Panel Unit Root Tests in the Presence of a Multifactor Error
Structure®

M. Hashem Pesaran? L. Vanessa Smith?
Takashi Yamagata“

%Centre for International Macroeconomics and Finance (CIMF), University of Cambridge, and USC
bCentre for Financial Analysis and Policy (CFAP), University of Cambridge
“University of York

18 September 2007

Abstract

This paper extends the cross sectionally augmented panel unit root test proposed by
Pesaran (2007) to the case of a multifactor error structure. The basic idea is to exploit in-
formation regarding the unobserved factors that are shared by other time series in addition
to the variable under consideration. Importantly, our test procedure only requires specifi-
cation of the maximum number of factors, in contrast to other panel unit root tests based
on principal components that require in addition the estimation of the number of factors as
well as the factors themselves. Small sample properties of the proposed test are investigated
by Monte Carlo experiments, which suggest that it controls well for size in almost all cases,
especially in the presence of serial correlation in the error term, contrary to alternative test
statistics. Empirical applications to Fisher’s inflation parity and real equity prices cross
different markets illustrate how the proposed test works in practice.
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1 Introduction

There is now a sizeable literature on testing for unit roots in panels where both cross section
(N) and time (7') dimensions are relatively large. Reviews of this literature are provided in
Banerjee (1999), Baltagi and Kao (2000), Choi (2004), and more recently in Breitung and
Pesaran (2007). The so called first generation panel unit root tests pioneered by Levin, Lin
and Chu (2002) and Im, Pesaran and Shin (2003) focussed on panels where the idiosyncratic
errors were cross sectionally uncorrelated. More recently, to deal with a number of applications
such as testing for purchasing power parity or output convergence, the interest has shifted to
the case where the errors are allowed to be cross sectionally correlated using a residual factor
structure.! These second generation tests include the contributions of Moon and Perron (2004),
Bai and Ng (2004, 2007) and Pesaran (2007).? The tests proposed by Moon and Perron (2004)
and Pesaran (2007) assume that under the null of unit roots the common factor components
have the same order of integration as the idiosyncratic components, whilst the test procedures
of Bai and Ng (2004, 2007) allow the order of integration of the factors to differ from that of the
idiosyncratic components, by assuming different processes generating the two. A small sample
comparison of some of these tests is provided in Gengenbach, Palm and Urbain (2006).

In the panel unit root test proposed by Pesaran (2007) cross section dependence is accounted
for by augmenting the individual ADF regressions of y;; with cross section averages of the
dependent variable (current and lagged values, Agy, g1 = n_lEéV:lyj,t_l). These cross section
averages are used as proxies for the assumed single unobserved common factor. The panel
test statistic is then based on the average of the individual t-statistics over the cross section
units and is shown to be free of nuisance parameters, although it has a non-normal limiting
distribution as N and T" — oo. However, Pesaran’s test is valid for a single unobserved common
factor, which could be a limitation in practice. Bai and Ng (2004, 2007) consider whether the
source of non-stationarity is due to the common factor and/or idiosyncratic component. Their
method involves applying unit root tests to the common factors and the idiosyncratic component
separately, where the unobserved factors are replaced with consistent estimates obtained by
use of principal components (PC). The pooled tests they propose require an estimate of the
true number of factors and the factors themselves. Moon and Perron (2004) follow a similar
approach in that they base their test on a principal components estimator of common factors.
In particular, their test is based on de-factored observations obtained by projecting the panel
data onto the space orthogonal to the (estimated) factor loadings.

In this paper we extend the test of Pesaran (2007) and propose a simple panel unit root
test that is valid in the more general case of multiple common factors. In so doing we toiles
the information contained in a number of k additional variables, x;;, that are assumed to share
the same common factors as the original series of interest, y;;. The ADF regression for y; is
then augmented by the cross section averages of the dependent variable as well as the additional
regressors.

We find that the limiting distribution of our proposed unit root test does not depend on
any nuisance parameters such as the factor loadings or cross section heteroskedasticity, so long
as k + 1 is greater or equal to the true number of factors, m. Therefore, the distribution of the
test statistic can be well approximated by the distribution based on the augmented regression
with k£ additional regressors for k + 1 > m. This means that our approach does not require
the knowledge of the true number of factors, in contrast to the panel unit root tests based on
principal components that require, in addition to the specification of the maximum number of

Tt is also possible to allow for cross sectionally correlated errors by adjusting the standard errors of the pooled
estimate of the autoregressive coefficient. Breitung and Das (2007), however, show that validity of these tests
depend on whether the factors and/or the errors are non-stationary.

2Other panel unit root tests include that of Chang (2002) that employs a non-linear TV method to account
for cross-section correlation and Phillips and Sul (2003) who use an orthogonalisation procedure. The former is
valid for a fixed N and large T.



factors, the estimation of the number of factors and the factors themselves.

Using Monte Carlo techniques, we show that our proposed test has the correct size in almost
all the experiments, especially in the presence of serial correlation in the errors terms, contrary
to the tests of Bai and Ng (2007) and Moon and Perron (2004).® In terms of power, our test
tends to display higher power as compared to the other tests for large T" and N, both when the
ADF regressions contain an intercept only and/or a linear trend. As shown in Moon, Perron
and Phillips (2006) the power of panel unit root tests in the presence of linear trends could be
quite low.

The plan of the paper is as follows. Section 2 presents the panel data model and the testing
procedure and derives the asymptotic distribution of the proposed cross sectionally augmented
panel unit root test. Section 3 shows how the critical values of the test are obtained. The small
sample performance of the proposed test, as compared to other tests proposed in the literature,
is investigated in Section 4. Section 5 illustrates its use in an empirical application. Section 6
provides some concluding remarks.

Notation: K denotes a finite positive constant, ||A|| = [tr(AA’)]*/2, A~ denotes the gen-
eralised inverse of A, I is a ¢ x ¢ identity matrix, 7, and 0, are (¢ x 1) vectors of ones and

. . . N /N e
zeros, respectively, Ogx, is a (¢ X r) null matrix, = (—) denotes convergence in distribution

(quatradic mean (q.m.) or mean square errors) with 7" fixed as N — oo, N (Z)) denotes con-

vergence in distribution (q.m.) with N fixed (or when there is no N-dependence) as T' — oo,

N,T . . N,T); . .
== denotes sequential convergence with N — oo first followed by T" — oo, (:>)J denotes joint

convergence with NV, 7" — oo jointly with some restriction on the expansion rate of T'/N.

2 Panel Data Model and Tests

Let 1 be the observation on the i** cross section unit at time ¢ generated as

Ayit = 5@'(2/@'71‘/*1 — Oé;dtfl) + a;Adt + Ui, 7= 1,2, ...,N; t = 1,2, ,T (1)

where 3; = —(1 — p;), d¢ is 2 x 1 vector of observed common effects including an intercept and
linear trend so that d; = (1,t)’. Consider the following multifactor error structure

wir = Vife + eir (2)

where f; is an m x 1 vector of unobserved common effects, -, is the associated vector of factor
loadings, and €;; is the idiosyncratic component. This set up generalizes Pesaran’s (2007) one
factor error specification. We assume that these error processes satisfy the following assump-
tions:

Assumption 1: The idiosyncratic shocks, €, ¢ = 1,2,..., N; t = 1,2,...,T, are indepen-
dently distributed both across ¢ and ¢, have zero means, variances 0 < 022 < K < oo and
finite fourth-order moments. This assumption which implies that the idiosyncratic shocks are
non-autocorrelated will be relaxed in Section 2.1.

Assumption 2: The m x 1 vector f; is a covariance stationary process, with absolute
summable autocovariances, distributed independently of e;s for all 4, and t'. Specifically,
we assume that f; = ¥(L)e, where the error terms e; ~ I1D(0,€2), with finite fourth-order
moments and a positive definite matrix €, and ¥(L) = Y72, ¥, L* where {(¥,}72, are

mXxm

absolute summable so that Var(f;) is bounded and positive definite and [¥(L)]~! exists. In
particular, 37, = E(fifi_s) = > 70, P10QP) < K < o0, for s = 0,1,2... where K is a fixed

3 As pointed out recently by Westerlund (2007a), the test proposed by Bai and Ng (2004) which is based on
the pooled p-values of individual panel t-statistics, is asymptotically invalid owing to an asymptotic bias that
arises when replacing the unobserved idiosyncratic components by their estimates. For this reason we do not
consider this test in the Monte Carlo experiments that follow.



bounded matrix, such that ||[K|| < K . Further, Ay = > ;2 ¥/P where P is obtained as the
Cholesky factorization of 2 = PP’.
Assumption 3: The unobserved factor loadings, v, are bounded, ||v;|| < K < oo, for all i.
Combining (1) and (2) it follows that

Ayt = B;(Yir—1 — aid—1) + o, Ady + vif; + €41 (3)

The hypothesis that all the series, y;;, have a unit root and not cointegrated can be expressed
as
Hy: 3; =0 for all ¢, (4)

against the alternative
Hy:B,<0fori=1,2,...N1,8;,=0fori=N, +1,Ny +2,.,N (5)

where Nj/N — kand 0 <k <1as N — oc.
Note that under the null hypothesis, (3) can be solved for y;; to yield

Yit = Jio + ogdy + ’Y;Sft =+ Sit, (6)
where

Sft = f1+f2+....+ft,

Sit = €1t t&o+ ...+ i,

and g0 = yio — o do. Therefore, under Hy and Assumptions 1 and 3, y;; is composed of
a determinstic component, 7o + ajd;, a common stochastic component, s¢; ~ I(1), and an
idiosyncratic component, s;; ~ I(1), so that while all units of the panel share the common
stochastic trends, sy, there is no cointegration among them. Under the alternative hypothesis,
B; < 0, we have y;; ~ I(0), and it is essential that f; is at most an I(0) process.

In the case where m = 1, Pesaran (2007) proposes a test of §; = 0 jointly with f; ~ 1(0),
based on DF (or ADF) regressions augmented by the current and lagged cross section averages of
yit as proxies for the unobserved f;. He shows that the resultant test is asymptotically invariant
to the factor loadings, ;. To extend Pesaran’s approach here we assume that in addition to
Yit, there exists other observables, say x;;, that are driven by at least the same set of common
trends, sy; that drive y;;. For example, in the analysis of output convergence it is reasonable
to argue that output, investment, consumption, real equity prices, and oil prices have the same
set of factors in common. Similarly, short term and long terms interest rates and inflation
across countries are likely to have a number of factors in common. In practice these factors
can be either used directly or one could use the cumulated principle components of their first
differences.

More specifically, suppose the k x 1 vector of additional regressors follow the general linear
process

Xit = X0 + Dizspe + Ajpdy + Vige, (7)

where Xit = (xiltal'i%a ...,CL‘z‘kt),, Fzz = (71‘1’71'2’ ...,"/ik),, Am = (al-l,al-g, ...,aik)’ and Vixt is the
idiosyncratic component of x;; that could be either I(1) or I(0). Here we assume v;,;; to be
I(1), which rules out cointegration among the x/,s, and we consider Av;,; to follow a stationary
linear process. We also assume that the k x 1 vector v, is distributed independently of ; for
all 4,¢ and t'.

Combining (6) and (7) we have

zit = Zio + Lispe + Aydy + vig, (8)

where z;; = (yitaxgt)/’ Zi) = (gioaigo)/a I'; = (7@" I‘;z)/a A= (Oz,‘,A;x)/, Vit = (Sitavgzt)/-



Assumption 4: The (k + 1) X m matrix of factor loadings T'; satisfies N ! Zf\; T S I,
where T is a fixed bounded matrix with rank m, and

rank [E(T;)|=m < k+ 1. 9)

Assumption 5: E||fy|| < K, and E||z|| < K, Flejo| < K for all 4.
Averaging (8) over i now yields

7 = 7o + L'spt + Ad; + V4, (10)

where z; = N1 ZZ]\LI zi, I = N1 ZZ]\LI I,, A =N ZZ]\LI A;, and ¥, = N7t ZZ]\LI vt
Writing (3), (8) and (10) in matrix notation under the null for each i, we have

AZ; = FT; + ADA} + AV, (12)
AZ = FT' + ADA' + AV, (13)

where F = (fl, fQ, ceey fT)/ with f() = Om, AD = (Adl, Adg, ceey AdT) ,, E; = (8i1, E1Qy eney SiT)/ with
Ei0 = OLAZZ‘ = (Azil, AZiQ, ceey AZZ'T),, AV,; = (AVil, AViQ, e AVZ‘T),, AZ = (Azﬂ, AZZ‘Q, ey AZZ‘T),
and AV = (Avy, AV, ..., A¥7)". From (13) under rank condition (9) it follows that

1

F=|AZ - ADA' - AV|T(I'T) " (14)

Hence as N — oo the common factors F can be approximated by linear combinations of AZ.
In view of the above we shall base our test of the panel unit root on the ¢t-ratio of the ordinary

~

least square (OLS) estimate of b; (b;) in the following cross sectionally augmented regression
Ayir = biyit—1 + €iZ—1 + hiAZy + gid; + €. (15)

The t-ratio of b; in this regression is given by
Ay;My; 4 VT — 2k +4)Ay;My,; 4
tZ(N, T) - — : 1/2 - _ 1/2 _ : 1/27 (]‘6)
G (yé,,lMqu) (Ay;M;Ay;) (3'2,711\/13’1;_1)

1

where Ay; = (Ayi, Ayio, ., Ayir)’, yi—1 = Wio, Y1, - Yir—1), M=Ip — W (WW) " W/,
W = (W1, Wa, .., wr), Wi = (AZ,d},Z,_,),
Ay'M;Ay;
~92 FEAAY) i
2 _ T I 17
ST T 2kt 4) (17)
— _ =T 1 <= , . _ _
and MZ' = IT — Wi (WZWZ) Wi? with Wi = (W,yi7_1).
Using (14) in (11)
Ay; = AZJZ + ADCV}k + o4, (18)
where
6; =T (f‘lf‘)_l Vi 0 = o — A4y, (19)
v; = §&;/0, (20)

"Weighted cross section averages could also be used as in Pesaran (2007) with appropriate granularity restric-
tions on the weights.



with & = (e; — AVE;), & = (§1, 05 - &) and E(€;€]) = o7Ip + O(N~1). Therefore, we
have
1\_/IAy,~ = Jil\_/_[vi. (21)

From (12) and (13) we obtain
Zi_1 =17 ®Ziy+Ss 1+ D_1A]+V,; 1. (22)
which expressing Z; 1 as deviation from its initial value. Also
Z1=Tr®7%,+ Sfﬁlf‘/ +D_ 1A' +V; 4 (23)

where Sf,,l = (Om,Sfl,...,Sf,Tfl),, D_1 = (d_(),dl,...,dT_l)/, with do = (1,0)/, Zz‘7_1 =
(Zio, Zi1s - ZiT—1)'s Vi—1 = (Vio, Vi1, oo, Vir—1), Z—1 = (20,21, ..., Zr—1) and V_1 = (Yo, V1, ..., V7_1)
Similarly from (18)

/

Yi—1 =UioTr + Z_16; + D_1a + 05; _1, (24)
where ~
§i—1 = (si—1 — V_16;) /03, (25)

si—1 = (0,81, ..., 8;7—1)" and gio = yio — 6;(Zo + Vo) — a’do.
Therefore,
Myi7_1 = Ungi,fl- (26)

Using (21) and (26), t;(N,T) can be re-written as

NS
(N, T) = ———— 2] et (27)
()2 (8, M5, )

T—-2k—4

For fixed N and T, the distribution of ¢;(NN,T") will depend on the nuisance parameters through
their effects on M; and M. However, this dependence vanishes as N — oo, for a fixed 7. In
the case of fixed T however, the effect of the initial cross section mean, zg, must be eliminated
in order to ensure that t;(/N,T) does not depend on nuisance parameters. This can be achieved
by applying the test to the deviation z;; — Zg.

Before proceeding further, for notational convenience, we set

vai,fl = Vm',fla with Svm’,fl = (Ok, Svxil, --wsvxi,Tfl)/, (28)
Svi—1 = V;_1sothat Sy; 1 = (8i,—1, Svai,—1)- (29)
Also
N B N 3 3
5. 1= N_l Zsi,fla sz,fl = N_l Z Svm’,fla Sv,fl = (§71> sz,fl) (30)
=1 =1

and so (25) becomes §; 1 = [s; _1 — Sy,_10;] /0.

In the theorem that follows we derive the asymptotic distribution of the ¢;(N,T') statistic
under the null hypothesis. Note that all order results and proofs of theorems given in the
Appendix are derived for the case where d; = (1,0)’, t = 0,1, ..., T, which implies AD = 0 and
D_; — 77 ® dj, = 0. Similar asymptotic results follow for the case where d; = (1,¢)".

Theorem 2.1 Suppose the series z;, fori=1,2,.... N, andt =1,2,...,T, are generated under
(4) according to (8), ds = (1,0), s = 0,1,....,T, with Zyy set to a zero vector. Then under



Assumptions 1-5, the distribution of t;(N,T) given by (27), will be free of nuisance parameters
as N — oo for any fired T > 2k + 4. In particular, we have (in quadratic mean)

€18i,—1 / —17,
N 7 — U X prhar
tZ(N, T) — 2 ; (31)
ele, / Qfl ) 1/2 s s 1 1/2
i=? _ giT iT 8iT i.—1°1, - h/ T_1h<
o2(T—2k—4) (T—2k—4) o272 AT+ fT T
where
F'g; F'Siyfl
Jiﬁ O'iT?’/2 .
o= | Irs T @ .
pr = aiVT " o1y o T3/? 8T = S 1 (32)
(2m+1x1) S',,1€z‘ (2m+1x1) Sl,,lsi,—l 2T
o; T o, T2
F'F F'rr F’Sf/,,l
T T T3/2 T 'y
T/IF TISr 4 fr T
Yyr= T 1 T3'J;_’2 , Qir = < h s _1Si-1 |- (33)
Sy 4F Sy 7m0 S} 4851 T 0212
T3/2 T3/2 T2

See Appendix A.3 for a proof.

Remark 2.1 The limit distribution of t; does not depend on the factor loadings and o; but only
on fi and the standardised errors i/ 0;.

Theorem 2.2 Suppose the series z;, fori =1,2,...,N,t=1,2,...,T, are generated under (4})
according to (8) and ds = (1,0)', s = 0,1,....,T. Then under Assumptions 1-5 and as N and
T — oo, such that VT /N — 0, t;(N,T) given by (27) has the same sequential (N — oo, T —
o0) and joint [(N,T); — oo| limit distribution, is free of nuisance parameters and is given by

1
/Wi(r)dﬂfi(r)—w;f(}flmf
CADF; ; = 22

. 172 (34)
</0 Wf(r)dr — ﬂ';folﬂ'if>

where

)

1
Wi(1) | / Wi(r)dr
W

wip=| [ | S Tip =
[ N [ wimiwie)

1
1 / [Wf(r)]/dr

0

1 1
[ Wi [ Wl we) ar

0 0

Gy =

See Appendix A.4 for a proof. Note that CADF;  does not depend on A as defined in
Assumption 2.

Remark 2.2 CADF; ; and CADF}; are dependently distributed with the same degree of de-
pendence for all i # j.

Having established that the limiting distribution of the individual ¢;(N,T) statistic is free
of nuisance parameters, we now focus on panel unit root tests based on the average of these

statistics defined by
N

CIPS(N,T) =N"'Y t(N,T). (35)

i=1



As discussed in Pesaran (2007), in general it is difficult to establish moment conditions to

prove
N

NN [G(N,T) — CADF;] = 0,(1)
i=1
for N and T sufficiently large. To tackle this problem, following Pesaran (2007), we consider
basing the test on a suitably truncted version of the ¢;(N,T') statistics, in such a way that

t:(N,T), if —K; <t;(N,T) < K,
t;k(NaT): *Kl, lftl(N,T) S—Kl’
K2’ if t’l(NaT) > K27

where K1 and K are positive constants that are sufficiently large so that Pr[—K; < ¢;(N,T) <
K] is sufficiently large. Using the normal approximation of ¢;(N,T), we would have K; =
—E(CADF;) — ®1(¢/2)\/Var(CADF;), and K2 = E(CADF,) + ®1(¢/2)\/Var(CADF;),
where ®~1( . ) is the inverse of the cumulative standard normal distribution function, and ¢ is a
sufficiently small positive constant. Based on simulated values of E(CADF;) and Var(CADF;)
with € =1 x 1076 for N = 200, T = 200, we obtain K; and K, for different k.

The associated truncated panel unit root test is given by

N
CIPS*(N,T)=N"') t(N,T).
=1

Since, by construction all moments of ¢}(N,T') exist, conditioning on Wy
CIPS*(N,T) — CADF" = 0,(1),
where CADF" = N~ YN CADF} and

CADFZ', if — K < CADFZ < KQ,
CADFf ={ -K,, if CADF, < —Kj,
Ko, if CADF; > Ko.

Under mild conditions stated in Pesaran (2007, Section 4), it can be shown that CIPS(N,T)
and CIPS*(N,T) converge almost surely to some limit distributions. These distributions are
not analytically tractable, although they can be obtained easily by stochastic simulations, as will
be described below, in which case the CIPS(N,T) and CIPS*(N,T) statistics are tabulated
for different values of k.

One could think of the ¢;(N,T') statistic to be analogous to the common Dickey-Fuller test
statistic in the sense that the latter has a non-standard distribution, is free of nuisance parame-
ters and the critical values depend on whether a trend term is included in the regression or not.
The same applies to the CIPS(N,T) and CIPS*(N,T) statistics which are averages of the
t;(N,T) statistic, and similarly their critical values depend on the nature of the deterministics
and the number of 2’s in the ADF type regressions as a proxy for the unobserved components.

2.1 The Case of Serially Correlated Errors

As illustrated in Pesaran (2007) the residual serial correlation can be modeled in a number
of different ways, directly via the idiosyncratic components, through the common effects or a
mixture of the two. We focus on the first specification where cross section dependence is present
under the multifactor error structure

wir = Yife + (i (36)



and residual serial correlation is modeled as

Cit = 9i<i,t—1+nit7 ‘9Z| < 17 for ¢ = 17 27 7N (37)

where n;, ~ (0, cr?n).

In what follows we confine our attention to first order stationary processes for expositional
convenience, though the analysis readily extends to higher order processes as well as to the
alternative specifications of serial correlation mentioned above.

Under the above specification we have
Ayir = B;(yig—1 — ajdi—1) + a;Ady + ify 4 C;4(60:) (38)

where (;;(0;) = (1—6;L)"n,,. We also assume the coefficients of the autoregressive process to be
homogeneous across ¢, although this could be relaxed at the cost of more complex mathematical
details. Under the null that 8, = 0, with §; = and d; = (1,0)’, (38) becomes

Ay = vife + (4 (0), (39)
or
Ay = 0Ay; 41 + ~i(£ — 0F_1) + 1, (40)
Writing (39) in matrix notation
Ay; =Fvy; +¢,(0), (41)

where ¢;(0) = (¢;1(0),Ci2(0), ..., C;r(0)), taking the first-difference of (7) and combining the
two we obtain
AZ; = FT, + AV, (42)

with AV; = (¢}(0), AV!,) and the common factors F, and factor loadings I'; defined as in the
previous section. Taking cross section averages of (42) we have that

AZ =FT' + AV, (43)
where AV = N~ S AV, from which it follows that
F = [AZ - AV|T (P'T) . (44)
As in the uncorrelated case, the above suggests that as N — oo we can proxy F by linear
combinations of AZ.
Thus in testing (4) we use the following cross sectionally augmented regression
Ayi = biyi 1+ With; +¢;, (45)
where W;; = (Ayi -1, AZ,AZ_{,77,Z_1), which is a T x (3k + 5) matrix.
The t-ratio of b; in regression (45) is given by
AyiMi1yi 1 VT — 8k + 6)AyiMiyi 1
tZ(N, T) = ~ 1/2 = ~ 1/2 _ 1/2 3 (46)
i (yé,,IMuy@-,fl) (AyiM;1 pAy;) (YQ7,1MZ‘1Y@',71>

where Mil =1Ir — Wil(V_Vglv_Vﬁ-l)*lwgl, &? = [T — (3/€ + 6)]’1Ay§1\7[i1,pAyi and Mil,p =
Ip — Py (P Pi1) 'Pi, P = (Wi, y; 1)
Writing (40) in matrix notation and using (44) we have

Ayl = HAYi,fl + (AZ—QAZA)(SZ + 0inUi, (47)

with
vi =&/, (48)



where & = [, — (AV — OAV_1)d], n; = (31, Migs - i) and E(§;€7) = UzanT +O(N).
From (41) it follows that
Vi—1 = YioTT + Z_16; + 0inSic 1
where ~
Sic,—1 = [Sic,—1 — Sv,—18;] /o,
Sic—1 = (0, 8ic1s ey Sicr—1) With sic = 35 (;5(0), Sv-1 = (5¢,-1,Sva,-1) with 8¢ 1 =
NN sic—1 and §io = yio — 8}(Zo + Vo).
The test statistic (46) then becomes
U;Milgig,—l
N oo\ 2 /. _ 12"
<U711311c'fz ) <5§<,71Mi15i4,71)

Theorem 2.3 Suppose the series z;, fori =1,2,..,N, t =1,2,....,T, is generated under (4})
according to (42) and |0| < 1. Then under Assumptions 1-5 and as N and T — oo, t;(N,T)
in (49) has the same sequential (N — oo,T — o00) and joint [(N,T); — oo| limit distribution
given by (34) obtained for 6 = 0.

Proof: See Appendix A.5.

ti(N,T) = (49)

For an AR(p) error specification in (37), the relevant t;(N,T") statistic will be given by the
OLS t-ratio of b; in the following p* order augmented regression:

Ay; =biyi—1+ Wiphip + €, (50)

where Wy, = (Ayi 1, Ayi—2, .., AYi_p; AZ,AZ 1, ..., AZ_p;77;Z_1), which is a T x ((k +
2)(p + 2) — 1) matrix.

However, it is easily seen that the limiting distribution of ¢;(N,T) with N — oo for fixed
T depends on the augmentation order, p. Thus, we will obtain critical values of t;(N,T') for
different choices of p.

3 Critical Values

The critical values of CADF; and CADF = N1 ZZ]\LI CADF; for different values of k, N, T
and lag-augmentation p, are obtained by stochastic simulation. Based on the results in Section
2 the limit distribution of CADF does not depend on the factor loadings or ;. This implies
that the distribution of the test statistic is invariant to the choice of I'; and o; so long as
m < k+1. Thus, without loss of generality we set I'; = T' = 0, and 0; = ¢ = 1 in our stochastic
simulations.

To be more precise, the y;; process is generated as

Yit = Yit—1 + Ui, 1= 17 27 7N7 t= 1727 "'7T7

where uy ~ #dN(0,1) with y;0 = 0. The 5™ element of the k x 1 vector of the additional
regressors X;, is generated as

Tijt = Lijt—1 +/Uijta 1= 1a2a aNa ] = 1a2a e k7 = 1a2’ "'7T’ (51)

with vjj¢ ~ 11dN (0,1) and zij0 = 0. The CADF; test statistic is calculated as the t-ratio of the
coefficient on y;z—1 of the regression of Ayt on yit—1, Z;_q, (A% ;_1, ..., Az, ), (AZ_y, ..., AZ;_,)
where the following cases for the deterministics are entertained

Case I:  no deterministics,
Case II:  intercept only,
Case III: an intercept and a linear trend,



and E(CADF;) and Var(CADF;) are obtained as an average over all replications of CADF; and
the square of the standard deviation of CADF; respectively, for N,T = 200. The a% critical
values of the CADF; and CADF statistics are computed for N,T = 20,30, 50, 70, 100, 200,
kE+1=1,234and p=0,1,...,4, as the 1 — a quantiles of CADF; and CADF for o =
0.01,0.05,0.1. Results for the critical values of the CADF statistic are reported in Tables
la-1c. The critical values for the individual statistics CADF; are available upon request. All
stochastic simulations are based on 10,000 replications.

4 Small Sample Performance: Monte Carlo Evidence

In what follows we investigate the small sample properties of the CIPS test defined by (35)
by means of Monte Carlo experiments. Before doing so, we briefly present the panel unit root
test statistics that we consider in our Monte Carlo experiments alongside the CIPS test, which
include the tests proposed by Im, Pesaran and Shin (2003), Bai and Ng (2007), and Moon and
Perron (2004).

4.1 Alternative Panel Unit Root Test Statistics
The test statistic proposed by Im, Pesaran and Shin (2003) is defined as

ﬁ {t—barNT — E(TT)}
Var(rr)

IPS =

)

where t-baryp = N~1 Zf\; 1 TiT, and 77 is the t-ratio of the ADF(p) regression of the ith cross
section unit. E(7r) and Var(rr) are the mean and variance of 7;7, which are listed in Table 3
of Im et al (2003).

Bai and Ng (2007) propose the P, test and the PMSB test, the latter being the panel
version of the modified Sargan-Bhargava test, both of which are briefly described below. The
P, and PMSB tests are based on the so called PANIC residuals, which in the context of our
notation as set out in Section 2, are obtained as follows. Firstly transform ;;: Yy = Ay if
y;t has individual effects, or Y, = Ay — Ay; with Ay; = (T — 1) 23;2 Avyit, if y;+ has a linear
trend. Apply principal components to these transformed series to estimate F, denoted as F,
which is v/7T — 1 times the m eigenvectors corresponding to the first m largest eigenvalues of
the (T'—1) x (T — 12 rflatrix YY' whereY = (y,,¥,, - ¥y) and Y, = (Y0, Ysar ...,AgiT)’. Under
the normalisation F'F/(T" — 1) = I, the estimated factor loadings ~; are 4; = Fyy /(T — 1).
Then obtain @ = 2222 e;t, where e;; = Yy — 'ngf't.

The P, test is then based on a pooled estimate of the autoregressive coefficient p in the
following regression

Ui = pllj—1 + €t (52)
The bias-corrected pooled PANIC autoregressive estimator for 4, based on OLS estimation of
(52) is given by
st = tr(U_ ;MU — NTY)
tr(O_ ;MU _)

where U are (T'—2) x N matrices and 1) is the bias correction estimated from E = MU—pMU_,
with



and M = I7_5 in the case of no deterministics or a constant only and M = Ip_1 — D(D’D)_]‘D/

in the case of a constant plus linear trend, where D = (dy,...,d7—1)" and d; = (1 ¢)".

The P, statistic is defined as

032

(O MU )K= (53)

€

. 1

Pb = \/NT(p—i_ — 1) Wﬁ“
The bias adjustment depends on the treatment of the deterministic terms such that in the

case of no deterministics or a constant only (1, K3) = (A, 1), and (¢, K3) = (—62/2,4) in the

case of a constant plus linear trend, where M is defined as above. The parameters 6?,@2, A

and g?)f, are the limits of the cross section averages of the short and long run variance, the

one-sided long run variance and the limit of the cross section averages of the square of the long

run variance, respectively.
The PM S B statistic is defined as

VN(tr(gmU'0) — &

\ gAbf/ Kmsp

where as above the bias correction depends on the deterministic trends. In the case of no
deterministics or a constant only (1), Kpsp) = (@e/2,3), and (1, Kpg) = (@c/6,45) in the case
of a constant plus linear trend.

To compute the ¢} test statistic proposed by Moon and Perron (2004), initially the pooled
OLS estimator is obtained from a first order autoregressive model of the observed data. A factor
model is then estimated using the residuals computed based on the pooled OLS estimator and
the factor loadings are obtained. The bias-corrected defactored pooled OLS estimator is then
defined similar to (53) above where U is replaced by the de-factored panel data obtained by
projecting the panel data onto the space orthogonal to the (estimated) factor loadings. The
nuisance parameters are defined on the residuals of the defactored data where the long-run
variance is estimated by employing Andrews and Monahan’s (1992) estimator based on the
quadratic spectral kernel and prewhitening.

All the above test statistics are asymptotically distributed as standard normal so that they
all reject the null hypothesis if they are less -1.645 at the 5% significance level. For further
details see Bai and Ng (2007) and Moon and Perron (2004).

As noted earlier, we do not consider the test of Bai and Ng (2004) that is based on pooled
p-values of individual panel t-statistics due to its asymptotically invalidity. We also do not
consider the P, and ¢} tests of Bai and Ng (2007) and Moon and Perron (2004), respectively,
as they display inferior performance relative to the corresponding P, and ¢} tests.

For the test procedures proposed by Bai and Ng (2007) and Moon and Perron (2004) that
require the estimation of the number of factors, information criteria proposed by Bai and Ng
(2002) are typically used, initialised by specification of the maximum number of factors. In
what follows we consider experiments where the number of factors is treated as known, as well
as experiments where the number of factors are estimated. In the latter case we use the BIC3
criterion of Bai and Ng (2002) which is favoured by these authors as more robust in the presence
of cross section correlation in the idiosyncratic errors.

PMSB =

4.2 Monte Carlo Design

Initially we shall consider dynamic panel models with fixed effects and a two-factor error struc-
ture. The data generating process (DGP) is given by

vit = (L — p)ai + piyie—1 +vin fue + viofor +€it,i = 1,2,..., N;t = —49, ..., T (54)



with y; —50 = 0, where o; ~ itdN (1, 1),
fit = ppiftiz—1 + @je, @je ~ idN(0, 1), (55)
with fj 50 =0 and p;; =0 for j = 1,2, and
Eit = Pie€it—1 + Cip Cip ~ 1AN(0, 07), (56)
with €; _50 = 0 and p;. = p. = 0, 02 ~ #dU[0.5,1.5]. The z;; process is generated as
Tit = Wy + Vigr 1t + Vigafot + Viat, i = 1,2, Nt = —49,...,T (57)
with z; _50 = 0, where y; ~ 7dN (1, 1), and
Vigt = Viat—1 + Civat, Civat = PivgCivat—1 + 04, O3 ~ 11dN(0,1) (58)

with viy —50 = 0, €jpe,—50 = 0, and p;,, ~ idU[0.2,0.4]. The factor loadings are generated as
Yi1 ™ ZZdU[la 3]a Yiz ™~ ZZdU[Oa 2]a Yiz1 ™ ZZdU[Oa 2]a Yiz2 ™ ZZdU[la 3]a so that

E(P@-):(f ;),

and the rank condition (9) is satisfied.

We consider three combinations of serially correlated errors: (A) serially uncorrelated e;
and fji (p;e = p. = 0 and pyy = pyy = 0); (B) serially correlated e (p;. ~ #4dU[0.2,0.4] whilst
Pp1 = P2 = 0); (C) serially correlated fj¢ (p;. = p. = 0 whilst pgy = pry = 0.3). Avjyy are
serially correlated in all experiments (p;,, ~ dU|[0.2,0.4]).

For size, p; = p = 1, and for power p; ~ iidU[0.90, 0.99], where p; is defined by (56).

In order to examine the effect of misspecification of the number of factors, in one set of
experiments, the DGP contains two factors but tests are carried out assuming there are three
factors. Specifically, the DGP is the same as in experiment (A), € and fj; are not serially
correlated, except ;o = 79 = 0 and ;.9 = Y59 = 0, but v;,, ~ iidU[1, 3].

Similar sets of experiments are carried out for the model with a linear time trend. The DGP
corresponding to (54) and (57) are

yit = o + (L — p;)0it + pyir—1 +vinJie + Yiofor +€it, 0 = 1,2, .., N3t = =49, ..., T (59)

Tt = Wy + )\z‘t + "leflt + "Ym;gf% + Uizt,i = 1, 2, ceny N; t= —49, ...,T (60)

respectively, where d; ~ id[0.0,0.02] and \; ~ 4id[0.0, 0.02].

Other variables are defined as above. i, v;1, Vias Prjs Pis His Vizls Viz2s Pives 0i and A; are
drawn once and fixed over the replications. All tests are conducted at the 5% significance level.
All combinations of N,T = 20, 30, 50, 70, 100, 200 are considered, and all experiments are based
on 2,000 replications.

4.3 Results

Size and power of the tests in the case of the experiments with an intercept only are summarized
in Tables 2-10. Recall that for all experiments the first difference of the augmeted variables,
Ax;;, are serially correlated and the models contain two factors, except the design for Tables
7-10. Also note that in the case of serially correlated idiosyncratic errors €;, or factors, lag
augmentation is required only for the CIPS test as the P, and PMSB of Bai and Ng (2007)
and the t; test of Moon and Perron (2004) are based on an estimate of the long-run variance.

Table 2 provides the results for the model where both factors, (fi, f2¢), and the idiosyncratic
components, €;, are not serially correlated. It is clear that in all the experiments the IPS test



over-rejects the null for all combinations of N and T'. The P, test of Bai and Ng (2007) tends to
over-reject slightly, with the extent of over-rejection rising as IV increases for fixed T'. Conversely,
the PMSB test tends to under-reject particularly for small N and T'. The ¢; test greatly over-
rejects unless T' is much larger than N. On the contrary, the CIPS test has the correct size for
all combinations of sample sizes, even when T is very small relative to N. In terms of power,
the CIPS test is less powerful than the pooled P, and PMSB tests for smaller values of T as
one would probably expect, while it tends to be more powerful for large N and T'.

Tables 3 and 4 present the results for the case where ¢;; are serially correlated but f1; and
for are not. Without time series augmentation, the CIPS test shows significant size distortions.
With augmentation the size and the power properties of the CIPS test are similar to those
reported in Table 2. The P, statistic continues to display the tendency to over-reject, more so
in the case of negative serial correlation in the error terms, while the PMSB test is severly
undersized in the case of positive serial correlation and severly oversized in the case of negative
serial correlation for all combinations of N and 1. The t} test shows similar size performance
to that in Table 2 for positive serial correlation, though somewhat more exaggerated in the
negative serial correlated case.

Tables 5 and 6 provide the results for the model where f1; and fo; are serially correlated but
git isnot. The P, and CIPS tests, and to a lesser extent the PM S B test, exhibit size distortions
unless 7T is sufficiently large relative to IV, as predicted by theory for the CIPS test. The extent
of over-rejection of the CIPS test is less than that of the P, test, and is reduced with time series
augmentation. The performance of the t; test is similar to what was reported for this test in
the previous experiments.

Tables 7-10 report the results for the model where there are two factors in the DGP, but
tests are incorrectly conducted assuming there are three factors. In particular, Tables 7 and 8
report results for the case where the number of factors is treated as known for the P,, PMSB
and ¢} tests, while Tables 9 and 10 consider the case where the number of factors for these
statistics is estimated using the BIC3 criterion of Bai and Ng (2002) and setting the maximum
number of factors to be three. The results suggest that this type of misspecification does not
affect the CIPS test very much, as predicted by our asymptotic theory. The slight tedency of
the CIPS test to over-reject for small 7" seems to be due to the additional lag terms included to
deal with the assumed additional factor. The same applies to the P, test which displays similar
performance to that in Table 2, whether the number of factors is treated as known and equal to
three or is estimated. For the PMSB and t; tests, their performance is closer to that in Table
2 when the number of factors are estimated else their tendency to over-reject is larger. For the
latter three statistics, in most cases power is higher when the number of factors is treated as
known compared to when estimated, and is generally greater than that of the CIPS test.

Monte Carlo results for the case of an intercept and a linear trend are summarized in Tables
11-19, the experimental designs of which correspond to the ones that underlie the results in
Tables 2-10. The P, test severely over-rejects in all experiments, apart from the case of positive
serial correlation with a large T. On the whole, the PM S B statistic under-rejects except for
the case of negative serial correlation when T is not too large, while in this case there is also
the tendency to over-reject for large N. The size distortion of the t; test is worse in the case of
a linear trend in almost all experiments, with the power declining substantially as 7" increases.
This is consistent with the analysis of Moon and Perron (2004), who show that their test has
no power in the case of a linear trend. For the case where there are two factors, while tests are
conducted under the belief of the existence of three factors, or estimated setting the maximum
number of factors to three for the Py, PMSB and t; statistics, the behaviour of the P, and
PMSB tests in terms of size is similar to that reported in Tables 7 and 9. It is only for the ¢}
test that the size distortion decreases when the number of factors is estimated. The performance
of the CIPS test for the experiments with an intercept and a linear trend is very similar to the
intercept only case, which has the CIPS test controlling well for size in almost all cases and



power reasonably high particulalrly for larger T" and V.

For better small sample power properties of the CIPS test one could also consider cross
section augmented versions of unit root tests due to Elliott et al. (1996), Fuller and Park
(1995), and Leybourne (1995) as in Smith et al. (2004).

5 Empirical Application

As an illustration of the proposed test we consider the application of panel unit root tests to
the Fisher parity, namely the difference between the nominal short term interest and inflation,
and to the real equity price across N = 32 and N = 26 countries, respectively, using quarterly
observations over the period 1979Q2 — 2003Q4 (i.e. T'=99). The second application is chosen
since it is generally believed that real equity prices are non-stationary and it would be interesting
to see if the outcomes of the tests considered in this paper are in line with this belief. Existing
evidence on the validity of the Fisher parity is rather mixed.

The table below shows the dependent variable, ¥, and the additional regressors, x;t, con-
sidered for both applications:

Yit Xit
Fisher Parity (N = 32) 7“5 — T (9dpit, eqit, epit, Tﬁ,poilt)’ (61)
Real Equity Prices (N = 26) eq;t (9dpit, mit, epit, Ti, riLt, poily)’

where

gdpi =In (GDP;/CPIy), pit =In(CPly), eqir = In(EQi/CPIy), ey = In(Ey),
r = 0.25 % In(1 + R$/100), r5 = 0.25 * In(1 + R%/100), poil; = In(POIL)

with GDP;; the nominal Gross Domestic Product of country ¢ during period ¢ in domestic
currency, CPI;; the consumer price index in country ¢ at time ¢, £Q;; the nominal equity price
index, Ej; the nominal exchange rate of country i in terms of U.S. dollars, R:, is the short rate
of interest per annum in per cent (typically a three month rate), RZ-Lt the long rate of interest
per annum in per cent (typically the yields on ten year government bonds), and POIL; is the
price of Brendt Crude oil, so that rﬁ is the quarterly short-term interest rate, mi = (pit —pit—1)
the quarterly inflation rate, ep;; = e;; — pi; is the real exchange rate, egq;; is the real equity price
index, gdp;; is real output, r% is the quarterly long-term interest rate and poil; is the nominal
oil price.?

The 32 countries considered are: Argentina, Australia, Austria, Belgium, Brazil, Canada,
Chile, China, France, Finland, Germany, Indonesia, India, Italy, Japan, Korea, Malaysia, Mex-
ico, Netherlands, New Zealand, Norway, Peru, Philippines,Spain, Sweden, Switzerland, Singa-
pore, South Africa, Thailand, Turkey, UK. Note that not all x;; variables are available for all
countries due to data constraints. In particular there are 32 series for gdp;:, 26 series for egq;,
31 series for ep; (excluding the US), and 18 series for .

To begin with we apply the information criteria of Bai and Ng (2002) to the y;; variables of
interest. For the Fisher parity, the use of Bai-Ng information criteria led to mixed outcomes,
and we thought it reasonable to infer from the results that the maximum number of factors is
Mmax = 4. Not knowing the true number of factors, we present results for m = 1,2,3 and 4
in the case of the P,, PMSB and t} tests. For the real equity series applying the information
criteria of Bai and Ng (2002) was not very helpful as the number of factors always turned out
to be the maximum set. We therefore also set mpax = 4 for this application.

The additional series, x;;, can be either used directly or, as mentioned earlier, one could
use the cumulated principle components of their first differences. Given the number of x's

For a detailed description of the data and sources see Supplement A of Dees, di Mauro, Pesaran and Smith
(2007).



considered as defined in (61) above, we follow the latter approach. In particular, we pool
the x;; data across all countries (N = 32 for Fisher equation and N = 26 for the real equity
prices) and consider the first differences, Ax;;. Principle component approach is then applied to
the demeaned and standardised values of Ax;;’s, and the resulting eigenvectors are cumulated
and used as the common factors, X;. These are appended to the cross section average of the
original series of interest, g, to form z; = (7, X})" which are used to augment the panel unit
root regression associated with the CIPS test as described in Section 2.7

Tables 20 and 21 present the results for the proposed panel unit root test including the P,
PMSB and t; statistics, at the 5% significance level, considering a maximum lag order, pmax,
of four for the unit root regressions, where applicable. Note that for the Fisher equation a
constant only is considered in the regressions, while for real equity prices both a constant and
a linear trend are included.

Results of the panel unit root statistics for testing the null hypothesis of a unit root in the
Fisher parity across 32 countries are given in Table 20. It appears that for all values of the
autoregressive lag order p, the CIPS test rejects the joint null hypothesis of a unit root and
no cross section cointegration at the 5% level. The P,, PMSB and t} statistics also reject the
null hypothesis for all values of m, which suggests that at least for some countries the Fisher
parity holds. These results are in line with the panel cointegration tests applied to the Fisher
equation. See, for example, Westerlund (2007b).

Turning to the results for the case of the real equity prices, the CIPS test does not reject
the joint null hypothesis at the 5% level for all k and p. Similarly, the P, and ¢} statistics also
do not reject the null hypothesis for all values of m. Contrary to these results, the PMSB
test strongly rejects the unit root hypothesis in real equity prices if two or more unobserved
common factors are assumed. This result does not accord with the generally accepted view that
real equity prices approximately follow random walks with a drift.

Table 20. Panel Unit Root Test Statistics for Testing the Null Hypothesis of a Unit Root in
the Fisher Parity Across 32 Countries Over the Period 1979Q2 — 2003Q4

m=1 m=2

P 1 2 3 4 1 2 3 4

CIPS | -4.80T | -3.95T | -3.007 | -2.90T | -4.90" | -4.05" | -3.017 | -2.917
P, -10.587 -3.917
PMSB 59.02F -77.907
tF -17.667 -17.497
m=3 m=4

P 1 2 3 4 1 2 3 4

CIPS | -4.84T | -3.90T | -2.91T | -2.70T | -5.12T | -4.20T | -3.18T | -2.897
P, -3.267 -5.177
PMSB -175.237 -314.967
t -21.277 -25.117

Note: T denotes rejection at the 5% significance level. P, and PMSB are the Bai and Ng
(2007) statistics and ¢; is that of Moon and Perron (2004). m denotes the number of factors
used. All three tests reject the null hypothesis of a unit root if they are less than -1.645. They
adopt automatic lag-order selection for the estimation of long-run variances, which explains
why only one value is reported for these tests. The critical values of the CIPS test for values of
p =1 to 4 lie in the range [-2.15,-2.09] for k£ = 0, [-2.40,-2.31] for k = 1, [-2.61,-2.47] for k = 2,
[-2.78,-2.60] for k = 3.

% Applying the information criteria of Bai and Ng (2002) to determine the number of factors for the pooled
x's did not prove very helpful, since as in the case of the equity price series, yi:, the number of factors always
turned out to be the maximum set.

"We also applied cointegration tests to the principal components of the x’s and found that we could not reject
the null of zero rank based on a VAR(4).



Table 21. Panel Unit Root Test Statistics for Testing Null Hypothesis of a Unit Root in Real
Equity Prices Across 26 Countries Over the Period 1979Q2 — 2003Q4

m=1 m=2

P 1 2 3 4 1 2 3 4

CIPS |-2.221]-2.40|-2.59 | -2.58 | -2.50 | -2.63 | -2.75 | -2.72
P, 0.08 -0.86
PMSB -1.24 -1.747
t -0.17 -0.89
m=3 m =4

P 1 2 3 4 1 2 3 4

CIPS | -2.58 | -2.59 | -2.54 | -2.39 | -2.60 | -2.58 | -2.50 | -2.24
P, -1.13 -1.34
PMSB -1.697 -1.82f
t -1.36 -1.49

Note: T denotes rejection at the 5% significance level. P, and PMSB are the Bai and
Ng (2007) statistics and ¢} is that of Moon and Perron (2004). All three tests reject the null
hypothesis of a unit root if they are less than -1.645. They adopt automatic lag-order selection
for the estimation of long-run variances, which explains why only one value is reported for these
tests. The critical values of the CIPS test for values of p =1 to 4 lie in the range [-2.65,-2.60]
for k =0, [-2.85,-2.75] for k =1, [-3.01,-2.85] for k = 2, [-3.15,-2.94] for k = 3.

6 Concluding Remarks

This paper considers a simple panel unit root test that is valid in the presence of cross section
dependence induced by multiple common factors. This is achieved by making use of additional
observed variables that share the same common factors. The tests are based on the average of
t-ratios from an ADF regression of the series of interest augmented by the cross section averages
of the dependent variable as well as the additional k regressors.

Most importantly, our test procedure only requires specification of the maximum number of
factors, in contrast to other panel unit root tests based on principal components that require
in addition the estimation of the number of factors as well as the factors themselves. So long
as k + 1 > m, asymptotically our proposed unit root test, does not depend on any nuisance
parameters and though non-standard, critical values can be calculated easily by simulation.
Small sample properties of the proposed test are investigated by Monte Carlo experiments,
which suggest that for both an intercept only and an intercept and linear trend included in
the regression, it controls well for size in almost all cases, especially in the presence of serial
correlation in the errors terms, contrary to the tests of Bai and Ng (2007) and Moon and Perron
(2004). Furthermore, it is fairly robust to misspecification of the true number of factors. In
terms of power, out test appears to exhibit higher power compared to alternative tests for large
T and N, both in the case of an intercept only and in the case of an intercept and linear trend.

The panel unit root tests are applied to real interest rates (Fisher’s inflation parity) and
real equity prices across countries. All tests reject a unit root in real interest rates which is line
with panel cointegration tests of the Fisher equation. However, for real equity prices, the most
reliable test of Bai and Ng (2007) in the case of a linear trend, rejects the unit root hypothesis
in real equity prices if two or more unobserved common factors are assumed. This is in contrast
to the results of the other panel unit root tests considered in this paper, and does not accord
with the generally accepted view that real equity prices approximately follow random walks
with a drift.



Appendix A: Mathematical Proofs

A.2 Preliminary Order Results

The results shown below are for the serially uncorrelated case. For the serially correlated case, analogous order
results are obtained.

A.2.1 Order Results A

Under Assumptions 1-5,
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A.2.2 Order Results B
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A.2.3 Order Results C
Recall that v; = (e; — AV ;)/o; and 8; _; = (si,,l — gv,,léi) /oi. Thus, from (13) and (23) we have

AZ =FT' + AV, (A.12)
and
271 =77 ® 26 + Sfyflf‘/ + SV‘,l, (A13)
Using (A.12), (A.13), Order Results A and B, under Assumptions 1- 5, we obtain the following expressions
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! 2 !
TrS5i,—1 o TrSi,—1 1
T3/2 = g,T3/2 +OP<\/N>7 (A.18)
Zngi,fl _ TlT§7,’771 —S}yflgi,fl g:,’,lgi,—l
—m = 7o ® < T +T T2 + T2 (A.19)
= T{J“Sz,fl —S},,lsi, 1 1
= Zo®< e )-‘rr P Op<\/_ ,
AZ'AZ _FF_., -FAV AV'F_., AV'AV
= T r'+r r A2
T T + T + T + T (A.20)
_F'F _ 1 1
= = '+ o0, (ﬁ) + O, (N)
"AZ “F -, LAV +F -, 1
TTT T; n TTT _ T; ' +0, <ﬁ) , (A.21)
ZLlAZ _ T{TF—, T{TAV = S}“,lF—, —S},,lAv g:r,le—/ g:,,,lA\_/
T3/2 = Z0® <T3/2F + T3/2 +T T3/2 r+r T3/2 T3/2 + T3/2 (A'QQ)
_ = TITF—/ —Slf,le =/ 1
= Z0®<T3/2F)+F T3/2 '+ 0, VNT )’
Z i tr Zo =Sy aTr | Sy aTr Zo |, =ShaTr 1
T3/2 7—T—0—I‘ T3/ + Ta/2 7W+I‘W+Op ﬁ , (A.23)
7 \Z_ Zozyn =S% _1S;-1=, S, _iS._ S, _1S;_1-, =S%_,8,_
o i A e i M e BT
i !
_ TTSf,—l =/ —Sf,flTT —/
+Zo ® Tz r+r T2 ® 7
"Sy._ S, 1T
+208 Lo + L 9,
R ’ ’
_ ZoZy | _ TSt 1= =97 _1TT _ _,
= = tme T T — e
=S 18514, ( 1 ) 1 )
4T ————T'+0, | — | + 0, | —= |,
T2 "\VNT "\VN
§i Vi S{_1€; 1
T3/2 02T3/2 +0p <m) ’ (A.25)
3277132',71 5277151,71 1
T2 = gz TOr ) (A.26)
A.3 Proof of Theorem 2.1:
A.3.1 T fixed and N —
Recall equation (27) that can be written as
O M,
t:(N,T) = T . A27
( ) (U/Z:Mivi )1/2 <5§,11\7151:,1)1/2 ( )
T—2k—4 T2
Expanding v;M3; _1/T in (27) gives
’1)21\_/[%1'771 v;§i771 = = /% -1 BW,§1771
Tit = 22l (v WB) (Bw WB) = ,



where

1
0
0 F k41
_, AZ’vz/\/T Bwlg ) AZ'%i,,l/T?’/Q
BWo; = tlT'Ui/‘ /T , TZ’ — tngi,fl/TS/z ,
Z' v;)T Z\5,./T"
and L
AZ'AZ  AX'Tr AZ'Z_4
/T 7 /T TS_/2
>/ % _ T AZ TrTT TrZ_1
BW WB = T 7 —a/e
Z \AZ  Z 77 z ,Z_,
T3/2 T3/2 T2

Next, note that M;v; are the residuals from the regression of v; on W; = (W,yiﬁl)7 but from equation
(24) yi,—1 has components (Z_1,77,5;,—1). As (T7,Z_1) C W, but §; _1 is not contained in W, by regression
theory

where

with ﬂz = (V_V,gi,fl). Thus

_ _ = -1 _
viMv; = viv; - (VILE) (ERAE)  (Efv,),

E:( ];’ o ) (A.28)

=/ _ BV_V'w =/ 13 r_ BV_V,WB BW'%i,,l/T
EHv: = ( & _ui/T )EHHE = ( & WB/T & 18, ./T> )

Under Assumptions 1-5, using the order results in (A.2) and assuming Zo = O or re-defining z;; as the
deviation from Zo, as N — oo with T fixed,

where

Also,

= BW's,; _ -
BW'v; 2 Eq,r., 7; =1 N =h;r, BWWB % 2T, 2, (A.29)
where
r o o ' oo
== 0 1 0 = plim 0 1 0 (A.30)
0 0T N=ee\ 0 0 T
FIEZ' A<I>’57 1
ai/ﬁ o, T3/2
Air = Uli; , hir = Irsi—1 ;i?)/*; , (A.31)
(2m+1x1) s’ e (2m+1x1) S/f"'m .
Sf—1= f,—18i,—1
o T U.L-T2
—/ N X qiT
EH,v; —» E.d;r, with g7 = si_iei |
U?T
_ Yir h;r
EAHE D E.QirE., with Qir = ( S
T o272
and
- _(E 0
“*’( 0 1 ) (A.32)
F'F F'rp F'Sy 1
;—T T /TS3/2
Yyr=| o 1 S |- (A.33)
8% F Sy _y7Tr Sh 1Sy 1
T3/2 T3/2 T2

The (2k +4) x (2k + 4) matrix EY ;72 has rank 2m + 1 < 2k +4 due to rank condition (9), and thus under
Assumptions 1-5 we obtain

!
£i8i,—1 o= =\ =h.
IU%T — Q= (\—a‘rfT\_a ) \—ahzT

= (2 =)= 1/2 1/2
ele; _ girEl (24«QirEL)  Eugir Si_1Si—1 b, = (EY;7E)" Eh /
of(T—Zk—AL) (T—2k—4) J%Tz = (=L s =n;r

ti(N,T) == , (A34)




and as

= qir (EYsr)” (EYrE) (YirE) hir
= dirYyrhir,

where the last line follows using the results of generalised inverse (Magnus and Neudecker, 1999; Miscellaneous
Exercises 6, p.38) and similarly for g =, (E.QirE,)" E.gir, it follows that for rank(l') =m < k + 1,

N ot — dir Y prhir
ti(N, T) = N = (A.35)
ele; Qi g si _15i,—1 _
(a?(T—Zk—M - g(IT"lezi)T) ( o§.1T2 _h;T‘rfll“hiT)
which is free of nuisance parameters.
A.4 Proof of Theorem 2.2:
A.4.1 Sequential Asymptotics: N — oo then T" — oo
Using Proposition 17.1 and 18.1 of Hamilton (1994; p.486, p.547-8), under Assumptions 1-5 we have
_ T o Afoyi(l) _ T o 0
Air = Yif= ( Apewis ,hir = Kkip = Ajoris (A.36)
T _ Zf() 0
where
1 0
Ap- = ( 0 A ) (A.38)
1
Wi(1) / W;(r)dr
= 1 = 0
wlf - ) ﬂ-lf - 1 5 (A39)
W dW;
[ s [ W Wileydr
and .
1 [ Wi
G, = ) 170 (A.40)
A
[ Wil [ Wl W ) dr
From the Order Results in (A.2) we have that
1
(NT) / WZ(T)dWZ(T) — w;fA}* (Af* GfASu)i Af*ﬂif
t;(N,T) = 01 oL (A.41)
(/0 W2(r)dr — ), Al (Af*GfA'f*) fAf*mf)
1
/ Wi(r)dW;(r) — wiijjlfrif
= 01 7 (A.42)
(/ W2(r)dr — ﬂng;1ﬂ¢f>
0
A.4.2 Joint Asymptotics
From Order Results in (A.2) it follows that
1
T, / Wi(r)dW;(r) — wngJTlfrif
t(N,T) =~ ==L (A.43)

1 1720
(/0 W2(r)dr — ﬂ;foﬂ'if)

as T and N go to infinity so long as v/T /N — 0. This condition is satisfied as T/N — &, where 0 is a fixed finite
non-zero positive constant.



A.5 Proof of Theorem 2.3

Recall equation (49) that can written as

Ior e
’Ur;Mi,lsi(,—l

t:;(N,T) = T , (A.44)
(’Uli,l\_/lil,p'ui ) 1/2 (ggg,flmilginfl ) 1z
T—-3k—6 T2

where v; = ['Ui — (A\_f — OAV,l)éi]/am and gi(,fl = (Sig,fl — gvyfléi)/mn.
Expanding viM;18,c,—1/T (49) gives

INA.. 2. re. _ _ _ -~ Wi &..
UiMiSie o1 VG (/W By) (BiW WaBy) L BEasieot) (A.45)
T T T
Where Wﬂ = (Ayi,,l,AZ,AZ,l,TT, 271) and
L7 0
B, = \/Toz’“*“ 1 } . (A.46)
TLk+1

Using the results set out above, together with the results in Propositions 17.3 and 18.1 of Hamilton (1994), for
example, as N and T"— oo (sequentially and) jointly such that \/T/N — 0, we obtain

(N,T);

B1Wjvi =" 0191, (A.4T)
where
1 0 0 0 O , o2
0or oo0o0 Vihf Wi i(1) +1/ T2 Wi(1)
O, = 0 O 0o O , Yif1 = Afo,i(l) R (A.48)
3(k+1)+2x3m—+2 00 0 1 0 ArW (1)
00 00T Ajewis

T =plimy_, T, Af, Aj« and w;; are defined in Assumption 2, (A.38) and (A.39), respectively,

B1Wiiic, 1 (V.1); _ O2m+1

# —— Glelfly Kif1 = 1_i9Af*7Tzf 5 (A49)
;s is defined in (A.39),

7! AT (NT); A o if1 O2mt1xm+1
BIW;;W;1B, =" 0:Y;7101, Xis1 = ( Ot 1 s Af*GfA;c* ) , (A.50)
where
o2,
Yil2Zp0 — (B + B v + % 2% — (Bpo + )] 72850 — (Bp + )]
Hif1 = 2251 — (Byo + Zy2)] v, 2250 — (Zpn +25)] 2Zp — (B +2p2)] |

2250 — (B2 + Zj1)]7; 2%51 = (Bro+Zh)] 2850 — (Bj1 + Z))]
Gy is defined by (A.40), and
Vigic 1 (NT); 1 [T _
ot (L L /0 Wi (r)dWi(r).

For the term viM“,pvi, following a similar reasoning as in the uncorrelated case we can write

’U;l\_/I“,pvi = v;vi — (’U;I?IAE;) (Elﬁgll_{“E'l)fl (Elﬁgl’lh,') N

/B, 0
E1—(0 T—l):

Where IjL;l = (Wihgig,fl) and

so that

(A.51)

E v — ( B1W/v; BiW, iW:B: BiWiisic,_1/T )

r1’/ T3 o 11
8 _vi)T ) , EtH; i Hi Eq = ( & WuBy/T gég,qgic,—l/TQ

Y N,T); . s
It is easily seen that v;M;1 ,v,/(T — 3k — 6) (:>)J 1 using the above conditions and results, and

g/l _ %Z — N, P 1
¢ }2 ¢,—1 (:TQJ (1_19)2/ Wf(r)dr. (A52)
0



Thus, under Assumptions 1-4 and rank condition (9), using Order Results in (A.2) and results of Propositions
17.3 and 18.1 of Hamilton (1994) and assuming Zo = O or re-defining z;¢ as the deviation from Zg, as N and
T — oo (sequentially and) jointly such that /T /N — 0, we obtain

1
(N,T): ﬁ / WZ(T)dWZ(’f‘) — wifA}* (Af* GfA}*)7 l_igAf*ﬂ'if
t(N,T) =’ 0

: . o (A.53)
(oo [ W2dar = o A (MG ) s

which reduces to the case where 8 = 0.
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Table l1la: Critical Values of Average of Individual Cross-Sectionally Augmented
Dickey-Fuller Distribution (Case I: No Intercept and No Trend)
k+1=1

1% (CADF) 5% (CADF) 10% (CADF)
p|(T.NY| 20 30 50 70 100 200| 20 30 50 70 100 200| 20 30 50 70 100 200
20 [-1.81 -1.73 -1.67 -1.650 -1.61 -1.58|-1.60 -1.55 -1.51 -1.51 -1.49 -1.48|-148 -1.46 -1.43 -1.42 -1.42 -1.41
30|-1.79 -1.72 -1.67 -1.63 -1.61 -1.60|-1.60 -1.56 -1.53 -1.51 -1.50 -1.50|-1.49 -1.46 -1.44 -1.43 -1.43 -1.43
0 50 [-1.79 -1.72 -1.68 -1.64 -1.63 -1.60|-1.61 -1.56 -1.54 -1.52 -1.51 -1.50|-1.50 -1.47 -1.45 -1.44 -1.44 -1.42
70 |-1.81 -1.73 -1.67 -1.65 -1.63 -1.60|-1.61 -1.56 -1.53 -1.53 -1.51 -1.50|-1.50 -1.46 -1.44 -1.45 -1.43 -1.43
100 |-1.78 -1.72 -1.66 -1.65 -1.64 -1.60|-1.60 -1.56 -1.54 -1.52 -1.52 -1.50|-1.48 -1.46 -1.44 -1.44 -1.44 -1.43
200 |-1.80 -1.73 -1.68 -1.64 -1.63 -1.60|-1.60 -1.57 -1.54 -1.53 -1.51 -1.50|-1.49 -1.47 -1.46 -1.45 -1.44 -1.43
20 |-1.82 -1.74 160 -1.66 -1.62 -1.50|-1.61 -1.56 -1.51 -1.50 -1.49 -1.47|-1.48 145 142 -1.42 -1.41 -1.40
30 |-1.80 -1.74 -1.67 -1.65 -1.62 -1.61|-1.60 -1.57 -1.53 -1.51 -1.50 -1.50|-1.49 -1.46 -1.44 -1.42 -1.43 -1.42
1 50 |-1.80 -1.73 -1.68 -1.65 -1.63 -1.60|-1.61 -1.57 -1.54 -1.52 -1.52 -1.50 |-1.50 -1.47 -1.45 -1.44 -1.44 -1.42
70 |-1.80 -1.72 -1.68 -1.66 -1.64 -1.61|-1.61 -1.56 -1.54 -1.53 -1.51 -1.50|-1.50 -1.46 -1.44 -1.45 -1.43 -1.43
100 |-1.79 -1.72 -1.67 -1.65 -1.64 -1.61|-1.60 -1.57 -1.54 -1.52 -1.52 -1.51|-1.49 -1.47 -1.45 -1.44 -1.44 -1.43
200 |-1.79 -1.74 -1.68 -1.65 -1.63 -1.61|-1.60 -1.57 -1.54 -1.53 -1.51 -1.51|-1.49 -1.47 -1.46 -1.45 -1.44 -1.43
20 |-1.74 -1.67 -1.62 -1.59 -1.56 -1.53|-1.52 -1.47 -1.43 -1.42 -1.40 -1.38|-1.39 -1.36 -1.33 -1.32 -1.31 -1.31
30 |-1.77 -1.70 -1.63 -1.59 -1.58 -1.57|-1.56 -1.51 -1.48 -1.46 -1.45 -1.45|-1.44 -1.40 -1.38 -1.36 -1.37 -1.36
2 50 [-1.77 -1.70 -1.65 -1.62 -1.61 -1.58|-1.58 -1.53 -1.51 -1.49 -1.48 -1.47|-1.47 -1.43 -1.42 -1.40 -1.40 -1.39
70 |-1.78 -1.70 -1.66 -1.63 -1.62 -1.59|-1.58 -1.54 -1.51 -1.51 -1.49 -1.48|-1.47 -1.44 -1.42 -1.42 -1.41 -1.40
100 |-1.78 -1.72 -1.65 -1.65 -1.62 -1.59|-1.59 -1.54 -1.52 -1.51 -1.50 -1.49|-1.47 -1.45 -1.43 -1.43 -1.42 -1.42
200 |-1.78 -1.72 -1.67 -1.64 -1.62 -1.60|-1.59 -1.56 -1.53 -1.52 -1.50 -1.50|-1.49 -1.46 -1.45 -1.44 -1.43 -1.43
20 |-1.75 -1.70 -1.63 -1.60 -1.57 -1.54|-1.51 -1.48 -1.43 -1.42 -1.40 -1.38|-1.39 -1.35 -1.32 -1.31 -1.31 -1.30
30 |-1.77 -1.71 -1.66 -1.63 -1.61 -1.59|-1.56 -1.52 -1.48 -1.46 -1.46 -1.45|-1.44 -1.40 -1.38 -1.36 -1.36 -1.36
3 50 -1.78 -1.71 -1.65 -1.63 -1.63 -1.60|-1.58 -1.54 -1.52 -1.49 -1.49 -1.48|-1.47 -1.44 -1.42 -1.40 -1.40 -1.39
70 |-1.78 -1.72 -1.67 -1.64 -1.63 -1.60|-1.58 -1.54 -1.52 -1.51 -1.49 -1.48|-1.47 -1.43 -1.42 -1.42 -1.41 -1.41
100 |-1.79 -1.72 -1.66 -1.65 -1.64 -1.60|-1.59 -1.55 -1.53 -1.51 -1.51 -1.50|-1.47 -1.45 -1.43 -1.43 -1.43 -1.42
200 |-1.78 -1.73 -1.67 -1.64 -1.62 -1.61|-1.60 -1.56 -1.54 -1.52 -1.51 -1.50|-1.49 -1.47 -1.45 -1.44 -1.43 -1.43
20 |-1.68 -1.60 -1.55 -1.53 -1.49 -1.46|-1.44 -1.40 -1.35 -1.34 -1.33 -1.30|-1.29 -1.27 -1.24 -1.23 -1.22 -1.20
30 |-1.76 -1.65 -1.62 -1.58 -1.56 -1.54|-1.51 -1.46 -1.43 -1.41 -1.40 -1.40|-1.39 -1.35 -1.33 -1.30 -1.31 -1.31
4 50 [-1.75 -1.69 -1.64 -1.61 -1.60 -1.59|-1.55 -1.50 -1.49 -1.46 -1.46 -1.45|-1.44 -1.40 -1.39 -1.37 -1.37 -1.36
70 |-1.76 -1.70 -1.65 -1.63 -1.61 -1.59|-1.56 -1.52 -1.49 -1.49 -1.47 -1.46|-1.44 -1.42 -1.40 -1.40 -1.39 -1.38
100 |-1.78 -1.70 -1.65 -1.63 -1.63 -1.59|-1.58 -1.53 -1.51 -1.50 -1.49 -1.48|-1.46 -1.43 -1.42 -1.41 -1.41 -1.40
200 |-1.77 -1.72 -1.66 -1.64 -1.62 -1.60|-1.59 -1.55 -1.53 -1.51 -1.50 -1.49|-1.48 -1.46 -1.44 -1.43 -1.42 -1.42

k+1=2

1% (CADF) 5% (CADF) 10% (CADF)
p|[(T.NY| 20 30 50 70 100 200| 20 30 50 70 100 200| 20 30 50 70 100 200
20 | 2.18 2.00 2.03 2.00 -1.906 -1.93]-1.04 -1.00 -1.85 -1.83 -1.82 -1.80|-1.82 -1.79 -1.756 -1.74 -1.73 -1.72
30 |-2.15 -2.08 -2.03 -1.99 -1.98 -1.96|-1.95 -1.90 -1.87 -1.85 -1.83 -1.82|-1.84 -1.79 -1.77 -1.76 -1.75 -1.74
0 50 [-2.15 -2.07 -2.03 -2.01 -1.99 -1.97|-1.96 -1.91 -1.87 -1.86 -1.84 -1.83|-1.85 -1.81 -1.79 -1.77 -1.76 -1.75
70 |-2.16 -2.09 -2.05 -2.01 -2.00 -1.97|-1.95 -1.92 -1.88 -1.86 -1.86 -1.83|-1.85 -1.82 -1.79 -1.78 -1.77 -1.76
100 |-2.15 -2.08 -2.05 -2.01 -2.01 -1.98|-1.96 -1.92 -1.89 -1.87 -1.87 -1.85|-1.86 -1.83 -1.80 -1.79 -1.78 -1.77
200 |-2.16 -2.09 -2.04 -2.04 -2.00 -1.98|-1.97 -1.93 -1.89 -1.88 -1.87 -1.85|-1.86 -1.83 -1.80 -1.79 -1.78 -1.77
20| 2.15 2.09 2.01 -1.97 -1.94 -1.90]-1.00 -1.85 -1.81 -1.79 -1.77 -1.75|-1.76 -1.74 -1.69 -1.68 -1.68 -1.66
30 |-2.15 -2.07 -2.02 -1.98 -1.96 -1.95|-1.93 -1.87 -1.83 -1.81 -1.80 -1.80|-1.81 -1.76 -1.74 -1.73 -1.71 -1.71
1 50 [-2.14 -2.07 -2.03 -2.00 -1.99 -1.96|-1.95 -1.90 -1.86 -1.85 -1.83 -1.82|-1.84 -1.80 -1.77 -1.76 -1.75 -1.74
70 |-2.14 -2.10 -2.04 -2.00 -1.99 -1.96|-1.95 -1.91 -1.87 -1.86 -1.85 -1.83|-1.84 -1.80 -1.78 -1.77 -1.76 -1.75
100 |-2.15 -2.09 -2.05 -2.02 -2.00 -1.97|-1.96 -1.92 -1.88 -1.86 -1.86 -1.84|-1.85 -1.82 -1.79 -1.78 -1.77 -1.76
200 |-2.16 -2.09 -2.04 -2.04 -2.00 -1.98|-1.97 -1.93 -1.89 -1.88 -1.87 -1.85|-1.85 -1.82 -1.80 -1.79 -1.78 -1.77
20 | 2.0 -1.94 -1.87 -1.83 -1.79 -1.76 |-1.76 -1.71 -1.65 -1.64 -1.61 -1.59|-1.62 -1.568 -1.53 -1.52 -1.51 -1.49
30[-2.06 -1.97 -1.92 -1.89 -1.87 -1.86|-1.83 -1.77 -1.75 -1.72 -1.70 -1.70|-1.70 -1.66 -1.64 -1.62 -1.61 -1.60
2 50 [-2.12 -2.03 -1.99 -1.95 -1.94 -1.90|-1.90 -1.85 -1.80 -1.79 -1.78 -1.77|-1.78 -1.74 -1.71 -1.70 -1.69 -1.68
70 |-2.11 -2.07 -2.00 -1.97 -1.95 -1.93|-1.91 -1.87 -1.83 -1.82 -1.81 -1.79|-1.80 -1.76 -1.74 -1.73 -1.72 -1.71
100 |-2.13 -2.06 -2.04 -1.99 -1.98 -1.94|-1.94 -1.89 -1.86 -1.84 -1.84 -1.81|-1.81 -1.79 -1.76 -1.75 -1.74 -1.73
200 |-2.14 -2.08 -2.03 -2.03 -1.99 -1.97|-1.96 -1.91 -1.88 -1.86 -1.85 -1.83|-1.84 -1.81 -1.79 -1.77 -1.77 -1.76
20| 2.02 -1.91 181 -1.78 -1.74 -1.72|-1.72 -1.67 159 -1.56 -1.54 -1.52|-1.57 -1.53 -1.46 -1.45 -1.43 -1.41
30(-2.04 -1.95 -1.91 -1.89 -1.85 -1.83|-1.79 -1.74 -1.71 -1.69 -1.66 -1.67|-1.66 -1.61 -1.60 -1.58 -1.57 -1.57
3 50 [-2.10 -2.03 -1.97 -1.94 -1.92 -1.89|-1.88 -1.82 -1.79 -1.78 -1.76 -1.76 |-1.76 -1.72 -1.70 -1.68 -1.67 -1.67
70 |-2.11 -2.07 -2.00 -1.96 -1.95 -1.93|-1.90 -1.87 -1.83 -1.81 -1.80 -1.78|-1.79 -1.76 -1.73 -1.71 -1.71 -1.70
100 |-2.13 -2.07 -2.03 -2.00 -1.98 -1.94|-1.93 -1.89 -1.85 -1.84 -1.83 -1.81|-1.81 -1.78 -1.75 -1.74 -1.74 -1.72
200 |-2.14 -2.08 -2.03 -2.03 -1.99 -1.97|-1.95 -1.91 -1.88 -1.86 -1.85 -1.84|-1.84 -1.81 -1.78 -1.77 -1.76 -1.76
20| 2.29 2.10 -1.92 -1.81 -1.78 -1.67|-1.78 -1.65 -1.57 -1.53 -1.50 -1.44|-1.55 -1.47 -1.42 -1.39 -1.35 -1.32
30|-1.94 -1.85 -1.81 -1.77 -1.74 -1.75|-1.70 -1.63 -1.61 -1.58 -1.56 -1.56|-1.56 -1.51 -1.50 -1.47 -1.46 -1.45
4 50 [-2.05 -1.97 -1.92 -1.89 -1.88 -1.85|-1.83 -1.78 -1.74 -1.72 -1.71 -1.70|-1.70 -1.66 -1.64 -1.62 -1.61 -1.61
70 |-2.07 -2.03 -1.97 -1.94 -1.92 -1.90|-1.87 -1.83 -1.79 -1.78 -1.77 -1.74|-1.74 -1.72 -1.69 -1.68 -1.67 -1.66
100 |-2.10 -2.04 -2.01 -1.97 -1.96 -1.92|-1.90 -1.86 -1.83 -1.81 -1.81 -1.79|-1.78 -1.75 -1.72 -1.72 -1.71 -1.70
200 |-2.13 -2.07 -2.02 -2.01 -1.98 -1.96|-1.94 -1.90 -1.86 -1.85 -1.84 -1.82|-1.82 -1.80 -1.77 -1.76 -1.75 -1.74




(Continued)

k+1=3

1% (CADF)

5% (CADF)

10% (CADF)

p|(TN)| 20 30 50 70 100 50 70 100 100 200
20| -2.40 -2.34 -2.26 -2.23 -2.10 209 -2.06 -2.04 196 -1.94
30 |-2.42 -2.37 -2.29 -2.25 -2.23 212 -2.10 -2.09 -2.00 -1.98
0| 50|-244 -2.34 -2.30 -2.26 -2.24 214 -2.13 -2.11 -2.03 -2.02
70 |-2.44 -2.36 -2.33 -2.27 -2.27 216 -2.14 -2.13 2.05 -2.03
100 |-2.45 -2.36 -2.31 -2.28 -2.27 2,16 -2.15 -2.13 -2.05 -2.04
200 | -2.44 -2.38 -2.32 -2.30 -2.27 218 -2.16 -2.14 -2.06 -2.05
20| 2.35 2.23 2.16 2.14 2.12 .06 -1.04 -1.02 1.82 -1.80
30 |-2.38 -2.28 -2.24 -2.20 -2.17 -2.05 -2.02 -2.02 -1.92 -1.90
1| 50|-241 -2.32 -2.28 -2.23 -2.23 211 -2.09 -2.07 -1.98 -1.97
70 |-2.42 -2.34 -2.31 -2.25 -2.26 213 -2.11 -2.10 -2.02 -2.00
100 |-2.44 -2.36 -2.30 -2.28 -2.25 214 213 -2.11 2.03 -2.02
200 |-2.42 -2.38 -2.32 -2.30 -2.27 217 -2.15 -2.13 -2.05 -2.04
20| 2.20 2.09 -1.08 -1.92 -1.86 .73 -1.70 -1.68 156 -1.54
30|-2.25 -2.17 -2.08 -2.03 -2.03 -1.89 -1.86 -1.85 -1.75 -1.73
2| 50(-2.33 -2.24 -2.20 -2.16 -2.14 -2.02 -2.00 -1.98 -1.89 -1.88
70 [-2.35 -2.28 -2.25 -2.21 -2.20 2.07 -2.05 -2.04 -1.95 -1.94
100 [-2.40 -2.31 -2.26 -2.24 -2.22 -2.10 -2.09 -2.07 -1.99 -1.98
200 | -2.42 -2.36 -2.30 -2.28 -2.24 215 -2.13 -2.11 -2.03 -2.02
20 - - - - - - - - - -
30|-2.17 -2.05 -1.99 -1.94 -1.93 1,78 -1.75 -1.74 -1.64 -1.62
3| 50|-231 -2.23 -2.15 -2.12 -2.11 -1.97 -1.95 -1.93 -1.84 -1.83
70 |-2.33 -2.26 -2.24 -2.19 -2.19 2.05 -2.02 -2.01 -1.92 -1.91
100 [-2.39 -2.29 -2.25 -2.23 -2.21 -2.09 -2.07 -2.05 -1.97 -1.96
200 | -2.40 -2.35 -2.30 -2.28 -2.24 2.14 -2.12 -2.10 2.03 -2.01
20 - - - - - - - - - -
30(-2.00 -1.89 -1.82 -1.77 -1.75 -1.61 -1.57 -1.55 -1.44 -1.42
4| 50(-2.23 215 -2.06 -2.04 -2.02 1.87 -1.86 -1.84 174 -1.73
70 |-2.27 -2.21 -2.18 -2.14 -2.13 -1.99 -1.96 -1.95 -1.86 -1.84
100 [-2.35 -2.26 -2.22 -2.19 -2.17 2.05 -2.03 -2.01 -1.93 -1.91
200 | -2.39 -2.33 -2.27 -2.27 -2.22 -2.12 -2.11 -2.08 -2.01 -1.99
F+1=4
1% (CADF) 5% (CADF) 10% (CADF)
p| (TN)| 20 30 50 70 100 50 70 100 100 200
20250 -2.52 -2.45 -2.41 -2.38 226 -2.23 2.22 212 -2.10
30|-2.64 -2.53 -2.48 -2.44 -2.43 2.32 -2.28 -2.28 219 -2.17
0| 50|-2.65 -2.57 -2.53 -2.48 -2.47 -2.37 -2.34 -2.33 -2.25 -2.24
70 | -2.67 -2.59 -2.55 -2.50 -2.49 2.39 -2.36 -2.35 2.27 -2.25
100 |[-2.68 -2.60 -2.54 -2.51 -2.49 -2.39 -2.37 -2.36 -2.29 -2.27
200 | -2.68 -2.61 -2.56 -2.53 -2.52 241 -2.40 -2.38 2.31 -2.29
20| 2.52 2.38 2.30 2.25 -2.10 2.06 -2.02 -2.00 1.88 -1.86
30|-2.54 -2.44 -2.37 -2.34 -2.31 2,18 -2.16 -2.14 -2.04 -2.03
1| 50|-2.59 -2.52 -2.46 -2.42 -2.40 2.30 -2.27 -2.25 217 -2.16
70 |-2.63 -2.54 -2.50 -2.46 -2.45 -2.35 -2.31 -2.30 -2.22 -2.20
100 |-2.64 -2.58 -2.50 -2.49 -2.46 2.36 -2.34 -2.33 2.25 -2.24
200 | -2.67 -2.61 -2.54 -2.52 -251 -2.39 -2.38 -2.37 -2.29 -2.28
20 - - - - - - - - - -
30|-2.31 -2.23 -2.13 -2.09 -2.07 -1.93 -1.91 -1.89 2179 -1.77
2| 50|-248 -2.41 -2.35 -2.30 -2.29 217 -2.14 -2.13 -2.04 -2.03
70 |-2.56 -2.48 -2.43 -2.38 -2.38 2.26 -2.23 -2.22 213 -2.11
100 [-2.60 -2.53 -2.45 -2.44 -2.41 -2.30 -2.28 -2.27 -2.19 -2.18
200 | -2.65 -2.57 -2.52 -2.50 -2.49 2.36 -2.36 -2.34 2.26 -2.25
20 - - - - - - - - - -
30(-2.19 -2.06 -1.95 -1.91 -1.87 -1.73 -1.71 -1.67 -1.57 -1.55
3| 50|-242 234 -2.25 222 -2.22 2.08 -2.05 -2.04 -1.94 -1.93
70 |-2.50 -2.42 -2.38 -2.34 -2.33 -2.20 -2.18 -2.16 -2.08 -2.06
100 |-2.56 -2.49 -2.43 -2.40 -2.38 2.27 -2.25 -2.24 2.15 -2.14
200 | -2.63 -2.57 -2.50 -2.49 -2.49 -2.34 -2.33 -2.32 -2.24 -2.23
20 - - - - - - - - - -
30 - - - - - - - - - -
4| 50|-2.28 -2.20 -2.15 -2.09 -2.07 -1.93 -1.90 -1.89 -1.80 -1.78
70 |-2.44 -2.34 -2.30 -2.25 -2.24 211 -2.09 -2.07 -1.98 -1.96
100 |-2.52 -2.44 -2.37 -2.35 -2.33 2.21 -2.18 -2.18 2.10 -2.08
200 | -2.62 -2.54 -2.48 -2.46 -2.45 -2.31 -2.31 -2.29 -2.22 -2.20

Notes: The critical values are obtained by stochastic simulation. The data generating process is y;+ = yit—1 + ft +u;+ with
ft ~ iidN(0,1), uj; ~ #%dN(0,1), with y;0 = 0, and the j** element of the k x 1 vector of additional regressors, x;¢, are
generated as xjj; = ®iji—1 + fj¢ + vije, with fjz ~ 4dN(0,1), vy ~ itdN(0,1) and x50 =0, ¢ =1,2,...,N; j =1,2,..., k;
t = —p,...,T. Based on these data, CADF;, which is the t-ratio of coefficient on y;+—1 of regression of Ay;; on y;¢—1,

W;typ = (Zy_1; AZL, AZy_ 4, AZy ) Ay -1, AYit—p) With Zp = N1 Eﬁil(yit,x;t)’ and deterministics as specified,
then CADF = N~1 "N | CADF; are computed. (100 x @)% critical values are obtained as the 1 — a quantiles of CADF
for & = 0.01,0.05,0.1. Computations are based on 10000 replications.




Table

1b: Critical Values of Average of Individual Cross-Sectionally Augmented
Dickey-Fuller Distribution (Case II: Intercept Only)

k+1=1

1% (CADF)

5% (CADF)

10% (CADF)

20

30

50 70 100

20

30

50 70 100

200

20

30

50 70 100

200

-2.39
-2.37
-2.36
-2.36
-2.37
-2.35

-2.32
-2.30
-2.29
-2.29
-2.29
-2.30

-2.23 -2.20 -2.18
-2.23 -2.20 -2.16
-2.22 -2.20 -2.16
-2.22 -2.20 -2.18
-2.22 -2.20 -2.18
-2.23 -2.20 -2.18

-2.20
-2.20
-2.20
-2.20
-2.20
-2.20

-2.15
-2.15
-2.14
-2.15
-2.16
-2.16

-2.10 -2.08 -2.06
-2.11 -2.09 -2.07
-2.11 -2.09 -2.07
-2.11 -2.09 -2.08
-2.11 -2.09 -2.08
-2.12 -2.10 -2.08

-2.04
-2.05
-2.06
-2.07
-2.07
-2.07

-2.10
-2.10
-2.11
-2.11
-2.11
-2.11

-2.06
-2.07
-2.07
-2.07
-2.08
-2.08

-2.03 -2.01 -2.00
-2.03 -2.03 -2.00
-2.04 -2.03 -2.02
-2.04 -2.03 -2.03
-2.06 -2.03 -2.03
-2.06 -2.04 -2.03

-1.99
-2.00
-2.01
-2.02
-2.02
-2.02

-2.39
-2.38
-2.37
-2.35
-2.36
-2.35

-2.33
-2.30
-2.28
-2.29
-2.29
-2.30

-2.23 -2.20 -2.17
-2.22 -2.19 -2.16
-2.21 -2.19 -2.16
-2.22 -2.19 -2.18
-2.21 -2.20 -2.17
-2.23 -2.20 -2.18

-2.19
-2.19
-2.20
-2.20
-2.20
-2.19

-2.14
-2.13
-2.14
-2.15
-2.15
-2.16

-2.08 -2.06 -2.04
-2.09 -2.07 -2.05
-2.10 -2.08 -2.07
-2.10 -2.09 -2.08
-2.11 -2.09 -2.08
-2.12 -2.10 -2.08

-2.02
-2.03
-2.05
-2.06
-2.06
-2.07

-2.08
-2.09
-2.10
-2.10
-2.10
-2.11

-2.04
-2.05
-2.06
-2.07
-2.07
-2.08

-2.00 -1.98 -1.97
-2.01 -2.01 -1.99
-2.03 -2.02 -2.00
-2.03 -2.02 -2.02
-2.04 -2.03 -2.02
-2.06 -2.04 -2.03

-1.96
-1.98
-2.00
-2.01
-2.01
-2.02

-2.28
-2.31
-2.32
-2.32
-2.33
-2.34

-2.18
-2.22
-2.23
-2.25
-2.27
-2.29

-2.11 -2.08 -2.07
-2.15 -2.12 -2.08
-2.17 -2.15 -2.12
-2.18 -2.16 -2.15
-2.19 -2.17 -2.15
-2.21 -2.19 -2.16

-2.07
-2.11
-2.15
-2.16
-2.17
-2.18

-2.01
-2.05
-2.10
-2.11
-2.12
-2.15

-1.95 -1.93 -1.92
-2.01 -1.99 -1.96
-2.05 -2.03 -2.02
-2.06 -2.05 -2.04
-2.09 -2.06 -2.06
-2.10 -2.09 -2.07

-1.88
-1.95
-2.00
-2.02
-2.04
-2.06

-1.95
-2.01
-2.05
-2.06
-2.08
-2.10

-1.90
-1.96
-2.01
-2.03
-2.05
-2.06

-1.87 -1.84 -1.84
-1.93 -1.92 -1.90
-1.98 -1.96 -1.95
-1.99 -1.99 -1.98
-2.02 -2.00 -2.00
-2.04 -2.02 -2.01

-1.81
-1.88
-1.94
-1.97
-1.99
-2.01

-2.26
-2.28
-2.31
-2.32
-2.33
-2.34

-2.17
-2.21
-2.24
-2.25
-2.27
-2.29

-2.10 -2.05 -2.02
-2.15 -2.11 -2.07
-2.17 -2.14 -2.11
-2.19 -2.16 -2.14
-2.20 -2.16 -2.15
-2.20 -2.19 -2.16

-2.04
-2.09
-2.14
-2.16
-2.16
-2.18

-1.97
-2.03
-2.08
-2.10
-2.12
-2.15

-1.91 -1.89 -1.87
-1.99 -1.96 -1.94
-2.04 -2.02 -2.00
-2.06 -2.04 -2.03
-2.08 -2.06 -2.05
-2.10 -2.08 -2.07

-1.84
-1.93
-1.99
-2.01
-2.03
-2.05

-1.92
-1.98
-2.04
-2.06
-2.08
-2.09

-1.86
-1.93
-2.00
-2.02
-2.04
-2.06

-1.82 -1.80 -1.78
-1.90 -1.89 -1.87
-1.96 -1.95 -1.94
-1.99 -1.97 -1.97
-2.01 -2.00 -1.99
-2.03 -2.02 -2.01

-1.77
-1.86
-1.93
-1.96
-1.98
-2.00

-2.15
-2.21
-2.27
-2.29
-2.31
-2.33

-2.03
-2.12
-2.19
-2.22
-2.25
-2.27

-1.94 -1.90 -1.88
-2.06 -2.02 -1.99
-2.13 -2.10 -2.06
-2.16 -2.12 -2.11
-2.17 -2.14 -2.12
-2.20 -2.18 -2.15

-1.91
-2.00
-2.09
-2.13
-2.14
-2.17

-1.83
-1.95
-2.03
-2.07
-2.09
-2.13

-L7r 174 -1.72
-1.90 -1.87 -1.85
-1.99 -1.97 -1.95
-2.02 -2.01 -2.00
-2.05 -2.04 -2.03
-2.09 -2.07 -2.05

-1.69
-1.83
-1.94
-1.97
-2.01
-2.04

-1.78
-1.89
-1.99
-2.03
-2.05
-2.08

-1.72
-1.85
-1.95
-1.99
-2.01
-2.05

-1.68 -1.66 -1.64
-1.81 -1.80 -1.78
-1.91 -1.90 -1.88
-1.95 -1.94 -1.93
-1.98 -1.97 -1.96
-2.02 -2.01 -2.00

-1.61
-1.76
-1.88
-1.92
-1.95
-1.99

k+1=2

1% (CADF)

5% (CADF)

10% (CADF)

20

30

50 70 100

20

30

50 70 100

20

30

50 70 100

200

-2.64
-2.64
-2.62
-2.64
-2.63
-2.63

-2.56
-2.55
-2.56
-2.55
-2.56
-2.56

-2.51 -2.45 -2.42
-2.48 -2.46 -2.44
-2.49 -2.46 -2.44
-2.49 -2.46 -2.45
-2.51 -2.47 -2.45
-2.50 -2.48 -2.46

-2.44
-2.45
-2.45
-2.46
-2.47
-2.46

-2.38
-2.39
-2.40
-2.40
-2.41
-2.42

-2.34 -2.30 -2.29
-2.35 -2.33 -2.31
-2.36 -2.34 -2.32
-2.37 -2.35 -2.33
-2.38 -2.35 -2.34
-2.38 -2.36 -2.35

-2.33
-2.34
-2.35
-2.36
-2.37
-2.37

-2.28
-2.30
-2.32
-2.32
-2.33
-2.34

-2.25 -2.22 -2.21
-2.27 -2.25 -2.24
-2.28 -2.27 -2.26
-2.30 -2.28 -2.27
-2.31 -2.28 -2.28
-2.31 -2.29 -2.29

-2.19
-2.22
-2.25
-2.26
-2.26
-2.27

-2.63
-2.61
-2.62
-2.62
-2.62
-2.62

-2.54
-2.52
-2.55
-2.54
-2.54
-2.55

-2.45 -2.41 -2.40
-2.46 -2.43 -2.41
-2.48 -2.44 -2.43
-2.47 -2.45 -2.43
-2.50 -2.46 -2.44
-2.50 -2.47 -2.46

-2.38
-2.41
-2.43
-2.45
-2.45
-2.46

-2.32
-2.34
-2.37
-2.39
-2.40
-2.41

-2.27 -2.23 -2.22
-2.30 -2.28 -2.26
-2.33 -2.31 -2.30
-2.35 -2.33 -2.32
-2.37 -2.34 -2.32
-2.37 -2.36 -2.34

-2.26
-2.29
-2.33
-2.35
-2.36
-2.37

-2.20
-2.24
-2.29
-2.30
-2.32
-2.33

-2.17 -2.14 -2.12
-2.22 -2.19 -2.18
-2.25 -2.24 -2.23
-2.27 -2.26 -2.24
-2.30 -2.27 -2.26
-2.30 -2.28 -2.28

-2.10
-2.17
-2.21
-2.23
-2.24
-2.26

-2.44
-2.50
-2.55
-2.57
-2.59
-2.61

-2.34
-2.41
-2.49
-2.49
-2.51
-2.54

-2.25 -2.21 -2.17
-2.33 -2.30 -2.28
-2.40 -2.37 -2.35
-2.43 -2.41 -2.39
-2.46 -2.42 -2.40
-2.48 -2.46 -2.43

-2.32
-2.36

-2.18
-2.27
-2.35
-2.39
-2.41
-2.43

-2.11
-2.21
-2.31
-2.34
-2.37
-2.39

-2.06 -2.01 -1.99
-2.17 -2.14 -2.12
-2.25 -2.24 -2.22
-2.29 -2.27 -2.26
-2.33 -2.30 -2.29
-2.35 -2.34 -2.33

-2.03
-2.15
-2.25
-2.30
-2.32
-2.35

-1.98
-2.11
-2.22
-2.25
-2.28
-2.31

-1.94 -1.91 -1.89
-2.07 -2.05 -2.04
-2.17 -2.16 -2.15
-2.22 -2.20 -2.19
-2.26 -2.23 -2.22
-2.28 -2.26 -2.27

-1.88
-2.03
-2.13
-2.18
-2.20
-2.24

-2.45
-2.43
-2.53
-2.56
-2.59
-2.61

-2.32
-2.34
-2.45
-2.47
-2.50
-2.54

-2.21 -2.13 -2.09
-2.28 -2.24 -2.21
-2.38 -2.36 -2.33
-2.42 -2.39 -2.37
-2.46 -2.42 -2.39
-2.47 -2.45 -2.43

-2.37
-2.40

-2.12
-2.21
-2.32
-2.37
-2.39
-2.43

-2.05
-2.13
-2.27
-2.31
-2.35
-2.39

-1.97 -1.90 -1.89
-2.09 -2.07 -2.05
-2.22 -2.20 -2.19
-2.27 -2.25 -2.24
-2.32 -2.29 -2.27
-2.34 -2.33 -2.32

-1.96
-2.09
-2.21
-2.27
-2.30
-2.34

-1.90
-2.02
-2.18
-2.23
-2.26
-2.31

-1.83 -1.80 -1.77
-1.99 -1.97 -1.96
-2.13 -2.12 -2.11
-2.19 -2.18 -2.16
-2.24 -2.21 -2.20
-2.27 -2.26 -2.26

-1.74
-1.94
-2.09
-2.15
-2.19
-2.24

-2.29
-2.44
-2.52
-2.54

-2.60

-2.20
-2.37
-2.43
-2.48
-2.52

-2.12 -2.06 -2.05
-2.30 -2.28 -2.23
-2.37 -2.34 -2.32
-2.42 -2.38 -2.35
-2.46 -2.44 -2.42

-2.03
-2.21
-2.30
-2.33
-2.39

-2.05
-2.24
-2.32
-2.36
-2.41

-1.99
-2.19
-2.26
-2.31
-2.37

-1.94 -1.91 -1.89
-2.14 -2.12 -2.11
-2.22 -2.20 -2.19
-2.28 -2.25 -2.23
-2.33 -2.30 -2.30

-1.93
-2.13
-2.22
-2.26
-2.32

-1.87
-2.09
-2.17
-2.23
-2.29

-1.84 -1.81 -1.79
-2.06 -2.04 -2.02
-2.14 -2.12 -2.11
-2.20 -2.17 -2.17
-2.26 -2.24 -2.24

-1.78
-2.01
-2.10
-2.15
-2.22




(Continued)

k+1=3

1% (CADF)

5% (CADF)

10% (CADF)

p|(TN)| 20 30 50 70 100 50 70 100 100 200
20| -2.84 2.7 -2.68 -2.65 -2.50 249 -2.48 -2.45 237 -2.35
30|-2.84 -2.76 -2.68 -2.65 -2.63 2.53 -2.51 -2.50 242 -2.40

0| 50|-2.84 -2.77 -2.70 -2.67 -2.66 -2.56 -2.55 -2.53 -2.46 -2.45
70 | -2.86 -2.78 -2.72 -2.68 -2.67 2.58 -2.56 -2.55 248 -2.47
100 [-2.85 -2.79 -2.72 -2.69 -2.67 -2.59 -2.57 -2.56 -2.49 -2.48
200 | -2.87 -2.80 -2.74 -2.70 -2.68 2.61 -2.58 -2.56 2,50 -2.49
20| 2.78 2.68 2.55 -2.53 -2.48 233 232 2.30 219 217
30|-2.76 -2.69 -2.61 -2.57 -2.56 243 -2.41 -2.39 -2.31 -2.29

1| 50|-2.80 -2.74 -2.67 -2.64 -2.61 251 -2.50 -2.47 2.40 -2.38
70 |-2.83 -2.75 -2.68 -2.65 -2.64 -2.53 -2.52 -251 244 -2.42
100 |-2.84 -2.78 -2.70 -2.67 -2.65 2.57 -2.54 -2.53 2.46 -2.45
200 | -2.85 -2.80 -2.72 -2.69 -2.67 -2.60 -2.57 -2.56 -2.49 -2.48
20| 2.71 251 2.33 2.27 2.21 2.08 2.03 -1.99 187 -1.84
30 |-2.58 -2.50 -2.41 -2.36 -2.34 -2.22 -2.20 -2.18 -2.10 -2.07

2| 50|-2.70 -2.63 -2.55 -2.53 -2.50 -2.39 -2.39 -2.37 -2.28 -2.26
70 | -2.75 -2.68 -2.61 -2.58 -2.57 246 -2.44 -2.44 2.36 -2.34
100 [-2.79 -2.72 -2.65 -2.62 -2.60 2.51 -2.49 -2.47 -2.40 -2.39
200 | -2.84 -2.77 -2.69 -2.66 -2.65 257 -2.54 -2.53 246 -2.45
20 - - - - - - - - - -
30 |-2.47 -2.37 -2.27 -2.21 -2.19 2.07 -2.04 -2.02 -1.93 -1.90

3| 50|-2.64 -2.57 -2.49 -2.48 -2.44 -2.32 -2.31 -2.29 -2.21 -2.19
70 |-2.72 -2.65 -2.56 -2.54 -2.53 242 -2.40 -2.39 2.31 -2.30
100 |-2.77 -2.69 -2.63 -2.60 -2.58 249 -2.46 -2.45 -2.37 -2.36
200 | -2.82 -2.76 -2.68 -2.65 -2.63 2.55 -2.53 -2.52 244 -2.44
20 - - - - - - - - - -
30|-2.28 -2.15 -2.04 -2.01 -1.97 -1.83 -1.81 -1.78 -1.68 -1.64

4| 50|-253 245 -2.38 -2.35 -2.31 2.20 -2.19 -2.16 2.08 -2.06
70 |-2.64 -2.59 -2.50 -2.48 -2.45 -2.34 -2.32 -231 -2.23 -2.21
100 |-2.71 -2.65 -2.58 -2.55 -2.53 244 -2.41 -2.39 2.32 -2.30
200 | -2.80 -2.74 -2.66 -2.63 -2.60 -2.53 -2.51 -2.49 242 -2.41

E+1=4
1% (CADF) 5% (CADF) 10% (CADF)

p| (TN)| 20 30 50 70 100 50 70 100 100 200
20 -2.99 -2.91 -2.82 -2.76 -2.75 263 -2.58 257 248 -2.45
30|-3.00 -2.89 -2.85 -2.81 -2.78 2.69 -2.66 -2.64 2.56 -2.54

0| 50|-3.01 -2.95 -2.88 -2.86 -2.82 2.74 -2.72 -2.70 -2.63 -2.62
70 |-3.04 -2.97 -2.89 -2.86 -2.84 277 274 -2.72 2.66 -2.65
100 |-3.05 -2.97 -2.92 -2.88 -2.86 2.78 -2.76 -2.74 -2.68 -2.66
200 | -3.07 -2.99 -2.92 -2.90 -2.87 2.80 -2.79 -2.76 2.70 -2.68
20| 2.1 2.77 -2.66 -2.58 -2.52 239 2.34 2.30 219 2.15
30 |-2.86 -2.77 -2.69 -2.67 -2.62 252 -2.49 -2.46 -2.38 -2.35

1| 50|-2.94 -2.88 -2.80 -2.78 -2.74 2.65 -2.62 -2.61 2.53 -2.52
70 [-2.99 -2.90 -2.85 -2.82 -2.79 2.70 -2.67 -2.67 -2.59 -2.58
100 [-3.01 -2.93 -2.87 -2.84 -2.83 2.74 272 -2.70 2,63 -2.61
200 | -3.05 -2.96 -2.90 -2.89 -2.86 2.77 -2.76 -2.74 -2.68 -2.66
20 - - - - - - - - - -
30 |-2.59 -2.47 -2.39 -2.35 -2.31 2.20 -2.17 -2.15 2.05 -2.02

2| 50|-2.81 -2.74 -2.65 -2.63 -2.58 -2.50 -2.46 -2.45 -2.37 -2.35
70 [-2.90 -2.81 -2.76 -2.72 -2.69 2.60 -2.57 -2.57 249 -2.47
100 [-2.96 -2.88 -2.81 -2.78 -2.75 -2.67 -2.64 -2.63 -2.55 -2.54
200 | -3.01 -2.94 -2.87 -2.85 -2.83 2.74 273 271 2.65 -2.63
20 - - - - - - - - - -
30|-2.51 -2.35 -2.19 -2.14 -2.09 -1.96 -1.92 -1.89 -1.78 -1.75

3| 50|-2.72 -2.62 -2.54 -2.52 -2.48 2.37 -2.34 -2.34 2.25 -2.23
70 |-2.82 -2.77 -2.71 -2.66 -2.63 -2.53 -2.50 -2.49 -2.41 -2.39
100 | -2.92 -2.83 -2.76 -2.73 -2.71 2.62 -2.59 -2.58 2,51 -2.49
200 | -3.00 -2.94 -2.85 -2.84 -2.82 2.72 -2.71 -2.69 -2.62 -2.61
20 - - - - - - - - - -
30 - - - - - - - - - -

4| 50|-252 -2.44 -2.36 -2.33 -2.30 219 -2.16 -2.14 2.06 -2.03
70 |-2.73 -2.65 -2.58 -2.55 -2.52 241 -2.39 -2.37 -2.29 -2.27
100 |-2.84 -2.78 -2.71 -2.67 -2.65 2564 252 -251 243 -2.41
200 | -2.98 -2.90 -2.82 -2.81 -2.78 -2.68 -2.68 -2.66 -2.59 -2.57

Notes: The critical values are obtained by stochastic simulation. The data generating process is y;+ = yit—1 + ft +u;+ with
ft ~ iidN(0,1), uj; ~ #%dN(0,1), with y;0 = 0, and the j** element of the k x 1 vector of additional regressors, x;¢, are
generated as xjj; = ®iji—1 + fj¢ + vije, with fjz ~ 4dN(0,1), vy ~ itdN(0,1) and x50 =0, ¢ =1,2,...,N; j =1,2,..., k;
t = —p,...,T. Based on these data, CADF;, which is the t-ratio of coefficient on y;+—1 of regression of Ay;; on y;¢—1,

W;typ = (Zy_1; AZL, AZy_ 4, AZy ) Ay -1, AYit—p) With Zp = N1 Eﬁil(yit,x;t)’ and deterministics as specified,
then CADF = N~1 "N | CADF; are computed. (100 x @)% critical values are obtained as the 1 — a quantiles of CADF
for & = 0.01,0.05,0.1. Computations are based on 10000 replications.




Table

1c: Critical Values of Average of Individual Cross-Sectionally Augmented

Dickey-Fuller Distribution (Case III: Intercept and Trend)

k+1=1

1% (CADF)

5% (CADF)

10% (CADF)

20

30

50 70 100

200

20

30

50 70 100

200

20

30

50 70 100

200

-2.92
-2.88
-2.86
-2.87
-2.84
-2.83

-2.84
-2.79
-2.79
-2.78
-2.78
-2.76

-2.76 -2.72 -2.69
-2.73 -2.69 -2.66
-2.70 -2.69 -2.66
-2.71 -2.68 -2.65
-2.71 -2.68 -2.66
-2.71 -2.67 -2.65

-2.65
-2.62
-2.62
-2.62
-2.62
-2.61

-2.73
-2.71
-2.70
-2.70
-2.70
-2.70

-2.68
-2.66
-2.66
-2.65
-2.65
-2.65

-2.62 -2.60 -2.57
-2.61 -2.58 -2.56
-2.61 -2.59 -2.57
-2.61 -2.59 -2.56
-2.61 -2.59 -2.57
-2.61 -2.58 -2.57

-2.55
-2.54
-2.55
-2.54
-2.54
-2.54

-2.63
-2.62
-2.62
-2.63
-2.63
-2.62

-2.59
-2.58
-2.59
-2.59
-2.59
-2.59

-2.564 -2.52 -2.51
-2.55 -2.53 -2.51
-2.55 -2.53 -2.52
-2.556 -2.54 -2.51
-2.55 -2.53 -2.52
-2.556 -2.53 -2.52

-2.49
-2.49
-2.50
-2.50
-2.50
-2.50

-2.96
-2.90
-2.87
-2.87
-2.83
-2.83

-2.87
-2.81
-2.80
-2.79
-2.79
-2.77

-2.80 -2.74 -2.71
-2.74 -2.70 -2.68
-2.71 -2.69 -2.67
-2.71 -2.68 -2.65
-2.71 -2.68 -2.66
-2.71 -2.68 -2.65

-2.69
-2.64
-2.63
-2.62
-2.62
-2.61

-2.73
-2.71
-2.70
-2.71
-2.70
-2.70

-2.68
-2.66
-2.66
-2.65
-2.65
-2.65

-2.63 -2.60 -2.58
-2.61 -2.58 -2.56
-2.61 -2.59 -2.57
-2.60 -2.58 -2.56
-2.61 -2.58 -2.57
-2.61 -2.58 -2.57

-2.55
-2.54
-2.54
-2.54
-2.54
-2.54

-2.62
-2.61
-2.62
-2.62
-2.62
-2.62

-2.57
-2.57
-2.58
-2.58
-2.59
-2.59

-2.53 -2.51 -2.49
-2.53 -2.52 -2.50
-2.54 -2.52 -2.51
-2.54 -2.53 -2.51
-2.55 -2.53 -2.52
-2.556 -2.53 -2.52

-2.47
-2.48
-2.49

-2.80
-2.82
-2.82
-2.82
-2.81
-2.82

-2.71
-2.72
-2.75
-2.76
-2.76
-2.76

-2.61 -2.58 -2.56
-2.65 -2.62 -2.60
-2.67 -2.64 -2.62
-2.67 -2.65 -2.61
-2.68 -2.66 -2.63
-2.70 -2.66 -2.64

-2.53
-2.56
-2.58
-2.59
-2.59
-2.60

-2.56
-2.62
-2.65
-2.66
-2.67
-2.69

-2.50
-2.56
-2.60
-2.61
-2.62
-2.64

-2.45 -2.42 -241
-2.51 -2.49 -247
-2.55 -2.53 -2.51
-2.57 -2.55 -2.53
-2.58 -2.56 -2.54
-2.59 -2.57 -2.56

-2.38
-2.44
-2.49
-2.51
-2.52
-2.53

-2.44
-2.51
-2.55
-2.58
-2.59
-2.61

-2.39
-2.46
-2.51
-2.54
-2.55
-2.57

-2.36 -2.33 -2.33
-2.43 -241 -2.39
-2.48 -2.47 -2.45
-2.50 -2.49 -2.47
-2.52 -2.50 -2.49
-2.564 -2.52 -2.51

-2.78
-2.80
-2.81
-2.81
-2.82
-2.82

-2.68
-2.72
-2.76
-2.75
-2.76
-2.76

-2.58 -2.54 -2.51
-2.64 -2.62 -2.58
-2.68 -2.64 -2.62
-2.68 -2.66 -2.61
-2.69 -2.66 -2.63
-2.70 -2.66 -2.63

-2.47
-2.55
-2.58
-2.59
-2.60
-2.60

-2.52
-2.60
-2.64
-2.65
-2.67
-2.68

-2.46
-2.54
-2.59
-2.61
-2.62
-2.64

-2.40 -2.37 -2.35
-2.48 -2.47 -245
-2.54 -2.52 -2.50
-2.57 -2.55 -2.52
-2.58 -2.55 -2.54
-2.60 -2.57 -2.55

-2.32
-2.43
-2.48
-2.51
-2.52
-2.53

-2.39
-2.48
-2.54
-2.57
-2.59
-2.60

-2.34
-2.43
-2.51
-2.53
-2.55
-2.57

-2.29 -2.28 -2.25
-2.40 -2.38 -2.37
-2.47 -245 -2.44
-2.50 -2.48 -2.47
-2.52 -2.50 -2.48
-2.54 -2.52 -2.51

-2.60
-2.68
-2.75
-2.78
-2.80
-2.80

-2.52
-2.60
-2.69
-2.72
-2.72
-2.74

-2.39 -2.35 -2.31
-2.53 -2.50 -2.47
-2.62 -2.58 -2.57
-2.64 -2.62 -2.58
-2.67 -2.63 -2.61
-2.68 -2.65 -2.63

-2.26
-2.43
-2.52
-2.57
-2.57
-2.59

-2.35
-2.47
-2.57
-2.62
-2.64
-2.67

-2.26
-2.42
-2.53
-2.56
-2.60
-2.62

-2.19 -2.17 -2.15
-2.37 -2.35 -2.33
-2.49 -2.46 -2.44
-2.52 -2.50 -2.48
-2.55 -2.53 -2.51
-2.58 -2.56 -2.54

-2.11
-2.30
-2.43
-2.47
-2.49
-2.52

-2.21
-2.36
-2.48
-2.52
-2.55
-2.59

-2.15
-2.31
-2.45
-2.49
-2.52
-2.55

-2.09 -2.07 -2.06
-2.28 -2.26 -2.25
-2.41 -2.39 -2.37
-2.45 -2.44 -2.42
-2.49 -2.47 -2.46
-2.52 -2.50 -2.49

k+1=2

1% (CADF)

5% (CADF)

10% (CADF)

20

30

50 70 100

200

20

30

50 70 100

200

20

30

50 70 100

-3.12
-3.07
-3.06
-3.07
-3.06
-3.06

-3.02
-2.99
-2.99
-3.00
-3.00
-2.99

-2.94 -2.91 -2.86
-2.92 -2.89 -2.86
-2.93 -2.88 -2.88
-2.93 -2.89 -2.86
-2.92 -2.90 -2.88
-2.94 -2.91 -2.88

-2.82
-2.82
-2.83
-2.83
-2.83
-2.84

-2.90
-2.89
-2.89
-2.91
-2.91
-2.91

-2.85
-2.84
-2.85
-2.85
-2.86
-2.86

-2.78 -2.75 -2.73
-2.78 -2.76 -2.74
-2.81 -2.77 -2.76
-2.81 -2.79 -2.77
-2.81 -2.79 -2.77
-2.82 -2.79 -2.78

-2.70
-2.72
-2.73
-2.74
-2.75
-2.75

-2.78
-2.79
-2.80
-2.82
-2.83
-2.83

-2.74
-2.75
-2.77
-2.77
-2.79
-2.79

-2.70 -2.67 -2.65
-2.71 -2.69 -2.68
-2.74 -2.71 -2.70
-2.75 -2.72 -2.71
-2.75 -2.73 -2.71
-2.75 -2.74 -2.72

-3.09
-3.06
-3.06
-3.05
-3.06
-3.06

-2.99
-2.96
-2.96
-2.99
-2.99
-2.99

-2.90 -2.88 -2.85
-2.89 -2.88 -2.83
-2.90 -2.87 -2.86
-2.90 -2.88 -2.84
-2.91 -2.89 -2.87
-2.93 -2.90 -2.87

-2.81
-2.80
-2.82
-2.82
-2.82
-2.83

-2.83
-2.85
-2.87
-2.89
-2.90
-2.90

-2.76
-2.79
-2.82
-2.83
-2.85
-2.86

-2.72 -2.67 -2.65
-2.74 -2.71 -2.70
-2.78 -2.74 -2.73
-2.78 -2.76 -2.75
-2.80 -2.77 -2.76
-2.81 -2.78 -2.77

-2.63
-2.67
-2.71
-2.73
-2.73
-2.75

-2.69
-2.73
-2.77
-2.80
-2.81
-2.82

-2.64
-2.69
-2.73
-2.75
-2.77
-2.78

-2.60 -2.57 -2.56
-2.65 -2.63 -2.62
-2.70 -2.67 -2.67
-2.72 -2.70 -2.69
-2.73 -2.71 -2.70
-2.75 -2.73 -2.71

-2.88
-2.93
-2.96
-3.00
-3.03
-3.03

-2.74
-2.81
-2.89
-2.94
-2.96
-2.97

-2.64 -2.60 -2.56
-2.75 -2.72 -2.68
-2.83 -2.79 -2.78
-2.84 -2.83 -2.80
-2.88 -2.85 -2.83
-2.91 -2.88 -2.85

-2.52
-2.64
-2.74
-2.77
-2.79
-2.81

-2.57
-2.68
-2.78
-2.83
-2.85
-2.88

-2.49
-2.62
-2.73
-2.77
-2.81
-2.83

-2.42 -2.38 -2.37
-2.57 -2.55 -2.53
-2.70 -2.66 -2.65
-2.72 -2.71 -2.69
-2.76 -2.74 -2.71
-2.79 -2.77 -2.75

-2.34
-2.50
-2.62
-2.67
-2.70
-2.72

-2.42
-2.57
-2.68
-2.73
-2.76
-2.79

-2.36
-2.51
-2.64
-2.69
-2.72
-2.76

-2.31 -2.27 -2.26
-2.47 -246 -2.45
-2.61 -2.58 -2.57
-2.66 -2.64 -2.62
-2.69 -2.67 -2.65
-2.73 -2.71 -2.70

-2.96
-2.84
-2.94
-2.98
-3.00
-3.03

-2.80
-2.76
-2.86
-2.94
-2.94
-2.96

-2.65 -2.58 -2.50
-2.66 -2.63 -2.62
-2.81 -2.75 -2.74
-2.83 -2.81 -2.78
-2.86 -2.84 -2.82
-2.90 -2.87 -2.85

-2.42
-2.56
-2.71
-2.76
-2.78
-2.81

-2.57
-2.60
-2.73
-2.81
-2.84
-2.88

-2.45
-2.52
-2.70
-2.74
-2.79
-2.82

-2.36 -2.31 -2.27
-2.48 -2.46 -2.43
-2.65 -2.61 -2.61
-2.71 -2.68 -2.66
-2.74 -2.72 -2.70
-2.78 -2.76 -2.75

-2.22
-2.41
-2.58
-2.64
-2.68
-2.72

-2.37
-2.48
-2.63
-2.71
-2.74
-2.78

-2.29
-2.41
-2.60
-2.66
-2.71
-2.75

-2.21 -2.18 -2.15
-2.38 -2.37 -2.34
-2.57 -2.54 -2.53
-2.63 -2.61 -2.60
-2.67 -2.65 -2.64
-2.72 -2.70 -2.69

-2.68
-2.83
-2.93
-2.96
-3.02

-2.56
-2.76
-2.86
-2.91
-2.94

-2.47 -2.43 -2.40
-2.70 -2.67 -2.65
-2.77 -2.75 -2.72
-2.83 -2.81 -2.78
-2.88 -2.85 -2.83

-2.35
-2.62
-2.70
-2.74
-2.79

-2.41
-2.66
-2.75
-2.79
-2.86

-2.34
-2.59
-2.68
-2.75
-2.81

-2.29 -2.26 -2.24
-2.56 -2.52 -2.51
-2.64 -2.62 -2.60
-2.70 -2.68 -2.66
-2.76 -2.74 -2.73

-2.20
-2.48
-2.58
-2.64
-2.70

-2.28
-2.54
-2.65
-2.70
-2.77

-2.23
-2.50
-2.59
-2.66
-2.73

-2.18 -2.16 -2.14
-2.46 -2.44 -2.43
-2.56 -2.55 -2.53
-2.62 -2.61 -2.59
-2.70 -2.68 -2.67

265




(Continued)

k+1=3

1% (CADF)

5% (CADF)

10% (CADF)

p|(TN)| 20 30 50 70 100 50 70 100 100 200
20| -3.26 -3.15 -3.09 -3.04 -3.00 289 -2.86 -2.84 275 2.3
30|-3.25 -3.15 -3.07 -3.03 -3.02 2.93 -2.90 -2.88 2.81 -2.79

0| 50(-3.23 -3.16 -3.09 -3.06 -3.03 -2.96 -2.94 -2.92 -2.86 -2.84
70 |-3.25 -3.17 -3.10 -3.06 -3.04 2.98 -2.95 -2.93 2.88 -2.86
100 |-3.25 -3.17 -3.11 -3.08 -3.06 -2.99 -2.96 -2.95 -2.89 -2.88
200 | -3.25 -3.18 -3.12 -3.08 -3.06 3.00 -2.97 -2.96 2.91 -2.89
20| 3.18 3.06 2.07 2.8 -2.87 271 2.68 -2.66 255 2.52
30|-3.16 -3.08 -3.00 -2.95 -2.93 -2.82 -2.78 -2.77 -2.68 -2.67

1| 50|-3.21 -3.11 -3.04 -3.01 -2.99 2.90 -2.87 -2.86 279 -2.77
70 [-3.21 -3.14 -3.07 -3.03 -3.01 -2.94 -2.91 -2.89 -2.83 -2.82
100 [-3.24 -3.15 -3.09 -3.05 -3.03 2.96 -2.93 -2.92 2.86 -2.85
200 |-3.25 -3.17 -3.12 -3.08 -3.05 -2.99 -2.96 -2.95 -2.89 -2.87
20| 3.43 3.7 2.02 2.82 2.75 251 245 241 225 2.21
30(-2.92 -2.86 -2.76 -2.71 -2.69 -2.55 -2.53 -2.51 -2.42 -2.40

2| 50(-3.09 -3.00 -2.93 -2.90 -2.87 2.77 -2.75 -2.73 -2.65 -2.64
70 |-3.14 -3.06 -3.00 -2.95 -2.93 2.85 -2.82 -2.81 274 -2.72
100 |-3.18 -3.10 -3.04 -3.00 -2.98 -2.90 -2.88 -2.86 -2.80 -2.78
200 | -3.23 -3.14 -3.08 -3.04 -3.02 2.96 -2.93 -2.92 2.86 -2.85
20 - - - - - - - - - -
30|-2.81 -2.70 -2.59 -2.54 -2.50 2.37 -2.34 -2.31 2.21 -2.20

3| 50(-3.00 -2.92 -2.85 -2.83 -2.80 -2.69 -2.66 -2.64 -2.56 -2.55
70 |-3.09 -3.03 -2.95 -2.91 -2.88 2.80 -2.77 -2.76 2.68 -2.67
100 |-3.16 -3.07 -3.02 -2.97 -2.96 -2.87 -2.84 -2.83 -2.76 -2.75
200 | -3.21 -3.14 -3.07 -3.03 -3.01 2.95 -2.92 -2.90 2.85 -2.83
20 - - - - - - - - - -
30|-2.63 -2.47 -2.34 -2.28 -2.21 -2.10 -2.06 -2.02 -1.92 -1.89

4| 50|-2.86 -2.79 -2.71 -2.69 -2.66 254 -2.52 -2.49 241 -2.39
70 [-2.99 -2.93 -2.87 -2.83 -2.79 -2.70 -2.67 -2.66 -2.58 -2.57
100 |-3.10 -3.02 -2.95 -2.92 -2.91 2.81 -2.79 -2.77 2.70 -2.68
200 |-3.19 -3.11 -3.05 -3.01 -2.98 -2.92 -2.89 -2.88 -2.81 -2.80

E+ri=4
1% (CADF) 5% (CADF) 10% (CADF)

p| (TN)| 20 30 50 70 100 50 70 100 100 200
20| -3.39 3.20 -3.19 -3.13 -3.00 2907 -2.04 2.02 282 -2.80
30|-3.38 -3.26 -3.20 -3.16 -3.14 3.04 -3.01 -3.00 2.91 -2.89

0| 50(-3.39 -3.31 -3.25 -3.20 -3.18 -3.11 -3.07 -3.06 -2.99 -2.98
70 |-3.41 -3.32 -3.25 -3.24 -3.19 3.13 -3.10 -3.09 -3.02 -3.01
100 |-3.41 -3.33 -3.28 -3.24 -3.22 -3.15 -3.12 -3.10 -3.04 -3.03
200 | -3.43 -3.34 -3.30 -3.26 -3.23 317 -3.14 -3.13 -3.07 -3.05
20| 3.43 3.26 3.00 2.09 -2.03 274 2.68 2.6 251 -2.48
30|-3.23 -3.13 -3.03 -3.00 -2.97 -2.84 -2.81 -2.79 -2.70 -2.68

1| 50(-3.31 -3.22 -3.17 -3.12 -3.09 3.00 -2.98 -2.96 2.89 -2.87
70 |-3.34 -3.26 -3.21 -3.18 -3.14 -3.06 -3.03 -3.02 -2.95 -2.94
100 |-3.37 -3.29 -3.23 -3.20 -3.18 3.10 -3.08 -3.05 2.99 -2.98
200 | -3.42 -3.34 -3.27 -3.24 -3.22 -3.15 -3.13 -3.10 -3.05 -3.03
20 - - - - - - - - - -
30|-2.92 -2.77 -2.67 -2.62 -2.60 245 243 -2.41 2.31 -2.29

2|  50(-3.17 -3.06 -2.99 -2.96 -2.92 -2.83 -2.80 -2.78 -2.70 -2.68
70 |-3.24 -3.16 -3.09 -3.07 -3.03 2.94 -2.91 -2.90 2.83 -2.81
100 |-3.30 -3.23 -3.16 -3.13 -3.10 -3.02 -3.00 -2.97 -2.91 -2.90
200 | -3.37 -3.29 -3.24 -3.20 -3.18 311 -3.09 -3.07 -3.01 -2.99
20 - - - - - - - - - -
30|-2.85 -2.75 -2.53 -2.45 -2.36 2,22 -2.18 -2.14 -2.02 -1.99

3| 50|-3.04 -2.94 -2.86 -2.83 -2.79 2.68 -2.66 -2.64 2.55 -2.53
70 |-3.16 -3.11 -3.02 -2.99 -2.95 -2.86 -2.84 -2.81 2,74 -2.72
100 [-3.26 -3.19 -3.12 -3.09 -3.06 2.97 -2.95 -2.93 2.86 -2.85
200 |-3.34 -3.28 -3.22 -3.19 -3.16 -3.09 -3.06 -3.05 -2.98 -2.97
20 - - - - - - - - - -
30 - - - - - - - - - -

4| 50|-2.83 -2.72 -2.66 -2.62 -2.58 247 -2.44 -2.42 2.33 -2.30
70 |-3.06 -2.97 -2.89 -2.85 -2.82 -2.73 -2.70 -2.68 -2.60 -2.58
100 |-3.18 -3.11 -3.05 -3.00 -2.99 2.89 -2.86 -2.84 277 -2.76
200 |-3.32 -3.24 -3.18 -3.15 -3.12 -3.05 -3.03 -3.01 -2.94 -2.93

Notes: The critical values are obtained by stochastic simulation. The data generating process is y;+ = yit—1 + ft +u;+ with
ft ~ iidN(0,1), uj; ~ #%dN(0,1), with y;0 = 0, and the j** element of the k x 1 vector of additional regressors, x;¢, are
generated as xjj; = ®iji—1 + fj¢ + vije, with fjz ~ 4dN(0,1), vy ~ itdN(0,1) and x50 =0, ¢ =1,2,...,N; j =1,2,..., k;
t = —p,...,T. Based on these data, CADF;, which is the t-ratio of coefficient on y;+—1 of regression of Ay;; on y;¢—1,

W;typ = (Zy_1; AZL, AZy_ 4, AZy ) Ay -1, AYit—p) With Zp = N1 Eﬁil(yit,x;t)’ and deterministics as specified,
then CADF = N~1 "N | CADF; are computed. (100 x @)% critical values are obtained as the 1 — a quantiles of CADF
for & = 0.01,0.05,0.1. Computations are based on 10000 replications.




Table 2: Size and Power of Panel Unit Root Tests with Two Factors (m = 2),

Serially Correlated Av;,:, Intercept Only Case

Size: p,=p=1 Power: p, ~ idU[0.90,0.99]
(T,N) 20 30 50 70 100 200 20 30 50 70 100 200
IPS(p) p=0 p=0

20 | 31.85 33.35 3990 41.65 42.65 44.95 | 37.65  38.75 46.55 49.40 49.15 55.50

30 | 31.70 34.30 40.50 41.60 44.95 47.65 | 39.35  47.50 51.65 54.00 57.75 59.00

50 | 34.10 36.95 39.95 42.65 45.95 48.40 [ 51.10 56.60 59.20 64.35 65.90 69.05

70 | 35.30 36.50 42,10 41.25 46.65 46.20 | 59.20  67.75 70.75 73.45 74.70 76.50

100 | 32.90 35.85 41.05 41.80 45.40 47.55 | 71.75  78.20 82.60 84.55 85.60 87.45

200 | 32.30 35.70 40.35 42.35 44.50 47.60 | 94.25 97.50 98.15 98.75 98.90 99.25

CIPS(p) p=20 p=20

20 | 4.75 4.85 4.35 4.95 5.00 5.55 4.15 5.00 4.70 4.85 4.95 5.55

30 | 5.00 4.85 4.75 4.50 5.15 5.10 5.95 7.05 6.90 6.35 6.15 6.35

50 | 5.05 4.10 4.70 5.75 4.90 4.30 | 11.70  15.70 18.70 19.75 16.25 24.60

70 | 4.65 4.85 5.10 5.25 4.05 4.40 | 20.90 37.70 44.35 47.80 47.60 65.65

100 | 4.45 4.95 4.15 4.85 5.75 4.85 | 48.00 77.05 87.40 91.80 94.60 99.40

200 | 4.55 5.25 5.35 4.70 5.30 4.55 | 99.90 100.00 100.00 100.00 100.00 100.00
P,

20 | 9.05 9.45 9.20 11.55 14.15 20.30 | 17.75  29.00 37.65 44.80 52.75 72.90

30 | 6.85 7.30 8.90 8.60 9.60 14.00 | 28.70  50.35 61.90 69.20 73.25 80.05

50 | 7.70 7.90 8.00 7.05 7.70 8.45 | 51.50  81.25 84.60 83.30 85.60 89.55

70 | 7.65 6.45 7.10 6.20 6.45 7.90 | 70.75  93.55 92.00 90.85 93.30 93.55

100 | 6.50 7.95 7.50 6.05 6.55 5.90 | 82.45 98.30 97.10 95.10 96.25 97.70

200 | 8.05 6.05 6.35 6.35 4.65 5.10 | 96.30 100.00  99.80 99.30 99.65 99.85
PMSB

20 | 2.20 2.85 1.85 2.80 3.70 5.30 4.20 7.85 6.90 9.25 12.45 24.55

30 | 3.00 2.65 2.55 2.50 2.70 4.25 | 10.00  20.80 28.35 34.95 43.10 61.15

50 | 4.50 4.20 3.60 2.80 3.05 2.70 | 30.25  60.70 68.85 71.90 74.95 82.60

70 | 4.50 4.30 4.50 3.15 3.15 3.05 | 50.80  84.20 85.05 85.25 86.95 88.40

100 | 5.00 5.50 4.50 3.35 3.85 3.60 | 69.55  95.00 93.80 91.95 93.00 95.75

200 | 6.50 4.55 4.80 5.40 3.40 3.35 | 92.85 100.00  99.40 98.75 99.40 99.25
t

20 | 15.80 13.80 19.15 21.00 25.65 31.05 | 69.75  87.70 89.40 89.10 89.30 93.00

30 | 13.056 1220 15.80 16.20 19.15 28.00 | 78.00  94.90 94.35 93.60 93.10 95.75

50 | 9.70 8.35 12.00 13.00 13.50 21.30 | 86.40  98.75 98.10 96.15 97.60 98.00

70 | 9.05 7.30 10.15 10.75 12.65 17.25 [ 93.00  99.85 99.20 98.30 99.30 99.45

100 | 9.75 7.70 10.25 885 10.60 13.35 | 96.35 100.00  99.75 99.75 99.60 99.80

200 | 9.70 7.05 7.65 6.80 7.40 8.70 | 99.70 100.00 100.00 100.00 100.00 100.00

Notes: y;¢ is generated as yi = (1 — p;); + p;¥it—1 + Vi1 fie +Viafor +€it, 0= 1,2,..., N; t = =49, ..., T with y; _50 = 0,
where p; = p = 1 for size and p; ~ 4dU[0.90,0.99] for power; o; ~ itdN(1,1); fj; = Prjfrit—1+ @i, @it ~ #dN(0,1)
with fj,—50 = 0 and py; = 0 for j = 1,25 it = p;e€it—1 + Gy Cip ~ #dN (0, 012) with €;,_50 = 0 and p;. = p, = 0,
o7 ~ #dU[0.5,1.5]. ;¢ is generated as wije = py; + Vijar f1¢ + Vijea St + Vijwt, 1 = 1,2, N; j = 1,2, t = —49,..,T
with @;5,_50 = 0, where p;; ~ #idN(1,1); Vijot = Vijut—1 + ijoat, Cijust = PijugCijvw,t—1 + Qijs Qije ~ 11dN(0,1)
with vijz,—50 = 0, €ijuz,—50 = 0, and p,j,, ~ iidU[0.2,0.4]. The factor loadings are generated as v,;; ~ idU[L,3],
Yig ~ @6dU[0,2], v;;51 ~ 4dU[0, 2], ¥;;,0 ~ #dU[1, 3], so that the rank condition (9) is satisfied. ai, v;1, Yi2s Pfj» Pis Hijs
Yijo1s Vijwe and p;;,, are drawn once and fixed over all replications. The IPS(p) test is the Im et al. (2003) panel unit
root test with lag-augmentation of order p. The CIPS(p) test is the proposed panel unit root test, defined by (35), based
on cross section augmentation using y;t, 1+ and , x40+ (k = 2) with lag-augmentation of order p. The P, and PMSB tests
are the Bai and Ng (2007) pooled panel unit root tests for the idiosyncratic errors. The t; test is the Moon and Perron
(2004) panel unit root test for the idiosyncratic errors. The P,, PMSB, and t} tests are based on two extracted factors
from the y;; series using principal components, and they adopt automatic lag-order selection for the estimation of long-run
variances following Andrews and Monahan (1992). All tests are conducted at the 5% significance level, and the CIPS(p)
test is based on critical values for different p and k. All experiments are based on 2000 replications.



Table 3: Size and Power of Panel Unit Root Tests with Two Factors (m = 2),
Positively Serially Correlated ¢;; and Awv;,;, Intercept Only Case

Size: p,=p=1

Power: p, ~ #dU[0.90,0.99]

(T,N) 20 30 50 70 100 200 20 30 50 70 100 200
IPS(p) p=1 p=1
20 | 27.50 2940 35.10 38.00 38.60 42.85 33.80 37.20 43.70 47.15 48.10 52.60
30 | 29.30 29.20 35.95 37.35 43.10 45.80 38.70 43.35 51.10 53.35 56.50 62.10
50 | 27.35 30.15 35.35 36.95 43.55 42.95 49.15 54.70 61.50 63.10 66.10 69.75
70 | 28.60 30.05 33.90 38.45 42.60 46.50 57.65 65.50 68.55 73.30 75.80 78.75
100 | 26.90 30.00 38.45 38.85 40.25 45.95 67.95 77.90 81.05 83.65 84.70 87.65
200 | 28.85 29.85 36.90 38.40 40.25 44.90 95.35 97.40 98.20 98.70 99.00 99.00
CIPS(p) p=1 p=1
20 4.50 3.85 3.50 2.65 3.40 2.60 4.50 4.50 5.15 4.20 4.05 5.05
30 5.35 3.40 3.40 2.65 3.75 2.90 6.65 5.55 6.25 6.60 5.90 7.05
50 4.10 4.05 3.70 3.55 3.40 3.80 9.30 12.60 16.35 15.55 13.70 19.30
70 4.75 4.95 4.65 4.30 4.35 4.00 18.95 27.15 34.15 34.40 33.55 46.95
100 4.70 5.25 3.85 4.70 4.70 5.15 40.50 61.45 73.80 77.45 81.90 92.60
200 5.10 5.25 4.60 3.90 4.35 4.60 98.70  100.00 100.00 100.00 100.00 100.00
P,
20 7.05 7.20 9.45 13.35 14.45 23.00 17.15 24.90 37.95 46.15 57.95 79.15
30 6.75 5.50 7.15 8.15 10.75 15.05 31.10 50.20 67.95 74.70 82.25 89.70
50 6.80 6.40 5.90 5.75 7.60 9.15 58.70 86.75 91.55 92.55 94.50 96.90
70 7.35 7.15 6.00 5.60 6.70 7.80 78.50 97.25 97.55 97.75 97.85 98.65
100 6.25 6.50 5.75 5.80 6.10 7.10 92.25 99.85 98.70 99.15 99.25 99.65
200 7.30 6.50 5.55 5.30 5.00 6.25 99.25 100.00 99.95 100.00 100.00 100.00
PMSB
20 0.10 0.10 0.00 0.05 0.25 0.60 0.05 0.10 0.05 0.05 0.05 0.50
30 0.00 0.00 0.00 0.00 0.05 0.20 0.10 0.50 0.30 0.55 1.05 1.20
50 0.10 0.00 0.00 0.00 0.00 0.00 0.75 4.50 8.20 12.00 24.05 48.80
70 0.05 0.00 0.00 0.00 0.00 0.00 4.40 20.45 38.50 46.25 65.60 80.15
100 0.00 0.00 0.00 0.00 0.00 0.00 16.95 59.95 76.70 82.50 88.25 91.00
200 0.00 0.00 0.00 0.00 0.00 0.00 78.45 99.25 99.05 99.35 99.50 99.70
th
20 | 12.70  11.10 15.65 14.10 20.15 25.40 75.75 92.20 93.75 94.25 96.35 97.80
30 9.30 8.25 12.60 11.70 15.00 21.55 85.70 97.75 98.05 97.15 98.05 99.00
50 7.90 6.40 8.85 9.15 11.20 16.15 93.10 99.75 99.65 99.30 99.65 99.85
70 8.00 6.80 8.30 8.30 10.30 13.35 97.65 100.00 99.90 99.90 99.75 99.90
100 7.60 6.60 8.20 7.65 6.95 10.65 99.30 100.00 99.95 99.95 100.00 100.00
200 7.60 7.05 6.60 7.05 6.10 7.65 | 100.00 100.00 100.00 100.00 100.00 100.00

Notes: See notes to Table 2. The data generating process is the same as the one for Table 2, except p;, ~ dU[0.2,0.4].




Table 4: Size and Power of Panel Unit Root Tests with Two Factors (m = 2),
Negatively Serially Correlated ¢;; and Positively Serially Correlated Av;;;, Intercept

Only Case
Size: p,=p=1 Power: p, ~ idU[0.90, 0.99]
(T,N) 20 30 50 70 100 200 20 30 50 70 100 200
IPS(p) p=1 p=1
20 | 31.20 34.85 40.10 42.30 40.60 45.75 | 37.20 40.50 45.30 49.20 49.85 52.40
30 | 33.65 35.40 39.70 40.95 45.75 47.95 | 41.00 45.30 51.90 52.80 55.50 60.00
50 | 30.75 36.05 39.80 41.40 46.20 44.20 | 48.60 53.80 59.60 61.15 63.25 65.75
70 | 32.85 3585 37.60 41.85 44.75 48.55 | 56.40 62.40 65.70 70.00 72.55 74.40
100 | 31.35 35.00 41.65 42.80 42.25 47.05 | 65.15 74.50 76.75 79.40 80.85 84.15
200 | 34.20 35.60 40.80 42.60 42.50 46.45 | 92.60 95.40 96.80 97.25 98.15 98.05
CIPS(p) p=1 p=1
20 6.25 6.45 6.40 6.15 6.35 6.75 4.40 4.65 5.65 4.70 4.10 3.65
30 6.25 4.55 5.25 5.70 5.70 5.50 4.50 4.15 4.40 4.25 3.65 4.30
50 5.00 5.00 5.80 5.35 5.20 5.75 7.20 11.30 13.05 10.75 8.70 13.00
70 4.85 5.35 5.50 5.30 5.30 5.40 | 18.65 31.75 38.15 39.65 35.20 58.90
100 4.20 5.75 4.55 4.95 5.85 6.10 | 48.60 77.95 87.95 92.00 93.55 99.15
200 4.70 5.35 5.30 4.05 4.60 5.00 | 99.95 100.00 100.00 100.00 100.00 100.00
Py,
20 | 11.70 10.80 13.40 16.15 17.50 28.90 | 22.60 36.15 43.85 48.85 54.30 67.50
30 | 10.50 9.05 10.60 10.70 12.65 18.05 | 31.10 51.35 57.80 61.45 65.20 69.25
50 8.40 9.35 8.55 8.25 10.55 12.30 | 45.15 77.30 72.65 73.00 75.70 77.30
70 9.00 9.40 7.70 7.90 8.45 10.70 | 58.70 87.45 81.45 79.15 82.00 83.55
100 7.90 8.30 8.35 7.20 8.25 8.70 | 71.15 94.35 88.40 88.30 87.30 87.80
200 8.10 7.15 6.45 6.05 6.35 7.30 | 90.30 99.50 98.00 97.35 97.35 97.85
PMSB
20 | 25.80 28.00 37.10 45.20 52.20 77.20 | 31.85 50.90 57.55 59.70 63.75 74.85
30 | 32,50 3540 50.80 59.00 69.45 91.05 | 46.90 72.15 72.90 74.35 75.25 78.35
50 | 38.85 4845 61.20 71.80 80.40 97.20 | 64.65 91.05 83.10 83.85 83.10 84.80
70 | 43.75 52.80 66.95 75.40 84.70 97.85 | 74.75 95.40 89.65 87.85 87.90 89.75
100 | 48.40 54.65 69.00 80.05 86.25 99.05 | 83.35 98.30 93.55 92.50 92.90 92.25
200 | 4945 59.20 74.25 82.30 89.60 98.85 | 95.056 100.00 99.25 99.00 99.10 98.95
t
20 | 17.60 16.90 22,55 22.50 30.45 37.45 | 65.45 83.90 83.00 81.45 84.60 86.95
30 | 13.60 13.95 19.90 19.15 24.65 34.10 | 69.60 90.65 87.75 85.60 88.00 89.00
50 | 11.15 10.50 15.40 15.60 18.85 26.40 | 78.95 96.05 92.75 90.90 93.45 93.40
70 | 10.10 9.15 11.80 12.70 17.05 20.85 | 85.10 98.25 96.25 95.25 94.75 95.60
100 9.50 9.06 11.25 10.70 11.75 18.20 | 90.95 99.55 98.25 97.40 97.55 98.15
200 8.45 8.10 7.20 8.30 8.60 10.40 | 98.45 100.00 99.95 99.90 99.90 99.75

Notes: See notes to Table 2. The data generating process is the same as the one for Table 2, except p;, ~ 14dU[—0.2, —0.4].




Table 5: Size of Panel Unit Root Tests with Two Factors (m = 2), Serially Corre-
lated f; and Av;,:, Intercept Only Case
(T,N) 20 30 50 70 100 200 20 30 50 70 100 200
IPS(p) p=0 p=1
20 | 17.85 18.75 22.15 2440 2590 28.95 | 31.30 34.60 39.40 42.25 41.15 44.90
30 | 1825 1790 22.20 24.10 26.60 29.35 | 33.10 34.90 40.40 40.75 46.15 47.90
50 | 15.35 1895 2220 19.75 2495 2545 | 30.50 35.90 39.45 4040 46.10 44.10
70 | 16.70 17.05 20.55 21.85 24.80 27.55 | 33.00 34.90 37.75 41.30 44.30 47.75
100 | 14.70 16.45 23.35 22.55 2295 2740 | 31.35 34.80 41.60 42.40 41.85 47.25
200 | 16.50 17.40 21.60 21.70 23.75 26.20 | 33.95 34.95 40.80 42.35 42.10 45.60
CIPS(p) p=0 p=1
20 | 1270 13.75 14.35 16.95 17.75 20.10 | 10.35 11.30 10.60 11.05 12.05 13.80
30 | 10.60 9.20 11.20 11.55 13.40 14.00 8.90 7.90 8.95 9.95 10.15 10.40
50 8.25 8.10 9.85 9.75 10.50 11.45 7.10 6.65 8.25 8.00 8.05 8.45
70 7.25 7.70 8.35 8.60 9.75 8.35 6.60 7.10 7.75 6.60 8.00 6.40
100 5.20 7.30 6.35 7.50 8.15 8.60 5.55 6.75 5.35 6.10 7.40 7.80
200 5.50 5.90 6.65 4.75 5.45 6.05 5.60 6.00 5.80 4.95 5.15 5.65
P,
20 - - - - - - | 11.65 10.45 14.45 18.50 20.55 30.30
30 - - - - - - 8.75 7.35 1030 11.25 15.35 20.40
50 - - - - - - 7.65 7.80 8.20 7.15 10.30 12.75
70 - - - - - - 8.35 8.60 7.05 7.20 8.50 10.35
100 - - - - - - 7.10 7.30 6.50 6.50 6.85 8.85
200 - - - - - - 7.35 7.10 6.10 5.10 5.45 6.50
PMSB
20 - - - - - - 5.45 4.80 7.10 7.60 9.50 14.60
30 - - - - - - 4.80 3.75 4.95 5.60 8.20 10.55
50 - - - - - - 5.50 5.10 4.55 4.45 6.10 7.15
70 - - - - - - 5.70 5.20 4.65 5.35 5.00 6.50
100 - - - - - - 6.10 4.60 4.90 5.60 4.40 5.15
200 - - - - - - 5.75 5.00 4.55 4.45 4.60 5.40
ty
20 - - - - - -1 16.50 15.55 20.50 19.95 26.70 31.65
30 - - - - - - | 1230 1240 16.80 15.60 20.10 27.70
50 - - - - - - 9.55 8.25 12.65 12.60 14.60 20.20
70 - - - - - - 8.40 7.75 8.70 9.90 12.65 14.30
100 - - - - - - 7.90 7.30 8.65 8.30 7.75 11.85
200 - - - - - - 7.70 7.25 6.50 7.00 6.30 7.35

Notes: See notes to Table 2. The data generating process is the same as the one for Table 2, except p; = p = 1 and
pf1 = pg2 = 0.3. The B, PMSB, and t; tests adopt automatic lag-order selection for the estimation of long-run
variances, which explains the empty boxes in the above table.



Table 6: Power of Panel Unit Root Tests with Two Factors (m = 2), Serially
Correlated f; and Av;,:, Intercept Only Case

(T,N) 20 30 50 70 100 200 20 30 50 70 100 200

IPS(p) p=0 p=1

20 19.85 20.10 25.30 28.50 30.70 33.60 | 36.70 40.45 45.30 48.90 50.80 52.60
30 20.00 22.45 26.45 29.35 31.95 36.50 | 41.25 44.60 51.90 52.25 54.70 59.35
50 22.60 27.20 31.50 33.40 34.15 37.75 | 47.65 53.90 58.60 60.15 62.35 66.20
70 26.90 29.95 37.00 41.50 41.25 46.90 | 55.10 60.25 64.80 69.40 71.15 73.35
100 30.30 41.15 45.30 49.20 50.35 55.65 | 63.30 71.95 75.35 78.05 79.90 82.90
200 62.55 74.75 79.90 83.15 82.85 86.00 | 91.15 94.60 96.45 96.75 98.00 97.75

CIPS(p) p=0 p=1

20 9.80 10.85 13.20 14.15 13.05 14.00 8.10 8.10 9.35 8.35 8.30 8.95
30 8.80 8.85 10.10 11.65 11.35 12.15 6.95 6.70 7.90 7.15 7.45 8.05
50 11.80 17.90 23.15 21.90 19.30 27.75 9.05 13.55 16.05 15.15 11.80 17.35
70 23.10 41.95 48.65 56.45 54.15 76.90 | 19.75 33.15 39.60 41.25 37.50 59.20
100 54.45 85.20 92.90 96.20 96.95 99.70 | 49.05 7775 87.20 91.25 93.20 99.05
200 | 100.00 100.00 100.00 100.00 100.00 100.00 | 99.90 100.00 100.00 100.00 100.00 100.00

P,
20 - - - - - - | 15.80 22.50 29.65 35.10 42.15 58.30
30 - - - - - - | 22.50 39.60 49.60 53.50 59.00 65.15
50 - - - - - - | 38.95 71.25 69.20 68.90 72.20 75.80
70 - - - - - - | 55.40 84.60 79.40 77.85 79.90 82.40
100 - - - - - - | 69.50 93.35 87.80 87.50 86.30 87.60
200 - - - - - - | 89.85 99.45 98.05 97.30 97.15 97.85

PMSB
20 - - - - - - 4.55 6.25 8.60 10.70 14.40 24.50
30 - - - - - - 8.40 16.55 21.70 27.35 33.90 46.80
50 - - - - - - | 20.35 48.65 52.15 53.95 58.70 66.55
70 - - - - - - | 34.80 70.90 67.60 66.85 71.10 74.70
100 - - - - - - | 49.80 88.75 79.50 79.30 80.50 80.95
200 - - - - - - | 81.05 99.20 96.10 94.85 95.60 95.65

tp
20 - - - - - - | 63.30 80.25 80.45 79.35 81.40 85.35
30 - - - - - - | 66.70 88.85 86.10 84.15 85.85 87.95
50 - - - - - - | 77.50 95.15 91.55 89.55 92.20 92.70
70 - - - - - - | 84.15 97.60 95.55 94.70 94.20 95.00
100 - - - - - -1 90.05 99.40 98.20 96.95 97.15 98.05
200 - - - - - - | 98.15 100.00 99.95 99.90 99.80 99.75

Notes: See notes to Table 2. The data generating process is the same as the one for Table 2, except p; ~ dU[0.90,0.99]
and py; = pyg = 0.3. The B, PMSB, and t; tests adopt automatic lag-order selection for the estimation of long-run
variances, which explains the empty boxes in the above table.



Table 7: Size of Panel Unit Root Tests, Supposing Three Factors Exist when
There are Actually Two Factors (m = 2), Serially Correlated Av;,;, Intercept Only

Case
(T,N) 20 30 50 70 100 200 20 30 50 70 100 200
IPS(p) p=0 p=1
20 30.80 33.75 38.50 41.25 44.00 46.35 | 29.70 32.50 37.35 40.85 43.55 46.85
30 30.85 34.40 39.45 43.35 44.45 47.95 | 31.45 35.80 38.70 42.00 43.60 48.30
50 30.75 33.95 4230 42.40 43.25 48.05 | 30.15 34.00 41.75 42.40 43.35 48.20
70 33.60 3790 40.60 43.05 43.70 47.50 | 33.80 37.25 41.35 43.45 43.70 47.65
100 31.75 36.40 38.15 44.25 46.60 47.15 | 32.75 35.65 38.35 44.55 45.70 45.95
200 33.90 37.10 39.20 43.80 44.35 49.00 | 33.25 36.40 39.85 44.55 44.40 48.95
CIPS(p) p=20 p=1
20 8.65 8.60 10.10 9.30 8.75 10.50 7.10 8.30 8.45 7.75 7.30 6.70
30 7.40 7.90 6.95 8.25 8.20 9.95 7.60 6.35 6.80 7.15 7.35 8.15
50 5.25 7.35 7.25 6.95 7.35 7.30 5.05 6.85 6.25 5.90 5.80 6.40
70 6.85 6.75 7.90 5.95 6.70 6.55 5.65 6.75 8.05 5.75 5.90 6.35
100 5.85 4.80 5.60 6.30 6.45 6.85 4.85 4.40 5.35 5.80 5.70 6.30
200 5.10 5.40 5.45 6.15 6.15 5.90 4.85 5.00 5.00 5.55 5.65 5.65
P,
20 - - - - - - 8.80 9.65 10.40 11.15 14.55 20.95
30 - - - - - - 8.55 8.35 9.00 8.80 10.90 14.10
50 - - - - - - 8.05 6.15 6.50 7.10 7.50 9.40
70 - - - - - - 8.60 7.80 7.00 6.25 6.35 7.15
100 - - - - - - 7.85 7.55 5.75 5.85 6.10 6.30
200 - - - - - - 8.45 7.30 6.10 7.35 5.15 5.80
PMSB
20 - - - - - - 10.15 7.35 6.65 6.85 9.10 9.90
30 - - - - - - 9.20 8.85 6.90 6.90 7.45 8.20
50 - - - - - - 9.35 7.45 6.55 6.05 5.30 6.65
70 - - - - - - 9.75 8.20 6.45 5.70 6.05 4.75
100 - - - - - - 9.50 8.00 6.05 5.65 5.40 4.55
200 - - - - - - 10.20 8.25 6.95 6.45 4.95 4.70
th
20 - - - - - - 31.60 35.60 38.80 46.15 47.75 51.45
30 - - - - - - 30.75 36.15 36.70 44.05 46.55 50.05
50 - - - - - - 31.20 34.80 38.35 42.40 47.55 51.75
70 - - - - - - 28.85 32.20 35.95 40.00 43.80 50.05
100 - - - - - - 26.85 29.35 34.05 40.10 42.20 50.15
200 - - - - - - 22.00 2480 29.15 37.00 39.35 46.95

Notes: See notes to Table 2. The data generating process is the same as the one for Table 2, except ;5 = 75 = 0 and
Viz1 = Vo1 = 0. The CIPS test is based on cross section augmentation using y;; and z;;. The P,, PMSB, and t} tests
are based on three extracted factors from the y;; series using principal components. These tests adopt automatic lag-order
selection for the estimation of long-run variances, which explains the empty boxes in the above table.



Table 8: Power of Panel Unit Root Tests, Supposing Three Factors Exist when
There are Actually Two Factors (m = 2), Serially Correlated Av;;;, Intercept Only

Case
(T,N) 20 30 50 70 100 200 20 30 50 70 100 200
IPS(p) p=0 p=1
20 37.00 39.85 46.55 48.25 52.50 54.25 36.00 40.35 46.75 46.60 51.80 53.90
30 41.30 46.45 52.00 54.50 57.75 61.30 39.10 45.60 51.85 53.85 56.50 61.60
50 48.70 55.45 65.55 62.65 65.40 68.65 47.60 55.65 64.25 61.90 64.65 68.70
70 59.35 66.75 72.70 73.60 74.20 78.25 59.25 65.60 72.70 72.70 72.50 77.60
100 69.95 77.95 82.50 83.45 85.50 87.70 69.15 76.95 82.20 82.35 84.30 86.95
200 95.20 97.55 98.55 98.30 98.85 99.70 94.60 97.00 98.35 97.75 98.25 99.30
CIPS(p) p=0 p=1
20 9.35 9.25 9.65 9.70 9.05 11.50 7.65 8.80 7.55 7.80 7.00 7.30
30 8.70 9.70 7.65 10.10 9.00 11.95 7.40 7.65 7.20 7.25 7.90 9.25
50 10.90 14.05 14.45 16.40 17.55 21.40 9.65 12.15 10.55 12.80 12.65 15.35
70 20.55 26.00 32.10 32.30 35.80 46.30 14.95 21.00 25.30 24.60 25.75 33.90
100 41.00 55.35 74.15 78.55 85.00 94.10 35.45 47.30 63.10 66.90 74.35 87.00
200 99.00 100.00 100.00 100.00 100.00 100.00 98.15 99.80 100.00 100.00 100.00 100.00
P,
20 - - - - - - 18.90 23.90 35.50 40.15 55.30 77.40
30 - - - - - - 31.35 39.90 61.50 65.50 76.35 91.05
50 - - - - - - 58.10 70.65 85.55 87.95 92.15 98.30
70 - - - - - - 77.80 83.75 94.45 92.90 96.85 99.00
100 - - - - - - 91.20 92.90 97.45 97.60 99.20 99.85
200 - - - - - - 99.40 99.15 99.95 99.95 100.00 100.00
PMSB
20 - - - - - - 15.85 15.15 18.70 20.60 28.25 48.85
30 - - - - - - 25.85 29.40 44.35 46.50 58.50 81.05
50 - - - - - - 52.15 60.50 78.80 82.50 88.20 97.15
70 - - - - - - 72.00 79.15 91.65 90.65 95.70 99.00
100 - - - - - - 86.95 91.05 96.20 96.90 98.95 99.95
200 - - - - - - 99.35 99.15 99.95 99.90 100.00 100.00
th
20 - - - - - - 84.65 87.95 92.30 92.45 95.15 96.05
30 - - - - - - 90.90 91.95 95.95 95.20 97.05 98.70
50 - - - - - - 96.05 96.55 98.95 98.70 99.30 99.55
70 - - - - - - 98.65 98.70 99.75 99.35 99.75 99.90
100 - - - - - - 99.85 99.50 100.00 99.95 100.00 100.00
200 - - - - - - 100.00 100.00 100.00 100.00 100.00 100.00

Notes: See notes to Table 2. The data generating process is the same as the one for Table 2, except v, = 75 = 0 and
Viz1 = Yz1 = 0. The CIPS test is based on cross section augmentation using y;¢ and x;. The Py, PMSB, and t} tests
are based on three extracted factors from the y;; series using principal components. These tests adopt automatic lag-order
selection for the estimation of long-run variances, which explains the empty boxes in the above table.




Table 9: Size of Panel Unit Root Tests, Supposing Three Factors Exist when
There are Actually Two Factors (m = 2), Serially Correlated Av;;;, Intercept Only
Case. For the Py, PMSB, and t; tests the Number of Factors is Estimated.

(T,N) 20 30 50 70 100 200 20 30 50 70 100 200
IPS(p) p=0 p=1
20 30.80 33.75 38.50 41.25 44.00 46.35 | 29.70 32.50 37.35 40.85 43.55 46.85
30 30.85 34.40 39.45 43.35 44.45 47.95 | 31.45 3580 38.70 42.00 43.60 48.30
50 30.75  33.95 4230 4240 43.25 48.05 | 30.15 34.00 41.75 42.40 43.35 48.20
70 33.60 37.90 40.60 43.05 43.70 47.50 | 33.80 37.25 41.35 43.45 43.70 47.65
100 31.75 3640 38.15 44.25 46.60 47.15 | 32.75 35.65 38.35 44.55 45.70 45.95
200 33.90 37.10 39.20 43.80 44.35 49.00 | 33.25 36.40 39.85 44.55 4440 48.95
CIPS(p) p=0 p=1
20 8.65 8.60 10.10  9.30 8.75 10.50 | 7.10 8.30 8.45 7.75 7.30 6.70
30 7.40 7.90 6.95 8.25 8.20 9.95 7.60 6.35 6.80 7.15 7.35 8.15
50 5.25 7.35 7.25 6.95 7.35 7.30 5.05 6.85 6.25 5.90 5.80 6.40
70 6.85 6.75 7.90 5.95 6.70 6.55 5.65 6.75 8.05 5.75 5.90 6.35
100 5.85 4.80 5.60 6.30 6.45 6.85 4.85 4.40 5.35 5.80 5.70 6.30
200 5.10 5.40 5.45 6.15 6.15 5.90 4.85 5.00 5.00 5.55 5.65 5.65
P,
20 - - - - - 9.25 8.00 10.15 12,95 15.45 28.45
30 - - - - - 9.50 9.20 8.20 9.40 10.05 19.90
50 - - - - - 10.75 7.75 6.35 6.85 7.65 9.45
70 - - - - - 11.50  7.95 7.25 6.15 6.65 6.95
100 - - - - - 10.25 7.50 5.70 6.10 6.15 6.40
200 - - - - - 11.65 7.50 6.25 7.10 5.05 5.65
PMSB
20 - - - - - 0.70 1.85 2.20 1.35 2.20 1.25
30 - - - - - 0.85 2.70 3.05 2.05 2.90 2.40
50 - - - - - 1.25 3.25 3.20 2.80 2.65 3.05
70 - - - - - 1.20 3.80 3.60 3.35 3.50 2.65
100 - - - - - 0.95 3.70 3.40 3.50 3.55 3.30
200 - - - - - 1.05 5.05 5.40 4.20 3.35 3.40
th
20 - - - - - 8.80 11.85 14.65 19.10 20.90 29.20
30 - - - - - 9.75 12.70 1095 15.00 18.75 26.60
50 - - - - - 9.60 10.90  9.95 12.65 12.80 20.35
70 - - - - - 11.30 10.10 8.30 10.35 10.30 16.30
100 - - - - - 10.90  8.15 8.80 9.65 10.20 13.75
200 - - - - - 11.00  8.25 7.45 8.20 8.10 9.85

Notes: See notes to Table 2. The data generating process is the same as the one for Table 2, except v;0 = 75, =0
and 7v;,1 = 741 = 0. The CIPS test is based on cross section augmentation using y;; and x;. For the P,, PMSB,
and t} tests, the number of factors is determined by the BIC3 criterion of Bai and Ng(2002) with the maximum number
set to three, and the factors are extracted from the y;; series using principal components. These tests adopt automatic
lag-order selection for the estimation of long-run variances, which explains the empty boxes in the above table. Table



10: Power of Panel Unit Root Tests, Supposing Three Factors Exist when There
are Actually Two Factors (m = 2), Serially Correlated Av;;:, Intercept Only Case.

For the P,, PMSB, and t; tests the Number of Factors is Estimated.

(T,N) 20 30 50 70 100 200 20 30 50 70 100 200

IPS(p) p=0 p=1
20 37.00 39.85 46.55 48.25 52.50 54.25 36.00 40.35 46.75 46.60 51.80 53.90
30 41.30  46.45 52.00 54.50 57.75 61.30 39.10 45.60 51.85 53.85 56.50 61.60
50 48.70  55.45 65.55 62.65 65.40 68.65 47.60  55.65  64.25 61.90 64.65 68.70
70 59.35  66.75 72.70 73.60 74.20 78.25 59.25  65.60 72.70 72.70 72.50 77.60
100 69.95  77.95 82.50 83.45 85.50 87.70 69.15 76.95  82.20 82.35 84.30 86.95
200 95.20  97.55 98.55 98.30 98.85 99.70 94.60 97.00 98.35 97.75 98.25 99.30

CIPS(p) p=0 p=1
20 9.35 9.25 9.65 9.70 9.05 11.50 7.65 8.80 7.55 7.80 7.00 7.30
30 8.70 9.70 7.65 10.10 9.00 11.95 7.40 7.65 7.20 7.25 7.90 9.25
50 10.90 14.05 14.45 16.40 17.55 21.40 9.65 12.15 10.55 12.80 12.65 15.35
70 20.55  26.00 32.10 32.30 35.80 46.30 14.95 21.00 25.30 24.60 25.75 33.90
100 41.00  55.35 74.15 78.55 85.00 94.10 35.45 4730  63.10 66.90 74.35 87.00
200 99.00 100.00 100.00 100.00 100.00 100.00 [ 98.15 99.80 100.00 100.00 100.00 100.00
P,
20 - - - - - - 27.40 32.55 46.15 49.45 59.45 72.25
30 - - - - - - 43.05  48.70  64.55 66.50 72.25 79.75
50 - - - - - - 69.95 72.60 86.10 83.95 87.35 88.90
70 - - - - - - 85.25  84.05 93.95 89.20 91.90 91.95
100 - - - - - - 94.35 91.75  96.15 95.10 96.55 95.60
200 - - - - - - 99.80 98.85 99.85 99.50 99.90 99.80

PMSB
20 - - - - - - 2.40 4.55 10.55 7.80 13.75 21.55
30 - - - - - - 4.95 14.15  33.30 30.60 44.05 54.80
50 - - - - - - 18.00  45.35  72.40 71.65 78.00 81.70
70 - - - - - - 32.35 67.15 88.25 82.40 87.10 87.30
100 - - - - - - 58.35 84.95 93.65 91.50 93.70 92.70
200 - - - - - - 95.90 97.70  99.95 98.60 99.60 99.40
th
20 - - - - - - 77.60 81.05  88.65 87.95 91.60 93.55
30 - - - - - - 87.50  88.50  93.75 90.35 94.95 95.60
50 - - - - - - 96.05 93.50 97.75 96.30 97.50 97.80
70 - - - - - - 98.85 96.80 99.25 97.50 98.80 98.65
100 - - - - - - 99.90 99.10 99.95 99.75 99.85 99.60
200 - - - - - - 100.00 99.85 100.00 100.00 100.00 100.00

Notes: See notes to Table 2. The data generating process is

the same as the one for Table 2, except v, = 75, =0

and ;.1 = 7,1 = 0. The CIPS test is based on cross section augmentation using y;; and ;. For the P,, PMSB, and t;
tests, the number of factors is determined by the BIC3 criterion of Bai and Ng(2002) with the maximum number set to
three, and the factors are extracted from the y;; series using principal components. These tests adopt automatic lag-order
selection for the estimation of long-run variances, which explains the empty boxes in the above table.




Table 11: Size and Power of Panel Unit Root Tests with Two Factors (m = 2),
Serially Correlated Av;,:, Intercept and Linear Trend Case

Size: p,=p=1 Power: p, ~ idU[0.90,0.99]
(T,N) 20 30 50 70 100 200 20 30 50 70 100 200
IPS(p) p=0 p=0
20 32.40 33.25 38.15 38.30 41.05 44.70 | 34.10 34.55 39.20 40.25 42.65 46.40
30 32,70 34.50 39.40 40.05 41.75 45.75 | 34.55 38.20 42.00 43.85 44.80 48.75
50 34.70  35.80 37.15 39.60 44.95 47.10 | 40.20 43.20 46.25  48.20 52.40 55.25
70 32.20 35.80 40.55 41.25 44.45 46.35 | 42.65 48.05 5540  56.30 58.65 61.55

100 30.85 36.40 40.75 41.25 45.30 45.60 | 50.65 58.25 63.45 65.30 66.45 70.65
200 32.70 36.45 39.45 42.05 44.20 46.00 | 78.40 83.75 88.15 90.90 91.05 94.05

CIPS(p) p=20 p=20

20 4.45 5.00 5.15 4.40 4.70 6.15 4.45 4.50 4.35 4.25 4.40 4.50

30 4.30 3.60 3.85 4.70 3.90 4.50 4.85 3.80 4.60 4.30 3.85 3.25

50 4.95 4.50 4.65 5.55 4.25 4.65 7.05 6.75 6.40 6.30 5.80 5.65

70 4.15 4.90 4.50 4.60 4.30 4.80 8.15 13.10 14.25 14.85 15.00 18.20
100 5.75 5.10 4.15 4.50 4.60 5.80 | 22.30 3290 43.90 49.20 55.65 71.90
200 4.80 5.75 5.00 5.80 3.90 5.55 | 93.95 99.75 99.95 100.00 100.00 100.00
Py

20 71.95 81.65 91.70 96.70 98.70 99.80 | 71.70 81.15 91.70  96.05 98.30 99.55
30 56.35 67.15 82.20 89.30 96.05 99.85 [ 55.00 69.20 82.65 87.40 93.70 97.20
50 35.00 42.30 56.10 69.50 77.95 9545 | 36.70 47.95 62.55 69.60 76.30 85.75
70 24.80 29.70 39.85 50.80 58.65 82.10 | 29.15 33.60 49.25 57.30 63.85 76.85

100 17.30  19.10 2890 30.80 43.35 62.70 | 21.50 27.40 41.25 47.75 52.70 67.60
200 10.50 11.65 13.10 16.05 18.15 26.30 | 15.70 19.30 26.95 32.55 38.60 52.75

PMSB

20 0.00 0.05 0.10 0.15 0.15 0.55 0.00 0.00 0.15 0.00 0.05 0.35
30 0.45 0.30 0.20 0.15 0.25 0.55 0.45 0.55 0.35 0.40 0.40 0.45
50 1.05 1.05 1.40 1.00 0.50 0.45 2.45 4.10 6.80 6.50 9.30 18.30
70 1.85 2.00 1.30 1.65 1.15 0.75 6.35 10.90 24.20 26.70 32.85 51.60
100 2.00 1.90 1.95 2.00 1.55 1.25 | 14.75 30.90 57.15 55.15 59.35 71.75
200 2.95 3.00 2.70 2.55 2.95 2.70 | 50.60 78.50 93.65 89.05 87.50 91.50
ty

20 94.50 94.40 97.50 98.70 99.00 99.45 | 94.00 94.10 97.35 98.60 98.75 99.35
30 79.30  79.85 90.20 93.35 96.75 98.25 | 78.90 80.65 89.90 92.75 95.30 96.65
50 46.20 52.65 66.30 76.75 83.10 92.35 | 46.00 53.20 66.90  75.15 77.80 85.45
70 27.60 32,95 4730 57.25 65.65 83.40 | 29.35 33.45 49.90 55.70 61.50 75.15
100 18.35 21.60 30.85 35.00 46.25 65.30 | 19.05 24.20 36.50 41.85 46.60 61.15
200 9.90 11.25 1230 15.60 17.75 28.50 | 11.95 14.15 19.05 23.30 29.10 39.30

Notes: ;¢ is generated as y;¢ = a; + (1 — p;)0st + p;ys.e—1 + Vi1 f1e + Viofor + €, 4 = 1,2,...,N; t = —49,...,T with
Yi,—50 = 0, where p; = p =1 for size and p; ~ #9dU[0.90, 0.99] for power; o; and d; ~ iid[0.0,0.02]; fj; = prifrit—1+@jt,
Wit ~ iidN(O,l) with fj‘,50 = 0 and Pri = 0 for j = 1,2; g4 = Pic€it—1 + Citr Cit ~ iidN(O,O’ZZ) with €i,—50 = 0
and p;. = p, = 0, 012 ~ 1dU[0.5,1.5]. x;+ is generated as Tz = p; + it + Vg1 f1¢t + VigoSot + Vigt, © = 1,2,..., N;
t=—49,...,T with z; _50 = 0, where p; ~ #@dN(1,1); X; ~ 9d[0.0,0.02]; Vigt = Vizt—1 + €ivats Civat = PijvgCiva,t—1 + it
054 ~ 1dN (0, 1) with viy,—50 = 0, €jve,—50 = 0, and p;,,, ~ 14dU[0.2,0.4]. Factor loadings are generated as v;; ~ 4dU][1, 3],
Yig ~ 1dU[0,2], V51 ~ dU[0,2], 7,59 ~ 4dU[1, 3], so that the rank condition (9) is satisfied. i, ¥;1, Vias Prj» Pis Mo
Yiwls Vieas Pivs> 0i and A; are drawn once and fixed over the replications. The IPS(p) test is the Im et al. (2003) panel unit
root test with lag-augmentation of order p. The CIPS(p) test is the proposed panel unit root test, defined by (35), based
on cross section augmentation using y;t, 1+ and , x40+ (k = 2) with lag-augmentation of order p. The P, and PMSB tests
are the Bai and Ng (2007) pooled panel unit root tests for the idiosyncratic errors. The t; test is the Moon and Perron
(2004) panel unit root test for the idiosyncratic errors. The P,, PMSB, and t} tests are based on two extracted factors
from the y;; series using principal components, and they adopt automatic lag-order selection for the estimation of long-run
variances following Andrews and Monahan (1992). All tests are conducted at the 5% significance level, and the CIPS(p)
test is based on critical values for different p and k. All experiments are based on 2000 replications.



Table 12: Size and Power of Panel Unit Root Tests, Positive Serially Correlated ¢;;
and Av;,¢, Intercept and Linear Trend Case

Size: p,=p=1

Power: p, ~iidU[0.90,0.99]

(T,N) 20 30 50 70 100 200 20 30 50 70 100 200

IPS(p) p=1 p=1
20 26.60 30.75 36.95 35.80 40.00 43.00 | 28.25 32.35 38.85 36.95 41.95 44.90
30 28.05 32.30 3540 35.75 39.30 43.80 [ 29.90 35.15 38.35 38.65 42.90 46.60
50 26.75 31.75 31.90 37.25 39.55 43.55 | 33.50 38.35 41.35 47.00 49.05 53.85
70 2785 3145 3540 39.20 40.75 43.50 | 38.40 45.75 51.40 52.85  54.80 58.55
100 27.15 33.05 3490 36.60 4220 42.85 | 47.80 56.15 61.15 63.70  66.45 69.25
200 26.00 30.30 33.55 36.80 40.30 41.70 | 76.05 85.50 88.20 89.45  91.55 93.10

CIPS(p) p=1 p=1
20 3.20 3.70 2.70 3.00 2.25 1.80 3.05 3.35 2.20 3.25 2.00 1.80
30 3.40 2.65 2.90 2.85 3.00 3.60 3.60 3.20 2.75 3.40 2.55 3.95
50 4.15 3.85 3.40 4.65 2.95 4.15 5.40 5.85 6.25 5.85 5.90 6.40
70 4.15 3.60 4.75 4.15 4.20 3.85 7.90 10.30 13.25 11.85 11.95 13.25
100 4.45 3.90 4.10 4.35 4.25 3.60 | 18.60 22,50 34.20 33.90 38.25 48.20
200 5.05 4.75 4.75 4.95 4.20 4.60 | 84.50 96.95 99.85 99.90 100.00 100.00
Py
20 33.15 35.60 43.75 48.60 59.05 70.10 | 33.50 35.75 45.05 49.20 61.25 71.40
30 21.45 23775 27.70 31.20 41.05 54.40 | 21.80 23.75 29.55 34.25 44.00 57.35
50 12,95 13.45 17.20 19.80 22.85 33.15 | 12.70 14.45 19.40 22.30 29.35 42.00
70 11.05 11.30 12.55 13.20 16.20 22.75 | 10.90 11.75 14.05 17.60 24.85 33.75
100 8.70 9.80 10.20 10.35 11.65 16.00 | 8.75 9.05 10.35 14.95 18.60 28.35
200 7.50 6.85 7.00 6.55 8.55 8.90 5.45 5.80 7.10 11.50 16.35 21.55

PMSB
20 0.20 0.35 0.45 0.65 0.65 1.50 0.15 0.25 0.55 0.70 0.80 1.05
30 0.70 0.30 0.35 0.20 0.40 0.80 0.40 0.60 0.75 0.55 0.75 1.05
50 0.70 0.70 0.55 0.90 0.35 0.30 1.50 3.65 5.70 6.10 8.60 18.30
70 0.80 1.00 1.20 0.70 0.65 0.75 6.45 13.45 27.60 30.30  40.00 61.85
100 1.55 1.45 1.60 1.35 1.70 0.90 | 18.10 3990 68.40 70.25 75.55 85.00
200 2.45 3.00 2.20 2.20 2.50 1.95 | 70.40 92.20 98.60 96.90 96.40 98.35
th
20 75.20 67.85 78.60 83.45 87.05 89.15 | 75.60 65.65 7825 82.15 87.10 89.30
30 47.25 3745 49.50 56.70 67.90 72.55 | 46.75 34.95 47.75 54.35 64.30 68.45
50 18.00 13.50 20.85 25.50 30.90 42.60 | 14.70 12.40 18.35 20.80 28.55 36.20
70 10.80  9.30 1230 14.90 19.80 27.95 | 8.25 8.00 9.20 12.85 17.25 23.40
100 7.60 7.75 9.20 10.40 12.65 18.45 | 5.95 5.50 6.15 8.90 11.85 16.10
200 6.20 6.35 5.95 6.30 7.30 8.45 3.10 2.55 3.25 5.40 8.20 10.15

Notes: See notes to Table 11. The data generating process is the same as the one for Table 11, except p;. ~ 9dU[0.2,0.4].




Table 13: Size and Power of Panel Unit Root Tests with Two Factors (m = 2),
Negatively Serially Correlated ¢;; and Positively Serially Correlated Av;;;, Intercept

and Linear Trend Case

Size: p,=p=1 Power: p, ~ iidU[0.90, 0.99]
(T,N) 20 30 50 70 100 200 20 30 50 70 100 200

IPS(p) p=1 p=1
20 30.40 33.60 39.00 38.90 41.90 44.30 | 31.75 34.60 41.45 40.00 44.75 45.45
30 31.25 35.10 38.95 38.55 40.85 44.95 | 3240 36.65  41.00 40.85 43.40 47.80
50 31.10 35.65 35.90 40.25 41.35 45.85 | 36.40 40.50  42.20 47.05 48.85 53.35
70 32.15 35.10 38.40 40.90 42.70 45.30 | 40.45 46.65 51.10 52.80 54.05 57.10
100 31.10 36.85 39.05  39.60 43.25 4420 | 48.70 55.75  59.85 61.90 64.10 66.45
200 30.10 34.80 36.30 39.45 42.40 43.25 | 7250 81.55 84.75 86.25 88.60 90.20

CIPS(p) p=1 p=1
20 5.55 6.50 5.65 6.30 6.05 6.80 4.35 4.80 4.25 4.85 4.30 4.00
30 4.95 5.15 5.50 6.40 5.90 6.20 3.85 3.50 3.55 3.90 2.75 3.30
50 4.80 4.25 5.20 6.60 4.70 6.25 4.10 4.00 4.15 3.75 2.70 2.65
70 4.70 5.00 6.40 4.95 5.30 5.95 6.45 9.90 9.70 8.80 7.75 6.90
100 5.00 4.80 4.75 5.30 5.35 4.70 17.60 27.90 37.10 39.65 45.00 60.05
200 5.20 4.75 5.05 5.30 4.70 5.15 94.90 99.65 100.00 100.00 100.00 100.00
Py,
20 97.10 99.65 99.95 100.00 99.95 100.00 | 95.70 99.15  99.85 99.95 99.90  100.00
30 94.55 99.30 99.95 100.00 100.00 100.00 | 91.25 97.55  99.65 99.75 99.35 99.75
50 83.55 95.25 99.40 99.90 100.00 100.00 | 75.25 88.70  94.25 93.75 93.85 95.15
70 72.40 8545 96.70  99.10 99.90  100.00 | 64.50 78.85  89.50 87.65 88.10 89.65
100 55.60 70.65 87.05  94.00 97.75 100.00 | 54.50 71.15 81.70 78.80 79.15 83.30
200 2795 35.95 47.95 59.50 68.00 93.05 | 36.10 51.50 68.40 67.50 68.30 74.15

PMSB
20 0.15 0.20 0.35 0.70 0.45 0.65 0.05 0.30 0.30 0.35 0.25 0.65
30 1.15 1.65 1.40 2.60 2.55 3.55 1.50 1.85 3.70 3.75 3.45 9.30
50 2.85 4.30 4.50 5.10 6.55 9.05 3.20 7.65 15.70 13.90 19.80 34.90
70 2.60 5.30 6.65 8.05 7.10 11.55 6.60 15.55  30.45 30.00 35.40 45.70
100 4.40 4.80 6.05 6.90 7.50 11.45 12.00 29.40 49.45 46.95 46.10 55.45
200 4.10 5.00 5.45 5.30 7.45 9.05 33.30  60.10  79.30 70.85 70.55 75.40
ty
20 99.25 99.75 99.95 100.00  99.95 99.95 | 99.25 99.80 100.00  99.95 99.90  100.00
30 97.85 99.70 99.80 99.80 99.95 99.95 | 96.80 98.75  99.35 99.60 99.40 99.75
50 86.85 94.85 98.30 99.20 99.75 99.95 | 81.65 90.20 94.75 94.30 94.50 95.75
70 74.80 84.85 94.45 96.70 98.10 99.40 | 69.75 79.95 89.75 88.10 89.45 90.80
100 53.95 68.15 84.20 89.70 94.05 98.35 | 56.25 72.10  82.70 80.70 80.70 84.75
200 2445 3290 44.05 53.80 62.65 85.40 | 3440 51.85 69.85 68.30 68.10 75.25

Notes: See notes to Table 11. The data generating process is the same as the one for Table 11, except p;, ~ 19dU[—0.2, —0.4].




Table 14: Size of Panel Unit Root Tests for u;, Serially Correlated
Intercept and Linear Trend Case

f; and Av;g,

(T,N) 20 30 50 70 100 200 20 30 50 70 100 200
IPS(p) p=0 p=1
20 13.45 15.15 17.05 17.75 20.25 19.90 | 31.50 33.90 40.50 37.80 43.00 44.00
30 1245 1280 14.00 14.85 17.60 18.40 | 31.50 35.15 38.75 38.55 41.60 44.85
50 10.90 11.30 1220 13.85 15.60 17.60 | 31.40 3545 37.25 39.90 42.10 45.85
70 9.40 11.20 13.55 14.80 14.90 16.90 | 31.35 34.00 38.70 41.80 42.05 44.90
100 9.20 10.60 11.65 13.45 14.15 15.10 | 31.60 36.45 38.65 39.70 43.00 44.25
200 8.95 9.95 10.30 12.80 13.05 15.15 | 29.95 33.95 36.65 39.10 41.35 42.95
CIPS(p) p=0 p=1
20 12.55 14.35 17.85 18.90 20.65 24.70 | 10.00 11.80 10.05 12.70 12.55 13.60
30 11.60 11.65 14.50 16.10 18.55 18.00 | 8.60 9.30 11.10 10.80 11.70 12.70
50 8.90 9.55 10.70 12.60 1245 16.10 | 7.25 7.95 9.50 10.85 8.45 11.45
70 8.25 9.25 10.85 990 11.35 10.50 | 6.65 7.60 9.60 7.65 9.25 8.85
100 7.45 7.75 7.40 8.00 8.80 9.10 7.00 6.95 6.70 7.50 7.40 7.45
200 5.85 5.85 6.75 7.05 6.35 7.15 6.15 5.70 6.25 6.20 5.90 6.50
P,
20 - - - - - - 75.10 84.65 92.65 96.45 98.25 99.95
30 - - - - - - 55.90 69.60 83.30 91.60 95.65 99.35
50 - - - - - - 34.85 43.10 59.05 68.80 79.90 94.80
70 - - - - - - 25.30 32.05 41.50 52.40 62.00 83.95
100 - - - - - - 18.80 21.80 27.70 32.55 41.75 61.85
200 - - - - - - 10.70 1225 13.40 14.50 18.60 26.95
PMSB
20 - - - - - - 0.15 0.60 0.85 1.10 1.60 3.20
30 - - - - - - 0.85 0.70 0.80 1.25 2.20 2.25
50 - - - - - - 1.25 1.50 1.50 1.60 1.90 1.85
70 - - - - - - 1.10 2.05 2.25 2.05 1.70 2.45
100 - - - - - - 2.55 2.20 2.50 2.30 2.75 2.40
200 - - - - - - 2.65 3.55 3.10 2.90 3.50 2.90
ty

20 - - - - - - 91.35 94.90 97.80 99.05 99.15 99.60
30 - - - - - - 71.40 81.65 91.15 95.00 98.05 99.40
50 - - - - - - 40.70 49.65 66.65 75.95 84.95 94.65
70 - - - - - - 28.35 35.00 45.35 56.90 67.85 86.10
100 - - - - - - 19.10 2235 30.75 36.15 46.95 65.10
200 - - - - - - 10.30  12.05 13.95 16.75 20.00 29.70

Notes: See notes to Table 11. The data generating process is the same as the one for Table 11, except p;, = p = 1 and
pf1 = py2 = 0.3. The By, PMSB, and t; tests adopt automatic lag-order selection for the estimation of long-run variances,
which explains the empty boxes in the above table.



Table 15: Power of Panel Unit Root Tests, Serially Correlated f; and Av;,;, Intercept

and Linear Trend Case

(T,N) 20 30 50 70 100 200 20 30 50 70 100 200

IPS(p) p=0 p=1
20 14.00 16.20 17.35 18.65 20.30 20.45 | 31.65 35.45 41.10 39.75 45.10 46.10
30 12.40 13.35 16.05 15.95 17.75 19.35 | 32.25 37.80 41.10 41.05 44.10 47.70
50 10.80 13.90 14.90 18.10 17.70 21.50 | 36.00 39.45 42.80 47.40 48.90 53.35
70 12.20 15.00 18.35 18.75 20.95 21.15 | 39.95 45.55 50.65 51.40 53.45 56.45
100 13.05 17.35  20.50 23.65 23.60 27.20 | 47.35 54.05  58.45 60.70 63.10 65.10
200 27.00 35.00 40.90 43.70 47.95 51.45 | 70.70  79.55  83.85 84.95 87.40 89.05

CIPS(p) p=0 p=1
20 10.90 11.15 13.55 14.95 15.40 17.75 8.10 9.35 8.60 10.25 9.15 9.75
30 9.65 9.30 11.05 12.35 11.00 10.50 7.00 7.45 6.85 8.45 6.75 7.70
50 8.70 7.95 8.70 10.15 9.15 11.10 6.65 6.65 6.45 6.45 5.55 5.40
70 10.25 15.50 17.35 18.30 17.45 19.10 7.75 11.20  11.95 11.70 10.50 10.40
100 24.20 38.00 51.10 54.90 61.30 78.50 19.70 28.70  37.80 40.20 44.55 60.20
200 96.40 99.85 100.00 100.00 100.00 100.00 | 94.30 99.50 100.00 100.00 100.00 100.00
P,
20 - - - - - - 71.80 82.10 91.50 93.90 96.55 98.10
30 - - - - - - 54.15 67.00  80.80 86.05 87.85 91.30
50 - - - - - - 33.80 46.10  59.65 63.55 68.65 76.40
70 - - - - - - 30.20 36.40 47.85 54.15 58.35 68.20
100 - - - - - - 25.35  29.40  39.00 42.35 47.25 56.65
200 - - - - - - 18.80 22.05  25.50 32.75 37.95 46.25

PMSB
20 - - - - - - 0.20 0.30 0.55 0.70 1.25 2.00
30 - - - - - - 0.50 0.65 0.75 0.80 0.80 1.20
50 - - - - - - 1.15 2.70 4.55 3.75 5.55 11.20
70 - - - - - - 3.00 8.00 15.50 15.55 19.90 31.15
100 - - - - - - 8.25 20.20 38.95 37.25 37.75 48.50
200 - - - - - - 30.35 56.50  76.15 69.20 68.00 73.75
th
20 - - - - - - 90.55 93.95 97.20 98.20 98.65 99.20
30 - - - - - - 72.65 79.45  89.75 91.50 92.70 95.10
50 - - - - - - 42.85 5295 67.20 71.60 73.90 80.10
70 - - - - - - 34.30 39.35 53.65 58.15 63.60 72.15
100 - - - - - - 26.35 31.20 41.10 45.50 50.30 59.80
200 - - - - - - 18.60 21.75  26.50 32.05 37.80 47.00

Notes: See notes to Table 11. The data generating process is the same as the one for Table 11, except p; ~ 2dU[0.90, 0.99]

and py; = pyg = 0.3. The B, PMSB, and t; tests adopt automatic lag-order selection for the estimation of long-run

variances, which explains the empty boxes in the above table.




Table 16: Size of Panel Unit Root Tests, Supposing Three Factors Exist when
There are Actually Two Factors (m = 2), Serially Correlated Av;,:, Intercept and
Linear Trend Case

(T,N) 20 30 50 70 100 200 20 30 50 70 100 200

IPS(p) p=0 p=1
20 30.80 34.10 37.65 39.00 4240 43.55 | 30.75 35.20 37.85 38.55 43.40 43.50
30 30.60 34.70 36.85 40.40 42.15 45.25 | 31.00 35.25 36.85 41.65 41.90 46.30
50 33.80 34.05 41.75 41.60 41.80 45.45 | 33.10 33.50 41.85 41.55  42.90 45.15
70 33.55 34.35 41.40 41.65 43.45 46.00 | 33.60 35.25 40.90 41.30 43.15 46.00
100 31.00 35.05 38.10 40.50 41.85 46.25 | 31.10 34.05 38.95 40.70 41.55 45.70
200 33.20 33.65 39.55 40.55 42.65 46.60 | 33.75 34.60 39.30 40.95 42.90 46.15

CIPS(p) p=0 p=1
20 8.70 7.80 9.35 10.45  9.90 10.60 | 7.15 6.85 6.65 7.05 8.10 7.30
30 7.45 6.95 8.50 10.40  9.90 10.15 | 6.95 6.55 6.35 8.15 8.05 8.45
50 7.70 6.90 6.50 7.40 8.30 8.85 6.85 7.35 6.00 6.25 7.40 7.20
70 5.50 6.65 7.15 7.05 7.75 7.65 4.40 6.70 6.70 6.70 6.75 6.70
100 6.40 5.65 6.85 6.25 7.15 6.20 6.00 5.40 6.25 5.70 6.60 6.10
200 5.65 6.15 6.00 5.10 5.40 7.40 5.45 6.45 5.65 4.90 5.40 7.15
P,
20 - - - - - - 69.40 77.60 90.70 9545  98.20 99.85
30 - - - - - - 53.50 62.25 79.15 87.40 94.20 99.50
50 - - - - - - 34.00 41.50 54.20 64.45 77.90 93.85
70 - - - - - - 27.10 3145 40.80 47.60 60.60 82.20
100 - - - - - - 18.60 20.65 28.15 32.65  39.05 59.40
200 - - - - - - 11.35 12.35 14.05 15.30 19.45 27.80

PMSB
20 - - - - - - 0.10 0.40 0.35 0.25 0.55 0.80
30 - - - - - - 0.80 0.75 0.70 0.60 0.65 0.50
50 - - - - - - 1.55 1.65 1.00 0.90 0.75 0.60
70 - - - - - - 1.80 2.00 1.70 0.90 1.00 0.85
100 - - - - - - 2.40 2.40 2.35 1.65 1.85 1.20
200 - - - - - - 3.35 3.40 3.20 3.70 2.70 2.00
th
20 - - - - - - 98.85 99.65 99.75 99.95 100.00 100.00
30 - - - - - - 94.45 97.90 99.75 99.55  99.90 100.00
50 - - - - - - 80.15 89.85 9590 9745 98.80 99.80
70 - - - - - - 67.70 79.20 91.00 95.056 97.70 99.25
100 - - - - - - 45.75 63.90 81.80 88.80 93.35 98.35
200 - - - - - - 24.50 35.75 53.85 67.20 79.85 91.80

Notes: See notes to Table 11. The data generating process is the same as the one for Table 11, except 7,0 = 75 = 0 and
Viz1 = Yz1 = 0. The CIPS test is based on cross section augmentation using y;¢ and x;. The Py, PMSB, and t} tests
are based on three extracted factors from the y;; series using principal components. These tests adopt automatic lag-order
selection for the estimation of long-run variances, which explains the empty boxes in the above table.



Table 17: Power of Panel Unit Root Tests, Supposing Three Factors Exist when
There are Actually Two Factors (m = 2), Serially Correlated Av;,:, Intercept and
Linear Trend Case

(T,N) 20 30 50 70 100 200 20 30 50 70 100 200

IPS(p) p=0 p=1
20 32.40 35.40 39.25 40.00 43.10 44.85 | 31.45 36.85 40.00 40.55 44.80 45.95
30 33.75 37.65 40.20 44.05 45.55 49.10 | 32.25 37.70 40.35  45.35 44.85 48.80
50 39.30 42.65 48.75 49.20  51.50 54.20 | 38.60 42.00 47.75  49.35 50.55 54.60
70 44.10 48.75 55.00 57.45  58.90 61.85 | 43.80 47.60 54.10 55.20 57.50 61.55
100 50.55 59.20 61.70 65.30  66.20 73.05 | 50.00 57.45 60.50 64.15 65.60 71.75
200 79.70  85.55 90.60 88.50  92.30 94.00 | 77.90 84.00 88.90 87.80 91.00 93.10

CIPS(p) p=0 p=1
20 8.70 7.75 8.20 10.00 8.65 9.65 6.45 7.45 6.25 7.40 7.00 6.35
30 7.60 7.40 8.10 10.60 9.20 8.45 7.10 6.55 6.25 7.80 6.95 6.30
50 8.65 8.60 8.75 11.20 9.95 9.85 7.05 7.05 7.05 8.70 7.85 6.45
70 9.65 12.30 15.95 17.30 18.20 18.75 6.85 11.05 11.70 13.55 12.80 12.90
100 19.65 23.35 37.40 43.90 44.90 55.25 15.90 18.65 29.55  33.20 33.00 40.75
200 84.70 98.00 100.00 99.95 100.00 100.00 | 77.60 95.45 99.75  99.95 100.00  100.00
P,
20 - - - - - - 69.50 78.90 91.00 95.40 98.45 99.90
30 - - - - - - 53.60 64.15 80.15 88.30 94.20 99.25
50 - - - - - - 35.60 46.25 60.95 69.95 82.85 96.15
70 - - - - - - 28.60 35.50 49.90  59.15 71.55 90.65
100 - - - - - - 21.70 2640 38.55  46.15 58.75 86.10
200 - - - - - - 12.55 17.65 27.55  33.40 47.00 77.65

PMSB
20 - - - - - - 0.15 0.30 0.30 0.95 0.55 3.00
30 - - - - - - 0.70 0.50 1.00 0.90 1.75 5.60
50 - - - - - - 2.90 4.10 7.25 8.55 14.85 35.25
70 - - - - - - 8.35 14.95 24.80 32.70 48.45 81.30
100 - - - - - - 18.85 35.10 57.90 67.95 83.45 97.90
200 - - - - - - 68.70 86.30 94.70  97.75 99.70 100.00
th
20 - - - - - - 98.90 99.75 99.85 100.00 100.00 100.00
30 - - - - - - 95.60 98.60 99.70  99.90 99.95 100.00
50 - - - - - - 81.95 91.65 97.75  99.25 99.90 99.95
70 - - - - - - 66.75 83.45 95.20  98.60 99.60 100.00
100 - - - - - - 47.85 63.80 87.75  95.20 98.40 99.90
200 - - - - - - 19.25 31.35 58.90 74.75 87.00 97.15

Notes: See notes to Table 11.

The data generating process is the same as the one for Table 11, except v; =9 =0

and 7;,1 = V;1 = 0. The CIPS test is based on cross section augmentation using y;¢+ and z;¢. The P,, PMSB, and t; tests
are based on three extracted factors from the y;; series using principal components. These tests adopt automatic lag-order
selection for the estimation of long-run variances, which explains the empty boxes in the above table.




Table 18: Size of Panel Unit Root Tests, Supposing Three Factors Exist when
There are Actually Two Factors (m = 2), Serially Correlated Av;,:, Intercept and
Linear Trend Case. For the P,, PMSB, and t; tests the Number of Factors is Esti-

mated.
(T,N) 20 30 50 70 100 200 20 30 50 70 100 200
IPS(p) p=0 p=1
20 30.80 34.10 37.65 39.00 42.40 43.55 | 30.75 35.20 37.85 38.55 43.40 43.50
30 30.60 34.70 36.85 40.40 42.15 45.25 | 31.00 35.25 36.85 41.65 41.90 46.30
50 33.80 34.05 41.75 41.60 41.80 45.45 | 33.10 33.50 41.85 41.55 42.90 45.15
70 33.55  34.35 41.40 41.65 43.45 46.00 | 33.60 35.25 40.90 41.30 43.15 46.00
100 31.00 35.06 38.10 40.50 41.85 46.25 | 31.10 34.05 38.95 40.70 41.55 45.70
200 33.20 33.65 39.55 40.55 42.65 46.60 | 33.75 34.60 39.30 40.95 42.90 46.15
CIPS(p) p=20 p=1
20 8.70 7.80 9.35 10.45  9.90 10.60 | 7.15 6.85 6.65 7.05 8.10 7.30
30 7.45 6.95 8.50 10.40  9.90 10.15 6.95 6.55 6.35 8.15 8.05 8.45
50 7.70 6.90 6.50 7.40 8.30 8.85 6.85 7.35 6.00 6.25 7.40 7.20
70 5.50 6.65 7.15 7.05 7.75 7.65 4.40 6.70 6.70 6.70 6.75 6.70
100 6.40 5.65 6.85 6.25 7.15 6.20 6.00 5.40 6.25 5.70 6.60 6.10
200 5.65 6.15 6.00 5.10 5.40 7.40 5.45 6.45 5.65 4.90 5.40 7.15
Py,
20 - - - - - - 68.60 78.20 88.50 91.55 96.20 96.95
30 - - - - - - 54.35 63.65 79.40 85.45 92.95 97.80
50 - - - - - - 35.85 42.35 5590 64.40 76.15 94.80
70 - - - - - - 25.55  30.70 40.80 47.65 59.70 82.50
100 - - - - - - 19.55 21.60 29.40 32.65 40.05 59.55
200 - - - - - - 12.80 13.35 13.85 15.25 19.65 27.25
PMSB
20 - - - - - - 0.10 0.30 0.55 0.55 0.70 0.90
30 - - - - - - 0.75 0.75 1.05 0.95 0.35 1.00
50 - - - - - - 2.00 1.90 1.50 1.05 0.80 0.35
70 - - - - - - 2.95 2.00 2.00 1.00 0.90 0.70
100 - - - - - - 2.35 3.10 1.95 1.65 1.70 1.30
200 - - - - - - 4.30 3.55 3.15 3.55 2.55 1.95
th
20 - - - - - - 67.95 82.25 87.60 86.05 94.15 93.15
30 - - - - - - 49.45 70.65 82.05 83.30 92.85 95.40
50 - - - - - - 29.75 45.10 62.60 69.90 80.75 91.00
70 - - - - - - 20.75 32.60 43.95 53.65 64.50 81.50
100 - - - - - - 16.10 22,50 31.65 36.45 43.60 63.75
200 - - - - - - 11.50 11.75 13.35 15.25 19.65 28.85

Notes: See notes to Table 11.

The data generating process is the same as the one for Table 11, except v; =79 =0

and ;.1 = 7,1 = 0. The CIPS test is based on cross section augmentation using y;; and ;. For the P,, PMSB, and t;
tests, the number of factors is determined by the BIC3 criterion of Bai and Ng(2002) with the maximum number set to
three, and the factors are extracted from the y;; series using principal components. These tests adopt automatic lag-order
selection for the estimation of long-run variances, which explains the empty boxes in the above table.



Table 19: Power of Panel Unit Root Tests, Supposing Three Factors Exist when
There are Actually Two Factors (m = 2), Serially Correlated Av;,:, Intercept and
Linear Trend Case. For the P,, PMSB, and t; tests the Number of Factors is Esti-

mated.
(T,N) 20 30 50 70 100 200 20 30 50 70 100 200

IPS(p) p=0 p=1
20 32.40 35.40 39.25  40.00 43.10 44.85 31.45 36.85 40.00 40.55 44.80 45.95
30 33.75 37.65 40.20 44.05 45.55 49.10 32.25 3770 40.35 45.35 44.85 48.80
50 39.30 42.65 4875 49.20 51.50 54.20 38.60 42.00 47.75 49.35 50.55 54.60
70 44.10 48.75 55.00  57.45  58.90 61.85 | 43.80 47.60 54.10 55.20 57.50 61.55
100 50.55  59.20 61.70 65.30  66.20 73.05 50.00 57.45 60.50 64.15 65.60 71.75
200 79.70  85.55 90.60  88.50  92.30 94.00 77.90 84.00 88.90 87.80 91.00 93.10

CIPS(p) p=20 p=1
20 8.70 7.75 8.20 10.00 8.65 9.65 6.45 7.45 6.25 7.40 7.00 6.35
30 7.60 7.40 8.10 10.60 9.20 8.45 7.10 6.55 6.25 7.80 6.95 6.30
50 8.65 8.60 8.75 11.20 9.95 9.85 7.05 7.05 7.05 8.70 7.85 6.45
70 9.65 12.30 15.95 17.30 18.20 18.75 6.85 11.05 11.70 13.55 12.80 12.90
100 19.65 23.35 37.40 43.90 44.90 55.25 15.90 18.65 29.55 33.20 33.00 40.75
200 84.70 98.00 100.00 99.95 100.00 100.00 | 77.60 95.45 99.75 99.95 100.00 100.00
Py,
20 - - - - - - 70.00 78.80 89.45 90.55 95.65 96.45
30 - - - - - - 55.65 64.35 79.30 84.30 91.35 94.20
50 - - - - - - 37.80 4590 61.95 68.15 75.60 84.70
70 - - - - - - 29.25 3745 49.50 56.00 65.60 75.55
100 - - - - - - 22.90 28.00 38.60 44.30 52.95 64.85
200 - - - - - - 12.70 18.50 27.75 32.30  39.40 51.20

PMSB
20 - - - - - - 0.15 0.15 0.50 0.75 0.65 1.15
30 - - - - - - 1.15 1.25 1.90 1.90 1.10 2.55
50 - - - - - - 5.10 5.15 9.50 9.20 12.05 22.45
70 - - - - - - 11.00 17.20 26.75 27.20  39.55 52.70
100 - - - - - - 25.25  38.00 54.05 55.15 65.35 73.10
200 - - - - - - 72.50 84.20 87.35 8195 91.60 92.20
th
20 - - - - - - 67.95 82.05 87.85 86.05 94.10 93.65
30 - - - - - - 50.15 70.80 80.95 80.55 91.30 93.65
50 - - - - - - 31.00 47.55 63.05 66.80 77.35 83.55
70 - - - - - - 20.65 35.90 48.35 54.05 63.25 74.40
100 - - - - - - 17.00 24.30 33.85 38.10 46.15 60.10
200 - - - - - - 8.75 14.10 20.35 24.65  28.75 39.55

Notes: See notes to Table 11.

The data generating process is the same as the one for Table 11, except v; =79 =0

and ;.1 = 7,1 = 0. The CIPS test is based on cross section augmentation using y;; and ;. For the P,, PMSB, and t;
tests, the number of factors is determined by the BIC3 criterion of Bai and Ng(2002) with the maximum number set to
three, and the factors are extracted from the y;; series using principal components. These tests adopt automatic lag-order
selection for the estimation of long-run variances, which explains the empty boxes in the above table.




