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some recent evidence is reported in Phillips (1992,1995). This is partly because of the presence of
other variables with trending behaviour in the equation and partly because the presence of unit
roots or near unit roots in an equation subtly changes the role of an intercept to that of a linear
drift (and a linear trend, if it were included, to that of a quadratic trend ). Our setting of t = 0 in
models 2 and 4 reflects this experience.

3. Variables and Data

The variables included in our forecasting exercises are given below. Our intent is to be able to
forecast some key real and monetary variables without making the multiple equation systems too
large given the available data. All variables are transformed to natural logarithms except for the
interest rate. The final sample observation available at the time these forecasts were generated
were as follows: for the US data, 1994:4; for the Japanese data, 1994:3; and for the Australian
data, 1994:3. The initializations of the data sets ( 1954:1 for the USA, 1965:1 for Japan, and
1975:1 for Australia ) were selected on the basis of the quarterly data that was available for all of
the series to ensure a balanced data set for each country.

(a) USA Variables and Data:

Real gross domestic product ( 19878bil., SA)

Real personal consumption expenditure ( 19878bil., SA)

Real fixed investment ( 19878bil., SA)

Price deflator of GDP

3-month Treasury Bill rate ( percentage points )

M1-Money stock, end of quarter ( $bil., SA)

Unemployment rate, all workers 16 and over ( percentage points, SA )

Sample Period: 1954:1 - 1994:4
Source: National Income and Product Accounts
Forecast Period: 1995:1 - 1997:4 ( 12 quarters )

(b) Japan Variables and Data:

Real gross domestic product ( 1985Ybil., SA)

Real personal consumption expenditure ( 1985Ybil., SA)
Real fixed investment ( 1985Ybil., SA)

Price deflator of GDP

M1-Money stock, end of quarter ( Y100mil., SA)
Unemployment rate ( percentage points, SA )

Sample Period: 1965:1 - 1994:3
Source: Nikkei Database
Forecast period: 1994:4 - 1997:4 ( 13 quarters )



Table 2: JAPAN Forecasts

Real GDP: growth rate (% annual rate)

ECM RRR  BVAR(opt) BVAR(if) BAR(opt) BARQif) AR+TR
1994:4 5.01 4.90 3.67 2.51 327 3.59 -1.82
1995:1  4.64 4.85 3.53 238 3.26 3.67 1.76
1995:2 5.29 4.74 3.07 2.19 3.25 3.77 1.74
1995:3 5.42 4.55 2.50 1.95 3.24 3.75 1.71
1995:4 5.48 3.96 1.98 1.76 3.23 3.74 1.69
1996:1 5.59 3.64 1.43 1.57 3.22 3.72 1.66
1996:2 5.64 3.55 1.18 1.42 3.21 3.70 1.64
1996:3 5.66 331 0.90 1.28 3.20 3.68 1.61
1996:4 5.69 3.14 0.74 1.17 3.19 3.66 1.59
1997:1 5.69 3.07 0.68 1.06 3.18 3.64 1.57
1997:2 5.70 2.93 0.63 0.98 3.18 3.62 1.54
1997:3 5.70 2.83 0.62 0.90 3.17 3.60 1.52
1997:4 5.69 2.76 0.65 0.83 3.16 3.59 1.50
Table 3: AUSTRALIA Forecasts
Real GDP: growth rate (% annual rate)
ECM RRR  BVAR(opt) BVAR(t) BAR(opt) BARQit) AR+TR
1995:1 3.92 1.01 0.73 1.99 2.37 1.75 1.68
1995:2 3.21 1.00 0.23 2.00 3.08 2.89 3.04
1995:3 1.41 0.39 -0.65 1.88 2.86 2.80 2.96
1995:4 1.62 0.97 -0.46 1.89 2.68 2.74 2.94
1996:1 2.15 2.05 -0.11 1.91 2.57 2.73 2.94
1996:2 1.97 2.82 0.19 1.91 2.57 2.75 2.94
1996:3 2.01 3.37 0.57 1.92 2.60 2.78 2.93
1996:4 2.18 3.87 0.94 1.92 264 2.80 2.93
1997.1 2.31 4.13 1.24 1.91 2.70 2.82 2.93
1997:2 236 4.14 1.46 191 276 2.84 2.93
1997:3 2.37 4.07 1.60 1.90 2.81 2.86 2.93
1997:4 2.39 3.92 1.65 1.88 2.85 2.87 2.93
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