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if the trend is significant. retest for the presence of a unit root (i.e.. y = 0)

using the standardized normal distribution. After all. if a trend is inappro-

priately included in the estimating equation. the limiting distribution of a2

is the standardized normal. If the null of a unit root is rejected. proceed no

further; conclude that the {Yr} sequence does not contain a unit root.

Otherwise. conclude that the {Yr} sequence contains a unit root.

STEP 3: Estimate ( 4.35) without the trend [i.e., estimate a model in the form of

(4.13)]. Test for the presence of a unit root using the 't~ statistic. If the null

is rejected, conclude that the model does not contain a unit root. If the null

hypothesis of a unit root is not rejected, test for the significance of the
constant (e.g., use the 'ta~ statistic to test the significance of ao given y =

0). Additional confirmation of this result can be obtained by testing the
hypothesis ao = y = 0 using the <!>1 statistic. If the drift is not significant, es-

timate an equation in the form of ( 4.12) and proceed to Step 4. If the drift

is significant, test for the presence of a unit root using the standardized

Figure 4.7 A procedure to test for unit roots.
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