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UNIVERSITY OF STRATHCLYDE

APPLIED ECONOMETRICS LECTURE NOTES

APPLIED ECONOMETRICS READING LIST

General references and recommended reading.
(A) Useful articles or books on specific topics:
Davidson, J.E.H., D.F. Hendry, F. Srba and S. Yeo  (1978):  'Econometric Modelling of the Aggregate Time Series Relationship between Consumer's Expenditure and Income in the UK', Economic Journal Vol 88, 1978.

Holden, D.R and McGregor, P.G. (1990): 'Annual Consumption Functions: A Scottish‑UK Comparison', Regional Studies, Vol 24.3, 1990, pp 247‑259.

Pesaran and Smith:'Evaluation of macroeconomic models', Economic Modelling, April 1985.

(B) Texts  for  reference purposes:
Berndt, E.R.(1991): 'The Practice of Econometrics', Addison‑Wesley.

Charemza, W. and Deadman, D.(1992): 'New Directions in Econometric Practice', Edward Elgar.

Granger,  C.W.J.[ed]  (1990):  'Modelling   Economic   Series',   Oxford University Press.

Harvey, A.C.: 'The Econometric Analysis of Time Series', 2nd ed, 1990, Philip Allan.

Hendry, D.F and Richard, J‑F (1983): 'The Econometric Analysis of Time Series', International Statistical Review, 51, pp 111‑163.

Greene, W.: 'Econometric Analysis' , 2nd ed (1993)

Griffiths, W.E., Carter Hill, R. and Judge, G.C. (1993):  'Learning  and Practising Econometrics', Wiley.

Judge  et  al  'An  introduction  to  the  Theory  and   Practice   of Econometrics'. 

Kennedy, P.: 'A Guide to Econometrics', 3rd edition , Blackwells.

Maddala, G.S.: 'Introduction to Econometrics', 2nd ed (1992), Macmillan.

Stewart, J.: 'Econometrics' (1991), Philip Allan.

Thomas, R.L.: 'Introductory Econometrics: Theory and Applications', 2nd ed 1993, Longmans.

(C) REFERENCES FOR PARTICULAR TOPIC AREAS            

Note: Unless otherwise stated, Kennedy, Maddala and Harvey refer to:

Harvey, A.C.: 'The Econometric Analysis of Time Series', 2nd ed, 1990, Philip Allan.

Kennedy, P.: 'A Guide to Econometrics', 2nd edition (1985) Martin Robertson.

Maddala, G.S.: 'Introduction to Econometrics', 2nd ed (1992), Macmillan.

ECONOMETRIC METHODOLOGY

Gilbert, C.L.  (1986):  'Professor  Hendry's  Econometric  Methodology', Oxford Bulletin of Economics and  Statistics,  48/3  1986,  pp  283‑307. [Reprinted in Granger, 1990].

Pagan,  A  (1987):  'Three   Econometric   Methodologies:   A   Critical Appraisal', reprinted in Granger, 1990, pp 97‑120.

Cuthbertson, K. (  ): 'The Demand for Money', Appendix  A,  'Econometric Modelling of Aggregate Time Series Data', pp257‑272.

Hendry, D.F and Richard, J‑F (1982): 'On the Formulation of Empirical Models in Dynamic Econometrics', Journal of Econometrics, 20, pp 3‑33.

PROPERTIES OF TIME SERIES

A good text book introduction to this material is provided in :

Kennedy 'A Guide to Econometrics' 3rd Edition 1992, Blackwells, Chapter 16

Stationarity is defined and both informal and formal tests for  stationarity are discussed in: Pindyck and Rubinfeld 'Econometric Models  and  Econometric  Forecasts'  3rd Edition  McGraw‑Hill  1991  Ch 15 pp 443‑459.

The spurious regression problem is explained in:

Phillips  (1986 or 1987?),  'Understanding Spurious Regressions in Econometrics', Journal of Econometrics Volume 33 pp311‑340 (Read only Section  1  and  the final 5 paragraphs of Section II!)

An overview of responses to the spurious regression problem is given in Hendry  (1986)  'Econometric  Modelling  with  Cointegrated  Variables:   An Overview' Oxford Bulletin of Economics and Statistics  Vol.48  No.3  August. (read Section II pp202‑204).

Formal order of integration tests are dealt with in Section 2.2 p.5‑6 of Muscatelli and Hurn 'Cointegration and dynamic time series models' Journal of Economic Surveys  Volume 6, No.1 1992 

P. Perron (1988): Trends and Random Walks in Macroeconomic Time Series,  Journal of Economic Dynamics and Control, 12 (1988), Section 2.6, pp 314-317.

A COINTEGRATION APPROACH TO STRUCTURAL TIME SERIES MODELLING

A simple introduction to Cointegration is provided in:

Pindyck and Rubinfeld Chapter 15 Section 15.4 pp 465‑468.

Maddala, G.S. Introduction to Econometrics, 1989, Section 6.10, pages 212-218

Perman, R.J. Cointegration: An Introduction to the Literature, Journal of Economic Studies, Vol 18, No 3, 1991.

Holden, D and Perman, R Unit Roots and Cointegration in B.H. Rao (ed) Cointegration for the Applied Economist (1994).

The relationship  between  Cointegration  and  Error  Correction  Models  is briefly discussed in:

Holden, Peel and Thompson 'Economic Forecasting: an introduction'  CUP  1991 Chapter 2, Section 2.6.

Properties of cointegrated regressions are discussed in:

Hendry  (1986)  'Econometric  Modelling  with  Cointegrated  Variables:   An Overview' Oxford Bulletin of Economics and Statistics  Section  III  pp205‑8 and Section IV pp209‑210.

Testing  for  Cointegration  and  the  Engle‑Granger  two‑stage   estimation procedure are covered in: 

Muscatelli and Hurn 'Cointegration and dynamic time  series  models'  pp.7‑9 and pp11‑16.

Multiple  Cointegrating  Vectors  and  Johansen's  testing  and   estimation procedure is outlined in Muscatelli and Hurn 'Cointegration and dynamic time series  models'  Section 

3.4 pp 23‑30.

Granger, C,W.J. (1986): Developments in the Study of Cointegrated Variables', Oxford Bulletin of Economics and Statistics, pp 213-227.

Harris, R (1995): Using Cointegration Analysis in Econometric Modelling, Prentice-Hall.

SIMULTANEITY 'BIAS', WEAK EXOGENEITY, IV ESTIMATION

For more information on simultaneity 'bias' see, for example,

Pindyck and Rubinfeld 3rd Edition Section 11.1 pp287‑292 or Kennedy Section 10.1 pp151‑152

Weak exogeneity is formally defined and the consequences of  violating  weak exogeneity assumptions are explained in Maddala 'Introduction to Econometrics' Macmillan pp328‑9 and 435-438 (2nd Edition, 1988)

The use of the IV estimator and an intuitive explanation of the  working  of IV is presented in a 'Ballentine' or Venn diagram in Kennedy Section 9.2 pp136‑7, pp143‑4

Another motivation for using IV,  'errors  in  variables'  is  explained  in Section 9.3 p137.

The omitted variable version of the Wu‑Hausman test is explained in Pindyck and Rubinfeld Section 11.4.2 pp303‑4.

The calculation of the Wu‑Hausman test is explained step‑by‑step in Microfit Manual Tutorial lesson 29 on pp158‑160.

Hausman's original article has a footnote which compares his formal test  to Sargan's informal check. Read the introduction and footnote 9. Hausman 'Specification tests in Econometrics' Econometrica Nov.1978, Vol 46.

ENCOMPASSING AND NON‑NESTED TESTING

Principles of encompassing are explained in Mizon (1985)  'The encompassing approach  in  econometrics'   Chapter  6  in Hendry and  Wallis  (eds)  Econometrics  and  Quantitative  Economics  Basil Blackwell (concentrate on Sections 1, 2, 4 and 5 and/or Hendry (1988) 'Encompassing'  National  Institute  Economic  Review  August, pp88‑92.

Encompassing and non‑nested tests are described in 

Charemza and  Deadman  (1992)   'New  Directions  in  Econometric  Practice' Chapter 8, pp 289‑299, and in Maddala, pp 443-446, Kennedy pp 177-181 and Kennedy (1989) 'Non-nested tests: A diagrammatic exposition', Australian Economic Papers Vol 26, pp 160-165.

For more information on the tests included in Microfit see 

Microfit Manual Tutorial Lessons. 

EXOGENEITY, CAUSALITY AND FORECASTING:

Bean, C.R.  (1986):  'Granger  Causality  and  Econometric  Exogeneity', unpublished mimeograph. [See R. Perman for loan].

DYNAMIC STRUCTURAL MODELLING:

Kennedy Chapter 5 provides an introduction to issues in dynamic specification. Hendry's methodology (summed up by Kennedy as test, test, test (TTT) ) is described and the role of misspecification testing within Hendry's methodology is explained.

Hendry outlines his approach to dynamic modelling in a number of places, a good descriptive article to start with is, Hendry (1985) 'Monetary Economic Myth and Economic Reality' Oxford Review of Economic Policy, Volume 1 No.1,

More detail is provided in Gilbert (1986) 'Professor Hendry's Econometric Methodology' Oxford Bulletin of Economics and Statistics Volume 48 pp 283-307.

Hendry's methodology is compared to other approaches and more critically assessed in Pagan (1987) 'Three Econometric Methodologies: A Critical Appraisal' Journal of Economic Surveys Volume 1, pp3-24.  Read the introduction, Section 1: The Hendry' methodology and Section 4: Summing up

STRUCTURAL STABILITY TESTS

Harvey, pages 181-185 (Chow tests)

Dummy variables approach to stability testing:

Kennedy, pages 87-88

Maddala, pp 263-267

Salkever , Journal of Econometrics, 4, 1976, pp 393-397

Graphical techniques, sequential testing:

Harvey, pages 153-159

Dufour (1982): Journal of Econometrics 19, pp 31-76.

NON-STRUCTURAL TIME SERIES MODELLING AND FORECASTING

There are several good textbook treatments of Box-Jenkins modelling techniques, these explain the principles and provide numerous examples. The easiest to start with is

Farnum and Stanton, see Chapter 7 and Chapter 4 for a discussion of pure AR models.

More detail is provided in Holden, Peel and Thompson Chapter 2 and Pindyck and Rubinfeld Ch 17-19.

The use of the MA options in Micro-fit is explained in one of the Microfit Manual Tutorial lessons.
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