the GLS-HEGY fy, t1, to, Fl, FLW’Q and Fo,m,g tests of Section 5 (o = 0.05) for quarterly
data, S = 4, comparing these with the conventional quarterly OLS-HEGY tests: to, t1,
to, Fl, FL“_,Q and FOMQ.‘* The OLS-HEGY tests are based on the corresponding statistic
from (5.1) replacing the (pseudo-)GLS-detrended data &%, , by the OLS-detrended data,
ign 45 = TSnys — [BZ]’ ZSn+s, Where BZ is obtained from regressing Tg,4+s On Zgn4si, SN+ 8 =
1,....,7,1=2,..,6. In assessing the finite-sample size and power properties of these tests we
have focused on N = 25 and N = 50 (which correspond to samples of T'= 100 and T' = 200
observations, respectively), and on Cases 3 and 6 of (5.1), where £ = 1 and £ = 2 respectively
for all reported tests. All tests were run at the nominal 0.05 level using finite sample critical
values generated under the quarterly seasonal random walk null. The remaining cases of
(5.1) and other nominal levels were also considered, as were the corresponding tests for
other values of S, but in each case yielded qualitatively similar results to those reported. In
all experiments, the lag truncation order p* in (5.1) was chosen via a data-dependent rule.
As is commonly done in practice, we followed the general-to-specific approach outlined in
Beaulieu and Miron (1993,pp.318-19), starting with an initial four lags of the dependent
variable (pmax = 4) and progressively deleting lags found to be insignificant at the 0.10
level.

The simulation results reported in this section were programmed using the RNDN func-
tion of Gauss 3.1 and, unless otherwise stated, were based on 50, 000 replications for each
experiment. These programs (together with those used to compute the critical values in
Table 5.1) are available from the authors on request and can replicate all experiments re-
ported in this paper for arbitrary S and N and also allow for other methods of selecting
p*, the lag truncation order, (including deterministic) in (5.1).

6.1 Size Properties

Table 6.1 reports empirical rejection frequencies for the above tests (nominal 0.05 level)
when the true DGP for {4, s} is:

AyTgnss = Ugpis, S=—3,...,00n=2,..., N, (6.1)

(1 - ¢L)ugnrs = (14+0L)vgnys ~IN(0,1), s=-3,...,0,n=-100,...,N, (6.2)
with z; =0, 7 =1,...,5. We consider the effects of ¢ = 0.9, holding 6 = 0, and 6 = £0.6,
holding ¢ = 0.5 The first case allows for a large peak in the spectrum of {u4, s} at the

zero frequency, while the second induces a near cancellation of roots at both the zero and
Nyquist frequencies for § = —0.6, and at the harmonic seasonal frequency for 6§ = 0.6.

Tables 6.1 — 6.4 about here

Consider first the case where ¢ = 0.9 and 8 = 0. One would hope that all of the reported
tests would lie approximately on their nominal levels, given the choice of py.x = 4. While

4We also considered the weighted and simple symmetric variants of the HEGY tests of Rodrigues and
Taylor (2004a) together with the FD de-trended HEGY tests of Rodrigues (2002). These tests were all
somewhat more powerful than the OLS-HEGY tests but less powerful than the GLS-HEGY tests reported
here. Since these tests are not based on any optimality principle nor have they, to the best of our knowledge,
been used in the applied literature we do not report these results. They are, however, available on request.
50ther parameter values were considered but qualitatively do not add to or contradict what is reported.
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this is largely the case, some undersizing is seen, particularly in the case of the #; and #;
tests. However, it is known from results in Burridge and Taylor (2001) that these statistics
have limiting distributions which depend on the serial correlation nuisance parameters so
these results are not surprising. For N = 25 some under-sizing is seen in certain of the other
OLS-HEGY and GLS-HEGY tests, especially in the case of £ = 2, with these distortions
largely ameliorated for N = 50.

Moving to the case where ¢ = 0 and # = 40.6, we see from Table 6.1 that similar
patterns of size distortion are seen across the OLS-HEGY and GLS-HEGY variants of each
test. However, the GLS-HEGY tests do appear to display the smallest size distortions
overall, with the differences in performance between the OLS-HEGY and GLS-HEGY tests
greatest for & = 1. Both variants of both the zero and 7 frequency t-tests distort above
the nominal level for § = —0.6, while the 7/2 frequency F-tests distort above the nominal
level for 8 = 0.6, as expected from the induced near-cancellation of roots problem in each
of these cases outlined above. These patterns are transmitted into the joint frequency tests
in both cases, as would be expected. As with the case of pure AR shocks discussed above,
size distortions tend to decrease somewhat between N = 25 and N = 50.

6.2 Empirical Power

This sub-section compares the empirical finite sample power properties of the OLS-HEGY
and GLS-HEGY tests against near-seasonal unit root processes; that is, we investigate
the relative finite sample local power of the tests. To that end, Tables 6.2-6.3 report the
empirical power (nominal 0.05 level) of the above tests when the true DGP for {z4,.s} is
the near-seasonally integrated AR model:

1 ()] [+ (+2) 2] [ (2 =0,

with s = =3,...,0,n = 1,...,N, z; = v; = 0, 7 < 0. We investigate the effects of
varying the non-centrality parameter ¢, among ¢, € {—1,—5,—7,—11,—15,—19} in our
experiments. Results for N = 25 are reported in Table 6.2 and for N = 50 in Table
6.3. Recall that the corresponding results for N — oo are discussed in Section 5. For
completeness, and to facilitate comparison, we have also simulated the limiting powers of
the OLS-HEGY and GLS-HEGY tests and these are reported in Table 6.4. These were
obtained by direct simulation methods, in the same manner as the results in Table 5.1, but
for the appropriate value of ¢, £ = 0,1, 2, using 100, 000 replications and a sample size of
1,000. Results are not reported for the tests based on either the £ or #? statistics since
under (6.3) both of these statistics converge in probability to zero; cf. Rodrigues (2001).
The results reported in Tables 6.2-6.3 pertain to the case where, when moving a partic-
ular non-centrality parameter ¢, k = 0, 1,2, away from unity, the remaining non-centrality
parameters were all held at zero.® For example, the entries for ¢, and #, tests for ¢, = —5
relate to (co, c1,c2) = (—5,0,0). As for the joint frequency tests, for ¢, = —5, for example,
the entries for the joint seasonal frequencies tests pertain to (co, ¢1,¢a) = (0, —5, —5) while

6 Allowing the other non-centrality parameters to deviate from zero at the same time had no discernable
effect.
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those for the joint test across the zero and seasonal frequencies pertain to (co,cy,c2) =
(=5, —5,=5).

It is quite clear from the results in Tables 6.2-6.3 that the GLS-HEGY seasonal unit
root tests proposed in this paper enjoy considerable finite-sample power advantages over the
corresponding conventional OLS-HEGY tests, although the power differentials between the
OLS-HEGY and GLS-HEGY tests are generally smaller for £ = 2, vis-a-vis £ = 1, echoing
the observations of ERS and Gregoir (2004). In fact, there is not one single example in
either Table 6.2 or Table 6.3 where an OLS-HEGY test displays superior power to the
corresponding GLS-HEGY test. In the mid-power range of the power functions for £ = 1,
as a general rule of thumb, the GLS-HEGY tests appear to have roughly double the power
of the corresponding OLS-HEGY test, although in many cases the difference can be even
higher. For example, for £ = 1 and ¢; = —5 the GLS-HEGY #; test has power of 61
%, while the corresponding OLS-HEGY ¢; test has power of only 20 %. Finally, as N is
increased the reported quantities for both the OLS-HEGY and GLS-HEGY tests appear to
be converging towards the asymptotic local power levels reported in Table 6.4, as should
be expected.

7 Conclusions

In this paper we have derived asymptotic local power bounds for seasonal unit root tests
for both known and unknown deterministic scenarios and for an arbitrary seasonal aspect.
Moreover, we have shown that the optimal test of a unit root at a given spectral frequency
behaves asymptotically independently of whether unit roots exist at other frequencies or
not. The point optimal tests were derived under stringent assumptions (Gaussian innova-
tions, a known error covariance matrix and zero initial conditions). We have demonstrated
that these conditions can be relaxed and that modified versions of the tests can achieve the
same asymptotic local power functions as the Gaussian point optimal tests. We have also
proposed near-efficient regression-based (HEGY') seasonal unit root tests using pseudo-GLS
de-trending and shown that these have well-known limiting null distributions and asymp-
totic local power functions. Our Monte Carlo results suggest that the pseudo-GLS de-
trended versions, with data-dependent lag selection, display much improved finite-sample
power properties over the original OLS de-trended HEGY tests, yet display very similar size
properties against seasonal unit root processes driven by weakly dependent innovations.
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Appendix A
A.1 Proof of Proposition 3.1
As in section 5, expanding «(L) in (2.1) around the seasonal unit roots exp (+i27k/S), k

0,...,|.5/2], yields the auxiliary regression which is an unrestricted re-parameterisation of (2.1)-
(2.2):

S*

AsySn+s = T0Y0,Sn+s—1 + Z (Trkyk,sn-l-s—l + F£y£7sn+5_1> + TS/2YS/2,5n+s—1 + USn+s, (Al)
j=1

omitting the term mg/2ys/2 snys—1 if S is odd, and where, y;snys, § = 0,5/2, Ygsnys, k =

1,...,8% and Asy5n+s are as defined in Proposition 3.1, together with y] Sn+s - ZS 01 sin[(z +
1)w3}y5n+5 ik =1,..., 5. The exact (linear) relationship between the o, j = 1, ..., S, parameters
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of (2.1) and the m, k = 0,...,|.S/2] and Wf, j = 1,..,5% parameters of (A.1) is detailed in
the Proposition given in HEGY, pp.221-222. Consequently, using (A.1), L(c) in (3.1) can be
equivalently re-written as

[S/2] ! (5/2]

L(c) = [ Asy — Z T3¥Yj5,-1— Zﬂ' yr -1 Q! Agy — Z Tjyj—1— Zﬂ-r Yr—1

/
where Agy andy; 1,7 =0, ..., [.S/2], are as defined in Proposition 3.1, and yﬁ_l = (yﬁo, yﬁl, e yﬁTA)
j =1,...,5" Expanding terms, and noting from the Proposition in HEGY that in the near-
integrated model the regression parameters of (A.1) reduce to m, = %, k = 0,1,...,[S/2] and
77? =0,7=1,...,5%, we obtain that

[5/2] [5/2][S/2]
L(c) = (Asy) Q@ 'Agy — 2 Z Ly, Q7 Agy + ) Z Y19 yi
=0 7=0

It is then straightforward to show that under the assumptions of Remark 3.5,

1S/2] -
* — * - k
Lp(c* 4+ €, c*) = Li(ck,0) + Z T yk 97y (A.2)
j:
Jj#k
where
Li(er,0) = —2%Ey! O~ 1A5y+( ) Vi Qe (A.3)
) T k,—1 T k,—1 y— L)

k=0,...,[5/2]. The decomposition in (3.3) then follows from (3.2) using ERS (Lemma A2,p.831),
for k=0 and k = S/2 (S even), and Gregoir (2004, Lemma A.5,p.37) for k =1, ..., 5*.

A.2 Proof of Proposition 3.2
Notice first that under both Hp : ¢ = 0 and Hig, : ¢ = Cf, (2.1)-(2.2) can be written in matrix
form as

Agx — Tpxp 1 = Zi " + v, k=0,..15/2],i=2,..,6, (A4)

where 8* and ( are linear in a vector of parameters, 7, = 0 under Hy and 71, = %’“ under Hig,;

and where Agx = (Agx1, Agxa, ..., Agzr)’ and Xj_1 = (xj’0,$j71,...,$j7T_1),, j=0,..,[5/2],
with 2 snts, 7 =0,...,[S/2], as defined in Proposition 3.1 replacing ysn+s by Zsn+s throughout.
Consequently, defining 3z, ; to be the GLS estimator,

_ _ c .
ﬁckl = [ ZCkQ IZi,Ek] Z; R/ 1 (ASX— %xk7_1>, 1=2,..,0,

we observe from standard GLS projection theory (cf. ERS, p.834) that,

e @), _ G "1 _ % _OM(a
mﬁmL(Ck,ﬂ)z—<Asy TYkA)Q (Asy TYk,71> Q" ()i,

i=2,...,6, where QM (c},); is as defined in Proposition 3.2. Consequently,

%;,T = minL(e, B); — min L(0, B);
C o c _ _
= (Asy = Fye1) 97 (Bsy - Fye1) — (Bsy) Q7 Asy + QM (0): - QY (@)
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i =2,...,6, from which the stated result follows immediately using Proposition 3.1.

Appendix B

For the purposes of Appendices B and C all references to results for the Nyquist frequency,
wg/ = T, are taken to apply only where S is even.

B.1 Proof of Theorem 3.1

In order to prove Theorem 3.1 we first reproduce the following proposition due to Rodrigues and
Taylor (2004b) which details the large sample properties of the regressors from (A.1):

Proposition B.1 Under the conditions of Theorem 3.1,

Tetnsinge = (1T (r)

jfysp,w e = 0U(=1)(=1) g, (), i = (S[PN] +5) mod 2
\}Tyk,sw Jro = o ehh [, (1) + BTt ()] + b | —arTRe, (1) + bl (0] |
\/}yf,sw Lo = o [ (1) + b2, ()] = ot [an i, (1) + b, ()]

rel0,1], s=1-S5,...,0, and where es is an S x 1 seasonal selection vector with (S — s)th element
equal to unity and all other elements equal to zero, s = 1-5,...,0, 0}, ; = [cos(wg ), cos(0), ..., cos((2—
Sw)l', 05 = [sin(wy),sin(0), ..., sin((2—S)wg)]', ar, = Im [ (exp(—iwg)] , by, = Re [ (exp(—iwy)],
k=1,..,58% and Joyc(r), J,‘;Ck(r) and JIQCk(T), k=1,..,58% and, for S even, JS/27CS/2(T) are
mutually independent standard OU processes. Moreover, the following asymptotic orthogonality
results hold between the regressors in (A.1) (see also Jeganathan, 1991):

0 N
T72 Z Zyj,SnJrsflyk,Sn—i-s—l —P 07 j7 k= 07 i3} LS/2J7] 7& k (B‘l)
s=1-Sn=1

0 N
T2 3" yisnteVpsnpst —° 0, G3=0,.,18/2], k=1,..,8", j#k (B.2)
s=1-Sn=1

The proof of Theorem 3.1 then follows from the results in Proposition B.1 and applications of the
continuous mapping theorem [CMT].

B.2 Proof of Theorem 3.2

B.2.1 Preliminary Results

In order to establish the large sample distributions of the MPI statistics from Proposition 3.2
under H; . we first, for notational convenience, write the scaled deterministic components for
each of Cases 2-6, Zi,é = Z;ecN;1, 1 = 2,...,6, where Z;¢ is as defined in Section 3.2, and the
scaling matrices N; 7, ¢ = 2,...,6, are such that: Nop = N1/2Z N3t = diag(Nl/Q,...,N1/2),
Nyt = diag(NY?,1), Ns7 = diag(NV/? ... NY/2.1) and Ngp = diag(N'/?,..,NY21,...,1).
These are now stated in Proposition B.2 which may be readily verified by direct calculation.
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Proposition B.2 The scaled deterministic matrices, Z; e, i = 2, ..., 6, take the form:

B B
301723017”. SCS*7Z3CS*7Z37ES/2

Zsg = (Zsg tog);

7 6,c — 23,57 t0,205 7?,51 ) E?,al R Eg*,es* ) Eg*,és* ’ ELS/2J 75[5/2])
where Zogz = VTl + %eo - ETOSl 2355/2 = Tls/g + ES%QS/Q - ES%SHS/QJ, 7. =
VT, + Sheny — S(S/2)15 25, = VTlop + Smear — % (S/2) 1}, o = S1— e —
2 [Sto - C;l Z) 1} +0(1), t5/2) c59 = S1is/2) — €572 — B2 [Sthm - <§1 Z> 1[5/2@ +o(1),
8o = 5 (15— 50) + o), 8, = 5 (10— 54) +0(1), and where 1 =(1,.., 1), 15) =

(=D, ..., (—1)T] sto=(1,2,...,T), t|5/2) = (=11, ...,T(—l)T],, together with 1§ = [cos(wg), ...,
cos(Twy,)]’, 15 = [sin(wg), ..., sin(Twy)]", t§ = [cos(wg), ..., T cos(Twy)] and tf = [sin(wg), ...,
Tsin(wpT)), wp = 2ZE, k = 1,..., 8%, while 1y = (1,...,1,0,...,0) is a T x 1 vector with first
S elements equal to one and all other elements equal to zero; ey is a T x 1 wector such that
ey = (5,..,1,0,...,0); 152 = (=1,1,—-1,..,1,0,...,0)" is a T x 1 vector with first S elements
equal to the first S elements of 1|g/2) and all other elements equal to zero, egs = €9 © lgya,
where © denotes the Hadamard (elementwise) product; 11 ), and 1oy are T x 1 wvectors with first
S elements equal to the first S elements of 13 and lf, respectively, and all other elements equal
to zero; ey, = €9 © 17 and ez, = ey © 15, k=1,..,5%

The proof of Theorem 3.2 is greatly simplified by using the well-known result that deterministic
components only affect the large sample distributions of statistics at the same spectral frequency;
see, inter alia, Chan (1989) and Smith and Taylor (1999b). Hence, of the six cases considered in
Section 2, Cases 2 and 3, and Cases 4, 5 and 6 coincide asymptotically for zero frequency statis-
tics, while Cases 2 and 4, and Cases 3 and 5 will coincide asymptotically for seasonal frequency
statistics. Consequently, and making use of the results in Propositions B.1 and B.2, the following
Lemma may be stated.

Lemma B.1 Under the conditions of Theorem 3.2, defining &, = Asy—%’“yk,_l, kE=0,..,[5/2],
and Zggk = (23, 3ck) k=1,..,58 and as N — oo:
Case 2:

712/26022,60 - S (BB)
T2 &y — ov(Lyos; (B.4)

Case 3: The results in (B.3)-(B.4) remain valid. Additionally:

T7'Z4.Z5: — diag{S,5/2,5/2,...,5/2,5/2,5} (B.5)
1/2Z3 05/2505/2 - U@Z)(_l)yS/ZS- (BG)
T2(250) € — ol s, ylgl k=157 (B.7)
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Case 4: The results in (B.3)-(B.4) remain valid. Additionally:
heliz — diag{S (1 — &+ >S2} (B.8)
D2 Gon) G — S7o) [0+ [ ] B9
Case 5: The results in (B.3)-(B.9) remain valid. Additionally:
T—lzgvézaé — diag {S, S/2,...,5/2, 8, <1 — ¢+ ) 52} (B.10)

Case 6: The results in (B.3)-(B.9) remain valid. Additionally:

o s S 2\ /S\*1 2\ /S\°1
—1m/ N D _ 2 _ = “1 > - _ = -1 = =
T~ Zg 26 c dlag{S, IREEL S, (1 Co + )S (1 1+ 3) (2) 2,(1 1+ 3) (2> 50

2 S\?1 2.\ /S\?1
(1me+ B (5) 5 (oo v B) (5) 3 (1-mn ) 2} o

_ / 1
(T)_1/2 (tS/ZES/Q) 555/2 — SO’Qp(—l) |:(1 — ES/Z)JS/2,CS/2(1) + C%/QA TJS/chS/Z (r)dr]
(B.12)

T (k) G = {0 a) [akJ,f (1) + b, (1)]

é\%

_l_
Ql
N

1
/ rlard? . (1) + bedg, (r )}dr},k’zl,...,S* (B.13)
0

nn

- T ! o
T-1/2 (tg,ék> & =

; {a-a) [ kT, (1) + byl (1)

S

+
Ol
TN

1
/ r [—akJ,gfck(r)erkJ,QCk(r)] dr}, k=1,..,5 (B.14)
0

where aj, and by, k=1,...,8*, and Jo,(r), JS/27CS/2(7")7 Jﬁck( r) and J?

k,cp

(r), k=1,...,5% are as
defined in Proposition B.1.

Proof of Lemma B.1
Case 2:

Under Case 2, 227(—: = 22750. Consequently from Proposition B.2 it is straightforward to establish
that

12yl = T <\/T10+ N \F
= 141p+o(1) — S.

> (\f10+ﬁe0—ﬁ31)

Recalling that ys =0, s =1 — 9, ..., 0, the result in (B.4) follows from the fact that

—1/277 _ p-1/2 G  Co G
T Z2 00600 T <\/T10 + feo f81> (Asy TyOyfl)

= 16A5y + Op(l) =oy(1 )yO,S + Op(l)-
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Case 3:

The diagonality of the matrix in the left member of (B.5) follows immediately from the asymptotic
orthogonality of the columns of 71/ 2Z3.. The result for the zero frequency component is as given
in the proof of Case 3, while the result for the Nyquist frequency follows in exactly the same way.
For the remaining diagonal elements of the matrix, we have from Proposition B.2 that

/
-1 (7« ' 7a a a
T (ZS,Ek) 37616 = T (ﬁll k + \/>elk — 7(5/2)1 ) (ﬁll k + \/>elk — T(S/2)1 )
= 111 +0(1) = S/2
and, similarly,

7! (Zﬁ,f % _(s/2) 1§>/ (\/Tlg K+ - (5/2) 17 >

VTl 4+ —=egp — —= ek~
= T7'T1y; 155 +o(1) — S/2.

Turning to the results in (B.6) and (B.7), we have that

Mm

T2 ey = )'yi + 0p(1) = o(=1)yga.s + 0p(1)

z:l

and, for k =1,..., 5%,

TR (20 ) 6 = TR (B S (Ba) &)
= [1/1,kASy + Op(l) ) 1/2,kASy =+ Op(l)]
= o€ ™) [Yns Zlif,s] + op(1).

Finally, the result for the zero frequency was established in the proof of Case 2.

Case 4:
In addition to the results proved in Case 2, we have that

_ _ / _ S—1
T—lz’t:T—1<\/T1 +C°e—6051> S1—ep— 2 | Sty — i1
2,¢o 0,co 0 \/T 0 \/T 0 T 0 ;

o )
e sfo (£ o

. -
— T1$%1'1 - COSQt01+T 1( )Szt{)to—i—o(l)

Co
— <1—60+ >S2
3

25

)+0(1)—>0

T_l (EO,EO)/ tO,Eo = T <S]_ — €y — —

N \



To prove the result in (B.9), observe that

T7Y2 (t0e) ey = S{T™V?*1'Agy — T3/(coto) Agy
T73/2501/y07_1 + T75/26(2)t6y07_1} + Op(l).

Using the following results which follow directly from Phillips (1987):

T
T_1/21’A5y — 712 Z e(T—(Sn+s))co/TUSn+s +Op(1) . U?/)(l)Jo,cO(l)
Sn+s=1
T 1
T73/2t6Asy — T3/2 Z (Sn + s) 6(T*(Sn+s))CO/TUSn+S+Op(1) :>g¢(1)/ rdJo ¢, (1)
Sn+s=1 0
T Sn+s ) 1
T73/21/y07—1 — Z Z e(Sn+S*J)CO/T,USn+S + Op(]-) = 0-1/}(1)/ JO,CO (T‘)dr
Sn+s=1 j=1 0
T Sn+s ‘ 1
T thyo 1 = T2 Z (Sn+ s) Z eldnts=ieo/Tyg o+ 0,(1) = m/)(l)/ 7Jo ¢ (1)dr
Sn+s=1 Jj=1 0

we then obtain immediately from applications of the CMT that

1 1 1
T2 (R0, €0 = Sov(D{Joen(1) — o ( / rdJo.s (1) + / J07co(r)dr> + & / o edr}
0 0 0

from which the stated result follows using the well-known identity fol rdJoo(r) + fol Jo,co (r)dr =
Jo,eo (1).

Case 5:

The proof of the results stated in Case 5 follows from the relevant proofs in Cases 2-4, again
appealing to the asymptotic orthogonality result.

Case 6:

The diagonality of the matrix in the left member of (B.11) again follows immediately from the
asymptotic orthogonality of the columns of 7~/ 2Z6 . The result for the zero frequency diagonal
element is as given in the proof of Case 4. The result for the Nyquist frequency follows in an
entirely analogous fashion and is therefore omitted. For the remaining diagonal elements of the

matrix, we have from Proposition B.2 that for k =1, ..., 5%,

SN e S\* 1 . .

5 ) WL = |5 TZ[COS(J%)] [cos(jwg)]
S\? 1 1, 1. \?2
—_ — T WE] — p'WE]

2) TZ<2€ o )

21 1 1 1

- 2iwig [ = —4iwg - —2iwyj -

) TZ@ (46 +2e +4>

1

T

(B.15)



1 cr (S 2 S\? 1 &
2% (35) (12)’@] — 20 (3 ) ga D leostion)) G costin)
j=1
S\2 1 & 1o 1 2
— _97 - _ | o WE] — pWE]
QCk(2> TQ;j (26 +2e )
SN2 1 s i (11 1
— _9= >~ - %/ = 4wy = —2iwg]
2%(2) TQ;Q <4]+4j6 +2]6 >
SV\2 1 1 S\?1
= 25 (2) =Y Sito(l) = —a(2) = B.1
ck<2) T2;2]+0()—> Ck<2> 5 (B.16)
and
1 [ /@02 /82 LIS\’ 1 &, o
&) (5) (tgytz“] = 2 (3) g5 L0 costin)costin)
j=1
g\?2 1 KL o N2
() A e
j=1
SN2 1 & i (1
_ Ei <2> ﬁzehwk] <4j2+4]2€ 4Zij+ j2€_2lwk]>
j=1
S\?1 &1 S\?1
_ =2 2 -2
= & <2) ngZ:;?] +o(1) > & <2> ; (B.17)

Combining (B.15) - (B.17) yields the required results, & = 1, ..., S*. Identical asymptotic limits to
/ B /
those given in (B.15), (B.16) and (B.17) are obtained for % {(%)2 <1’,§) 15} , % [—2% (g)g (12) tg]

B /
and ,_lp [(?’“)2 (%)2 (tf) tg} , respectively. Since the proof follows along similar lines, it is omit-

ted.
The proof of (B.9) is as given under Case 3, while the proof of the result in (B.12) is very
similar and, hence, is omitted. Turning to the proof of (B.13), observe from Proposition B.2 that

12 e “1y2 |9 Ck /
T ) = T | (10 k) 4ol
= T2R) Asy = T726 (13) yu-1 — T2 (87) Asy
+ T2 (62) yr,—1 + op(1). (B.18)
For the following four results, the weak convergence result in each case following from Proposition
B.1 and applications of the CMT, establish the large sample behaviour of the four non-vanishing
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elements constituting the right member of (B.18):

0 N
T2 Agy = T2 Z Zcos [(Sn + s)wk]) Asysnts
s=1-Sn=1
0 N
= T2 Z cos(swy) ZAgySn+s
s=1-5 n=1
0 N
= T2 Z cos(swy) Z [— (1 — 2cos(wg)L + LQ)] Yk, Sn+s+1
s=1-5 n=1
g (0%
- = [akj,ﬁck(l) +ka,€7%(1)} (B.19)
0 N
T-3/2¢, (1%)’yk7,1 = T73/2, Z Zcos [(Sn + s)wk) Yk, Sn+s—1
s=1-Sn=1
0 N
T4, Z Cos(swk)zyk,SnJrsfl
s=1-5 n=1
|
9Ck B8 a
7, (8T (1) + T, (7)] dr (B.20)
and
0 N
T3, (t7) Asy = T7%%¢, > > (Sn+s)cos[(Sn + s)wk] Agysns
s=1-Sn=1
=l
9Ck B a
= 5[ [aka’Ck (r) + b, (r)} (B.21)
and, along similar lines, that
2 1
T-522 (t2Y vy, _; = 2k s o . :
¢ (t2) Yr,—1 = 7 )y r {ak(]k’%(r) + bk:Jk-,ck(T)} dr (B.22)

We then obtain the result in (B.13) immediately from (B.19)-(B.22) and further applications of
the CMT. Correspondingly, for the result in (B.14), we obtain from Proposition B.2 that

P e - TS5 )

T
= T2 (15) Agy — T*?’/QE}f (1}?)/3”%—1
(

! !
7732, tf) Agy + T2 (tf) Yk,—1

!/
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then using the following results, which are proved in a similar manner to (B.19)-(B.22),

71/ (15)'A5y N % [Tz, (1) + bTf, (1)]
T3/, (15)/yk,_1 = :T/Eg 01 [—akJﬁck(r) + ka,f’Ck(r)} dr
9% () Asy = Ug olrd [T, (1) + T, (1]
T-°1¢ (t’,f)/yk,—1 = f/c;; 01 r [—akJﬁCk (r)+ ka]ng (r)] dr

the stated result, (B.14), obtains immediately from the CMT.
B.2.2 Proof of Theorem 3.2
Using ERS (p.833, Eq. A8) and Gregoir (2004, Lemma A.5,p.37) we have that for i = 2, ..., 6,

[QM ()i — QM(0)i] — g, [Q(Cr)e — Q(0)e] = 0p(1) (B.23)
where
Q(cr)e = (Asy - (;’f}’k,—1> Zg, [ngékzi,ék]il Zi ., (Asy — %ky;f,—1>

Q) = (Asy) Zio [Zi0Zio] ' Zio (Asy)

and g = 27 fx, fr the spectral density of {vg,+s} evaluated at frequency 27k/S, k =0, ..., | S/2].

In order to establish the limit distributions of Theorem 3.2, we must therefore establish conver-
gence results for gk_1 [Q(Ck)e —Q(0)¢], k =0,...,|.S/2]. This is straightforward given the results
derived in Lemma B.1. Precisely, under Cases 1, 2 and 3, where £ = 0 or 1 for all frequencies,
we observe that g ' [Q(€k)¢ — Q(0)¢] are all of 0,(1), k = 0,...,|S/2], and hence the limiting
distributions reduce to the corresponding results in Theorem 3.1. For the zero frequency tests
when a zero frequency time trend is included (Cases 4, 5 and 6) and for the Nyquist frequency
test when a Nyquist frequency trend is included (Case 6) we have from Lemma B.1 and the CMT
that,

[(1 — &) je, (1) + 2 [y e, (T)dr] 2

=2
(1 —Cj + Cg)

and, setting ¢; = 0, Q(0)y — o2 [w(j)]QyJQ-’S = o2 [(j)]? Jje; (1), for j = 0,[S5/2]. Consequently,
again by the CMT,

Q(ej)2 — o W) yis = o (W)

(1= ey, (1) 4 2 Ji iy, ()]

=2
<1—éj+cg>

- [Jj,cj (1)] ? )

which, coupled with Theorem 3.1, and applications of the CMT completes the proof for the zero
(j = 0) and Nyquist (7 = 5/2) frequency statistics.

Consider now the statistic at the kth harmonic frequency pair when a time trend at the
harmonic frequencies is included (Case 6), and define Q(ax)3 = Q(ak)2 — o[t (e™™)?[(yx.5)* +
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(y,fs)Q], where either a; = ¢, or a;, = 0. We then obtain from Lemma B.1 and the CMT that,
for k=1,..., 5%,

o2

Qer)s = 2 [(L=a) |ard,, (1) +bedg, ()] + ¢ 11« ap )], (1) + bpJg o, (r)| dr :
(1—01.;—&—%) 0

+ [(1 — &) [~ e, (1) + bTE, (1) +ci/01r [~ ar e, (r) + T ()] dT]Z}.

After simple but tedious manipulations we obtain that

Q(Ck)2 = M {(1 — ) [Jﬁck(l) + J,ick(l)] + /01 r [J,ick (r) + J,gﬁck(r)} dr}2 :
— o+ &

k=1,...,5" Moreover,
* 2 8 « 2 2 «a B8 2
QO = 0 |apd, (1) + bt ()] + 0% [arTie, (1) + bt (1)]
o 2 2 *
= 0% (ai +b3) {[J,wk(l)] + [J,ﬁcka)] } k=1,..,5"
Consequently, appealing to the CMT, we obtain that

o? (a% + bi)
62
o (1-en+%

g [Q(er)2 — Q(0)2] = ) {a=a) |7, 0+ 72, )]

1 2
+Ei/0 r [J;i%(r) + Jie, ('r)] dr}

‘W{[‘]’?’C’“(W + [J,?,Ck<1>}2}, k=18

and, noting that g, = o [w(e_i‘“k)} [w(ei“’k)] =o? (a% —+ bi), k=1,..., 5% this simplifies to

1 j {0—a) [7., ) + 75, (1]

9; 1Q(Cr)2 = Q(0)s] = v
(1 —Ckt+ 5

1 2
+Ei/0 r [J;i%(r) + ke, (r)] dr}
«@ 2 B 2 *
- [Jk,ck(]')] + [Jk,ck(l):| ’ k = ]-a"'aS
which, coupled with Theorem 3.1, and applications of the CMT completes the proof.

Appendix C

Proof of Theorem 5.1

Proofs for Case 1 (where no de-trending occurs) are already established in the literature, see
Rodrigues and Taylor (2004b), and are not reproduced here. For each of Cases 2-6, the pseudo-
GLS estimator B;(é) is obtained from regressing . on Z; ¢ for ¢ = € = (¢o, 1, .-+, €| g/2])'; to obtain
the pseudo-GLS de-trended data,

) ~ ’
j%’n-{—s = TSn+s — [ﬁz(é)} Z8n+s,is
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i =2,..,6. After considerable algebraic manipulation (using standard trigonometric identities) it
can be shown that the transformed level variables entering into (5.1) take the form,

, Yo,5nts — S (Fo(C0) —70), 1 =2,3
. _ S—1 -
Tosnes =) e |5+ (Z )| Gota) —20) = 8 (ulen) — 80) (54 9) i = 450

=1

YS/2,Sn+ss 1=2,4
Ys/2,5n+s =S (’75/2(05/2) Ysjo) (—1)5mFs, i =3.5

Tsja,snts = Y Ysjaenrs — | S+ Z Z)] (Fsy2(€s/2) — vs2) (—1)°7F*

—5 (3ya(esy2) - 6S/2) (Sn 4 5)(~1)57+, i =6

Yk, Snts, © = 2,4
£275n+8 = Yk,Sn+s — g (ﬁk,a(ék) — 'Vk,oz) ZS/;urs’ i=3,5 /
Ynsnts — [S/2 + k] (Ta(@r) = Tha) 2Zgnt — 5 (&a(ék) — 5,m) Ay pzi,,, i=6
Ui i 1= 2,4
Af’gms = ygvsn-h@ — 5 (Tk,5(Cr) — Vip) Zgntsy i =3,5 /
\ yg,Sn+s — [S/2 + k] (k,5(8k) — Wh,8) Zgnt — 5 (Skﬂ(gk) _ 5k’ﬁ> Aozl . i=6

where the spectral intercept and time-trend parameters, v; and 6;, j = 0,...,5%,5/2, are as
defined in Section 2.1 with 7;(¢;) and gj(éj), j =0,..,58%5/2 the pseudo-GLS estimators of
these parameters for each of i = 2,...,6. The notation k* denotes an asymptotically irrelevant
term which results from the filtering of the seasonal trends, while

cos(wg) —sin(wg) sin(wg)  cos(wyg)
A= .. y Ao =— .

sin(wg)  cos(wg) —cos(wg)  sin(wg)

and ZSn+s = (cos[(s + Dwg], sin[(s 4+ Dwy])’, zgl;‘fs = (—sin[(s 4+ 1wy], cos[(s + 1)wi])’, and
;fwk—i-s ((Sn + s) cos (swy), (Sn + s)sin (swy))'.

Before continuing, it will prove useful to state the following proposition whose proof follows
directly from results presented in Appendix B and applications of the CMT. The results stated
in the proposition are understood to apply only in those of Cases 2-6 where the parameter being

studied features in the parameter vector 3.
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Proposition C.1 Under the conditions of Theorem 5.1, as N — oo,
VT Gi(er) —w) = o0p(1), k=0,...,[S/2]
N (1 — &) Jhep (1) +E foy 7T e (r)dr
\/T <5k(6k) — 5k> = O'[ - (C_)Z - :| =
s(1-a+%)

_ o 9 rl o
23 (1= ) T, (1) + & Jo rT, (r)dr

De,(r,¢), k=0,5/2

N

[

%ﬂ&ﬁwwm):

)
S (1-a+%)
_ z\fapm(r, &), k=1,..,5"
=\ 78 =2 B
- 2v20 | (1= ) I, (1) + ¢ Jo 7, (1)
\/T (&c,ﬁ(ék) — 5k,ﬁ> = [ - =) - i|
S (1 — o+ %)
2
= \ggD}f%(r, &), k=1,..,8"

where Jo ¢, (r), Is2.c5/ (r), Jg., () and J,ka (r) are as defined in Proposition B.1.

Remark C.1: Representatmns for the limiting distributions of the elements of the scaled pseudo-
GLS estimator, ﬁ , obtain setting ¢ = c};, k=0,...,[.5/2], in the foregoing expressions.

Using Proposition C.1, we may state the following lemma which details the large sample
behaviour of the scaled regressors from (5.1).

Lemma C.1 Under the conditions of Theorem 5.1, and defining 0¢ such that é¢ =0 if € = 0,1
and 6¢ =1 if £ = 2, then as N — oo,

712»7» = g Joch (T)7 7’ = 2) 3
VT OSLNI+s Jo.co (1) — 7Dey (r,¢0), i =4,5,6
= 0 [Jo,co(r) = 10¢Dey (7, C0)] = 0Jo,c0 (7, 6¢C0)

1 i (_1)jJS/2,cS Q(T)’ i =2,3,4,5
—=Ts/2.8rN|4+s = O : / - _ .
\/T ’ (_1)]JS/27CS/2 (T) - r(_l)jDCs/g (’I", CS/Q) =06

= 0 [(_1)jJS/2,cS/2( ) — 1rde(—1) DcS/z(T Cs2)| = U(—l)jJS/ch/Q(Ta 0¢Cs/2)
where j = (S|rN| + s)mod2, and

cos [(s + 1)wg] JﬁCk(r) + sin [(s + 1)wg] Jlf,ck (r), i=2,3,4,5
1, o . ;
—=Lh SNt = = wwﬁﬂwmwm+mm+mM%J)
VT V2 @ Dk o (1, Cr) A [ 7 cos (swy,) } 6
2\[1)5%( %) k1 psin (swp) |
= \jg {COS [(s+ Dwi] J& - (r) 4+ sin[(s + 1)wg] Jkﬁc (r)
Dy, (1, k) , 7 cos (swy) _ i
_255 [ DQ%(T’ Ek) ] Al,k |: rsin (8 ) :|} = \[ kck(r 5§Ck)
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(cos[(s+ D)w] Jj., (r) — sin [(s + Dwg] Jg, (r), i =2,3,4,5

1 4 . .
ﬁif,’gh]\q+s cos [(8 + 1)wk] Jkﬁvck (T) B S}n [(S * l)wk} kack (T)
oS Z—\S/ED;%% (r,ck) ] { r cos (sw) ] i 6
2 _ , ) -
,C

2\75@1)5 (r, ) 7 sin (swy)

k,ck

V2

- 7 {cos [(s 4+ 1)wy] Jkﬁ’% (r) —sin [(s + Dwi] Jie, (1)

V2
/
D, @) 7 cos (swg) 0 -ap _
—26¢ [ Dng(T, ) Ag g rsin (swp) = T (r,0¢c).

where: Jo.co (1), 52,05/, (7)s i, (1) and Jkﬁ,ck (r), k=1,...,8" are as defined in Proposition B.1;
Dy (1,€0)s Deg )y (1:C5/2)s Drey (15 Ck) and D,f e, (1,Cr) are as defined in Proposition C.1.

Proof: The results for Cases 2 and 3 for the zero frequency, and Cases 2,3,4 and 5 for the seasonal
frequencies are well established in the literature and are not reproduced here; see Rodrigues and
Taylor (2004b) for full details. For the zero frequency under Cases 4,5 and 6, observe that

S—1
\}T%,SLTNHS = \% Yo,s[rN|+s — |5+ jz;j (F0(20) —70) = S (S[rN| + s) (gO(EO) - 50)
= = [sstoasee = S (SIrN] +9) (Boen) = 80)] +0,(1)

= 0 {JO,CO (T) — 1D, (T, 50)} , ©=4,5,6.

Turning to the Nyquist frequency for Case 6, observe that

S—1
1 1 . S|rN|+s (~ -
7ﬁ$g/g,swvj+s = 7\/T Ys/2,8|rN|+s — S + (; J) (1) L] (’YS/z(CS/2) - VS/Q)

=S (SIrN |+ ) (~)"V* (Ggyaes2) — dspa ) |

- \% [yS/Q’SVNHS = S(S[rN| +5) (-1)° (gS/z(Es/z) - 55/2” +op(1)

= 0 {(1) ) = (1Y Dey (1, 25p0) }
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where j = (S|rN]+s) mod2. Finally, for the seasonal harmonic frequencies in Case 6, for
k=1,...,5% observe that

]_ N 1 ~ _ * e
ﬁwi,swﬁs = ﬁ {yk S|rN |+ [5/2 + k* ] (’Yk,a(ck) - ’Yk,a), ZSZst
S /~
- 5 6 a(C ) 5ka) Ay kZSLrNJ+S}
/ Tew
= T { Yk,S|rN]+s — <5ka( k) — 5k,a) Al,kZSLiNHS} +0p(1)
_ _ ! (S[rN| + s) cos (sw)
B ﬁ { SlrN s <5k k) = 5k’a) v [ (S|rN| + s)sin (swg) +op(1)
= %{COS s+ Dwg] Jge, (1) +sin[(s + 1w ]J,f(:k()
/
k,Ck 7 cos (swy) B «
e Voo ) e
and
L 400 _ 2 {ﬁ —18/2 + k*] Grp(@) — hp) Zak
7Txk S|rN|+s — ﬁ yk,S\_’/‘Nj-‘,—s [ / ] (’}/kﬂ(Ck) r}/kﬁﬁ) ZS'_TNJ+S
S~
- 5 (%6(%) - 5k,ﬁ> A kzsvars}
1 /8 S ~ _ ! Tw
= 7z {yk’stHS -3 <5k,ﬁ(0k) - 5kﬁ) A27kzsff~m+s} +op(1)
1 CSE o ! (S|rN| + s) cos (swg)
B ﬁ {yk’SLTNHS 2 <5k”6(ck) 5k’ﬁ) Az [ (S|rN| + s)sin (swg) +op(1)
g . (o1
= = {cos [(s + Dwn] 7 () = sin [(s + Dwr] T, (r)

7 sin (swy)

!
D¢, (7, Ck) 7 cos (sw .
_2[ ﬁkrék ]AQ,k[ ) ( k)}},kzl,...,S.

In Lemma C.2 we now establish the large sample behaviour of various objects involving the
transformed regressors from (5.1), which will feature in the definitions of our statistics.

Lemma C.2 Under the conditions of Lemma C.1, as N — oo,

T

1
. _ N 2 _\12 .
i) T 2 Z (x;7sn+s_1) = 02/ [Jj,cj (r, 5§Cj)} dr, 7=0,5/2
Sn+s=1 0
2 . i 2 o [t B 2
.. — N (& — *
i) T Z (Thosnis 1) = 1 [J,mk (r, 5gck)} dr, k=1,...,8
Sn+s=1 0
2 - 8, 2 o [T 5 2
. e — ~03,1 (0% — *
iii) T Z (wk Snts— 1) = [ka% (r, 5§ck)} dr, k=1,...,8
Sn+s=1 0



T 1 1
i’U) Tt Z f},SnJrsf11)371-&-5 = o’ { ijcj (r)d‘]] 0( ) 6§D (T7 Ej) / Tde,o(T)} , 7=0, 5/2
0

Sn4+s=1
! 8
[/ T ()T (r / 0 (I >]

T 2
_ ~q o
v) T} Z Lk, Snts—1VUSn+s = 5
D, (r,ex) 1’ ' rdJg
o | s | R ks
D L In rdJy; o(r)

Sn+s=1
1 a B, o ! B !
DT Y Hhsne = 5| [ R0 - [ 5,050

Sn+s=1

in each case for i = 2,...,6, where 0¢ is as defined in Lemma C.1.

Proof: The proof of parts (i)-(iii) follows straightforwardly from Lemma C.1 and applications of
the CMT. To prove part (iv), let Zgjn+s—1 denote the (Sn + s — 1)th element of t;, then since

T T
! Z f3,5'n+571’USn-i—s =T Z |:xj,Sn+s—1 - Sé&zgjﬁ+371 (6j(éj) B 5J>} Vsmts Op(l)
Snts=1 Sn+s=1
T S ~ T
=7 Z Lj Sn+s—1VSn+s — Téﬁ <5j(aj) - 53) Z Zg]nJrS*lvsn—i_S T Op(l)
Snteel Sn+s=1

the stated result follows immediately. Turning to parts (v) and (vi), observing that

T T
i 1
Z Tk, Sn+s—1VSn+s = T Z Lk, Sn+s—1VSn+s
Sn+s=1 Sn+s=1

/ 4 n + s) cos (sw
- 655 <5ka( )_6k,a> Al,k Z |:(S N ) : ( k) vSnJrs"_Op(l)

2T Sn + s)sin (sw
Sn+s=1 ( T ) ( k)
and that
T T
-1 =Bt _ -1 B
T Z xk,5n+s—1vsn+5 =T Z xk:,Sn—l—svsn"FS
Sn+s=1 Sn+s=1

0¢S a (Sn + s) cos (sw)
k
- oF <5k 3(Ck) — Og 5) Ao g, Sn%;_l [ (Sn + s) sin (swp) VSnts + 0p(1)

the stated results follow immediately.

Making use of the asymptotic orthogonality of the regressors, which follows directly from
(B.1)-(B.2), the following proposition, whose proof is given in Rodrigues and Taylor (2004b),
provides a convenient form for the o, 53/27 t and ff, kE=1,..,5% statistics from (5.1).
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Proposition C.2 The t-statistics from (5.1) are given by

T
-1 ~i
T T ) 1/2 T g 1$j75'n+5_1USn+s
o~ o -2 n+s=
t] - ?WJ T Z (]Sn+s 1) + 1/2 +0P()
Sn+s=1 A 9 T ~ 2
o|T Z (‘Tj,SnJrsfl)
Sn+s=1
1 I a,l
T r 2 2 s S —|rZ 1xk:5n+s—1USN+8
n — -2 ~i n+s=
tk = gﬂ'a,k T Z (xk,Sn—&—s—l) + 1/2+0p(1)
Sn+s=1 - 9 T ~ 2
o|T Z (xk,Sn+sfl)
Sn+s=1
1 I B
y J— —2 N Z n+s=
tk = =TBk T Z ( k:Sn+s 1) + 1/2 +OP(1)’
Sn+s=1

~

/
g |12 i (A£7Sn+s 1)2]

Sn+s=1

k=1,...8% i=2,..,6, where 6% denotes the usual OLS estimator of o2 from (5.1).

=0,5/2

The results stated for the t-statistics in (5.3), (5.4) and (5.5) then follow directly from Propo-

sition C.2, Lemma C.2 and applications of the CMT. The representations for the Fy, k = 1, .

S*

F .|s/2) and FO .|s/2| statistics then follow directly from the asymptotic orthogonality result and

apphcamons of the CMT.
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Table 5.1: Critical Values for GLS-Detrended Seasonal Unit Root Tests.

to to '3 Fi. 2 Fo...2
T .010 .025 .050 .100 .010 .025 .050 .100 .900 950 .975  .990 900 .950 975 990  .900 .950 .975  .990
(@) Case3
48 -3.22 -290 -263 -234 -322 -289 -263 -234 3.8 465 547 6.60 389 460 532 623 388 452 514 59
100 -299 -2.66 -2.40 -2.11 -297 -266 -240 -211 3.14 391 466 571 3.09 371 432 511 304 356 4.08 4.76
136 -290 -258 -2.32 -203 -292 -259 -232 -203 297 372 446 550 289 350 4.07 484 281 331 3.81 4.48
200 -2.83 -251 -223 -193 -283 -251 -223 -194 280 354 428 526 266 324 381 454 257 305 351 4.13
400 -2.71 -238 -210 -1.80 -271 -238 -211 -1.80 2.59 332 4.04 498 243 297 353 422 231 277 321 3.76
oo -259 -225 -197 -1.64 -259 -225 -197 -164 244 315 384 478 224 278 331 398 211 255 299 3.53
(b) Caseb5
48 -4.02 -366 -3.39 -3.09 -329 -294 -2.67 -237 3.85 471 557 6.79 397 471 545 644 489 566 6.40 7.34
100 -3.78 -3.48 -3.21 -292 -3.01 -269 -242 -213 3.15 393 472 576 314 379 440 517 398 459 518 5.93
136 -3.70 -3.39 -3.14 -2.86 -292 -261 -234 -204 297 371 448 549 290 351 4.09 484 371 429 4.8 553
200 -3.62 -3.31 -3.06 -278 -283 -251 -224 -195 280 354 429 524 268 325 381 457 344 398 451 5.18
400 -3.52 -3.22 -297 -270 -273 -238 -211 -1.81 259 327 3.99 497 241 297 350 421 313 364 4.14 479
oo -342 -312 -2.87 -258 -259 -225 -197 -164 244 315 384 478 224 278 331 398 286 336 3.82 4.39
(c) Caseb
48  -4.25 -3.87 -357 -324 -423 -386 -357 -3.24 851 9.86 1123 13.00 856 9.78 10.96 1254 850 9.61 10.67 12.04
100 -3.86 -3.54 -328 -299 -385 -354 -328 -299 7.18 831 9.40 1077 7.04 7.95 883 990 688 769 845 9.39
136 -3.74 -3.45 -3.20 -291 -3.76 -344 -318 -291 6.82 7.86 8.88 1020 6.59 7.43 825 931 642 7.16 7.86 8.75
200 -3.67 -3.36 -3.11 -282 -368 -3.36 -3.11 -283 6.47 7.45 843 969 619 7.02 778 877 601 670 7.35 8.18
400 -355 -3.25 -298 -271 -355 -324 -299 -270 6.04 7.06 8.01L 9.33 570 650 725 823 548 6.15 6.78 7.56
oo -342 -312 -2.87 -258 -342 -312 -287 -258 568 666 757 876 526 6.01 672 757 500 564 6.21 6.89



Table 6.1: Empirical Size of Seasonal Unit Root Tests (Nominal 0.05 level)
DGP (6.1)-(6.2). Auxiliary Regression (5.1) with p,,, =4
=1 indicates Case 3 of (5.1),

= 2 indicates Case 6 of (5.1

N 0 to 2 151 Iy Fpi..2) Flo...9)
=1 (=2 (=1 (=2 (=1 (=2 (=1 £=2 (=1 £=2 (=1 (=2
25 .0 GLS .05 .04 04 .02 .05 .02 05 .02 .04 02 .05 .03
OLS .06 .04 04 .03 .04 .03 03 .02 .04 04 .05 .04
-6 GLS .28 .44 28 43 .05 .04 06 .04 .22 38 .29 .51
OLS .28 .49 28 .48 .05 .04 06 .04 .22 39 .29 .55
.6 GLS .06 .05 06 .05 .26 .34 19 31 18 36 .18 .39
OLS .05 .05 05 .05 .24 43 27 .44 .24 AT .24 48
50 .0 GLS .05 .05 05 .03 .05 .02 05 .03 .05 03 .05 .04
OLS .06 .05 05 .04 .03 .01 05 .04 .04 04 .05 .04
-6 GLS .22 .37 22 .36 .04 .04 05 .04 .16 26 .22 .35
OLS .22 .38 22 .38 .03 .04 05 .04 .15 27 .20 37
.6 GLS .04 .05 04 .04 .22 .38 14 .33 A1 28 .09 .26
OLS .04 .05 .04 .04 .23 .40 .19 37 .16 34 .15 .33
Note: The notation GLS and OLS in the fourth column indicates the method of de-trending used.
Table 6.2: Empirical Power of Seasonal Unit Root Tests (Nominal 0.05 level).
DGP (6.3), N = 25. Auxiliary Regression (5.1) with p,.,. = 4.
¢ =1 indicates Case 3 of (5.1), ¢ =2 indicates Case 6 of (5.1).
ck:73 Ck:75 Ck:77 Csz]_]_ Ck:715 Ck:719
Test =1 €=2 (=1 €£€=2 €£=1 (=2 (=1 €£€=2 (=1 (=2 €£€=1 (=2
to GLS .16 .07 25 11 .38 .15 .63 .29 .82 45 .91 .65
OLS .09 .06 13 .08 .18 1 .35 .20 .54 34 .73 48
to GLS .15 .07 25 11 37 .15 .62 .29 .82 46 .92 .65
OLS .08 .06 12 .08 17 11 .34 .20 .54 33 .73 .48
tq GLS .33 .09 61 A7 .82 .28 97 .56 .99 80 1.00 .91
OLS .12 .07 20 .10 .33 .16 .64 .34 .87 .56 .95 77
F GLS .24 .09 46 .15 .67 .25 92 .52 .98 76 .99 .89
OoLSs .11 .07 A7 .09 .28 .15 .56 31 .81 52 .93 .73
F, » GLS .31 .10 5T .18 .79 .31 97 .62 1.00 .86 1.00 .96
OLS .13 .08 23 12 .38 .19 71 .38 .92 .63 .98 .83
Fy. » GLS .37 1 67 21 .88 .37 99 .72 1.00 93 1.00 .99
OLS .15 .08 27 .13 .45 .20 81 .45 .96 72 .99 .90

Note: The notation GLS and OLS in the second column indicates the method of de-trending used.

38



Table 6.3: Empirical Power of Seasonal Unit Root Tests (Nominal 0.05 level).
DGP (6.3), N = 50. Auxiliary Regression (5.1) with p,,., = 4.
¢ =1 indicates Case 3 of (5.1), £ =2 indicates Case 6 of (5.1).

Ck:—?) Ck:—5 Ck-:—’? Ck:—ll Ck-:—15 Ck:—lg

Test E=1 €£€=2 £=1 €=2 (=1 €£€=2 (=1 £€=2 (=1 £€=2 £=1 £=2
to GLS .17 .07 29 A1 44 17 73 .33 .90 53 97 .72
OLS .09 .06 13 .08 .19 12 .36 21 .58 35 77 .52
to GLS .17 .08 28 A1 44 17 73 .33 .90 54 97 .73
OLS .09 .06 12 .08 .19 11 .36 21 .58 35 77 .52
t GLS .37 .09 68 .18 .89 .30 99 .64 1.00 .88 1.00 .96
OLS .12 .07 21 .12 .34 .18 68 .38 01 64 .98 .84
F GLS .23 .09 A7 .16 71 .27 .96 57 1.00 83 1.00 .95
oLS .11 .07 A7 11 .28 .16 58 .34 .84 58 .96 .79
F, o GLS .32 .10 63 .19 .86 .34 99 71 1.00 93 1.00 .99
OLS .13 .08 23 12 .39 .20 76 .44 .95 72 .99 .91
Fy.o GLS .40 A1 74 .23 .93 .42 1.00 .82 1.00 97 1.00  1.00
OLS .15 .08 27 .13 .45 .20 81 .45 .96 72 .99 .90
Note: See Note for Table 6.2.
Table 6.4: Asymptotic Local Power of Seasonal Unit Root Tests (Nominal 0.05 level).
Ck,=—3 Ck=—5 Ck=—7 Ckz—ll Ck=—15 Ck =-19
Test E=1 £€=2 &£=1 €£€=2 &=1 €=2 (=1 £€=2 =1 £&=2 =1 £=2
tr GLS .17 .08 .32 12 .50 .18 .82 37 .96 .61 1.00 81

k/: 0,5/2 OLS .08 .06 12 08 18 11 .36 22 .60 .37 .80 57

173 GLS .38 .10 .72 19 92 .34 1.00 72 1.00 .95 1.00 1.00
k=1,.,5" OLS .11 .07 .19 11 34 .18 .71 A1 .94 .69 1.00 .90
Fy GLS .23 .09 A48 16 74 .28 .98 62 1.00 .89 1.00 99
k=1,..,5" OLS .10 .07 17 .10 28 .16 .62 .39 .88 .62 1.00 .85
Fi 9 GLS 31 12 .64 22 89 .40 1.00 81 1.00 .98 1.00 1.00
OLS .13 .08 .23 13 40 .22 .80 .50 .98 .81 1.00 .96
Fy. 2 GLS 37 12 .76 27 96 .50 1.00 91 1.00 1.00 1.00 1.00

OLS .14 .09 .29 15 51 .26 .91 61 .99 .91 1.00 .99

Note: See Note for Table 6.2.

39





